AN

REPORT

OF

THE EIGHTH FINANCE COMMISSION

NIEPA DC

L

1984




- FTN
.. i i
2“,) ~ & e
- %“;/
T N
N,
Para/ Line/
Page Annexure Col. For Read
21 3.49 7 than then
22 3.58 4 or of
22 3.58 5 coma able comparable
25 3.72 2 very vary
27 3.84 5 Poterntial Potential
30 3.104 3 streassed stressed
31 3.113 4 restricated restricted
35 4.7 3 grwoth growth
48 6.11 4 wrought brought
62 93 2 were was
63 9.5 4 It 1f
79 12.26 20 eue due
101 14.20 4 has have
102 14.27 11 sevings savings
145  Table 1 2 (+) 1147.56 (+) 1147.55
148 Foot note@ At the rate of At the rate of
10 per cent for 15 per cent for
1985-86,20 per 1986-87, 20 per
cent and 25 per cent for 1987-88
cent for 1988-89 and 25 per cent
for 1988-89
160 6(e) 1 emolyments emoluments
248 XII -9 9 39.40 39.74
251 XI1I. 12 3 69.80 96.80
253 XII-1(v) 1 of at
2 - Addenda/Deletia
Page Para/ltem Add/Insert/Delete
163 21 Delete 'represented by’
235 4(ii) Insert Atomic between Tarapur
and Power.
S gl “a,
“T Laymens T



s

- 1~- B ;:’""’3; ?‘ 'tg \:‘.A p
P PO |-
LI !
T Y R

REPORT

OF

THE EIGHTH FINANCE COMMISSION

1984



0%

.. INatiovier . iy U,
National Insv i« hducanollk-r
Plonnir: «. 3 Ami- .tration
17-B.S-Au:: azg. NewDelhi-110016:-

Fo R S
S Yk T



CONTENTS

CHAPTER

I Inroduction

11 Our Approach

111 Reasseésment of the forecasts of State Govern-
ments on Revenue Account

IV Reassessment of the forecasts of the Central
Government

\'A Income-tax

VI uUnion duties of Excise

VIl Additionai duties of Excise

VIII Estate duty in respect of property other than
agricultural land o

IX Grant in lieu of tax on Railway passenger fares .

X Grant on account of wealth tax on agricultural property

X1 Financing of relief expend.lture

XII Upgradation of standards of administration

XIII Grants-in-aid

XIV Non-Plan capital gap of the States

XV  Taxes and duties mentioned in Articles 268 and 269
of the Constitution

XV1 General observations

XVII Summary of recommendations

MINUTES/NOTE

1. Minute of dissent by Shri Justice T.P.S.Chawla,

Member and Shri G.C. Baveja, Member on treatment
to be accorded to additional resource mobilisation
and committed expenditure

Minute of dissent by Shri Y.B.Chavan, Chairman and

‘Shri G.C. Baveja, Member, on treatment to be accorded

to repayment of Small Savings loans during 1884-89 ana
observations thereon by Shri Justice T.P.S.Chawia,
Dr.C.H.Hanumantha Rao and Snri A.R.Shirali,Members

Note of dissent by Shri A.R. Shirali, Member
APPENDICES
ANNEXURES

PAGE

1-6
7-8

934

35-39
40-45
46-54
55-59

60-61
62-65
66-67
68-73
74-88
89-96
97-108

109-121
122-124
125-131

132-133

134-138
138-149
150-158
159- 268






CHAPTER 1

INTRODUCTION

1.1 This Finance Commission, the eighth since the commencement of the Constitution, was consti-
tuted by the President by his Order dated the 20th June, 1982, which is reproduced below:

"In pursuance of the provisions of article 280 of the Constitution of India and of the Finance Com-~
mission (Miscellaneous Provisions) Act, 1951 (33 of 1951), the President is pleased to constitute a
Finance Commission consisting of Shri Y.B, Chavan, Member of Parliament as the Chairman and
the following four other Members namely:-

1. Shri Justice Sabyasachi Mukherjee, Judge, Calcutta High Court.

2. Dr. C.H. Hanumantha Rao, Member, Planning Commission.

3. Shri G.C. Baveja, Secretary, Ministry of Finance,

4, Shri A.R, Shirali, Deputy Comptroller & Auditor General of India.

2. The Chairman and other Members of the Commission shall hold office from the date on which
they respectively assume office upto the 31st day of October, 1983.

3. The Chairman shall render part-time service to the Commission. Shri Justice Sabyasachi
Mukherjee and Dr, C,H, Hanumantha Rao shall render part-time service as Members of the
Commisgion. Shri G.C. Baveja shall render part-time service upto 30th June, 1982 and full-time
gservice thereafter, Shri A.R. Shirali shall render full-time service.

4, The Commission shall make recommendations as to the following matters:-

(a) The distribution between the Union and the States of the net proceeds of taxes which are to
be, or may be, divided between them under Chapter I of Part XII of the Constitution and
allocation between the States of the respective shares of such proceeds;

(b) the principles which should govern the grants-in-aid of the revenues of the States out of the
Consolidated Fiind of Todia audthe sums g Statés which are in need of assis-
tance by way of grants-in-aid of their revenues under article 275 of the Constitution for
purposes other than those specified in the provisos to clause (1) of that article,’
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5. In making its recommendations, the Commission shall have regard, among other considera-
tions, to:-

i) the resources of the Central Government and the demands thereon on account of the expendi-
ture on civil administration, defence and border security, debt servicing and other com-
mitted expenditure or liabilities;

ii) the existing practice in regard to determination and distribution of Central assistance for
financing State Plans;

ili) the revenue resources of those States for the five years ending with the financial year
1988-89 on the basis of the levels of taxation likely to be reached at the end of the financial
year 1983-84 and the targets set for additional resource mobilisation for the Plan;

iv) the requirements on revenue account of those States to meet the expenditure on administra-
tion and other non-Plan commitments or liabilities, keeping however in view national poli-
cies and priorities. In assessing such requirements, the Commission shall take into account:-

and employees of local bodies as obtaining on a specifled date as the Commission deems
it proper and with reference to appropriate objective criteria rather than in terms of
actual increases that may have been given effect to; and

b) commitments in regard to interest charges on their debt, transfer of funds to local

bodies and aided institutions;
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v) adequate maintenance and upkeep of capital assets and maintenance of Plan schemes comp-
leted by the end of 1983-84, the norms, if any, on the basis of which specified amounts are
allowed for the maintenance of different categories of capital assets and the manner in which
such maintenance expenditure could be monitored, being indicated by the Commission;

vi) the requirements of States for upgradation of standards in non-developmental sectors and
services particularly of States which are backward in general administration with a view to
bringing them to the levels obtaining or likely to obtain in the more advanced States, the
manner in which such expenditure could be monitored, being also indicated by the Commis-
siong

vii) the scope for better fiscal managemeént and economy in expenditure consistent with effici-
ency; and '

viil) the need for ensuring reasonable returns on investments in irrigation and power projects,
transport undertakings, industrial and commercial enterprises and the like,

8. The Commission may suggest changes, if any, to bé made in the principles governing the dis-
tribution among the States of:-

a) the net proceeds in any financial year of estate duty in respect of propérty other than
agricultural land;

b) the net proceeds in any financial year of the additional excise duties leviable under the
Additional Duties of Excise (Goods of Special Importance) Act, 1957, in replacement of the
sales tax levied formerly by the State Governments on each of the following commodities;
namely:-

i) cotton fabrics;
ii) woollen fabrics;
i{ii) rayon or artificial silk fabrics;
iv) sugar; and
v) tobacco including manufactured tobacco, Provided that the share accruing to each State
shall not be less than the revenue realised from the levy of sales tax for the financial
year 1956-57 in that State.

c) the grant to be made available to the States in lieu of the tax under the repealed Railway
Passenger Fares Tax Act, 1957; and

d) the grant to be made available to the States on account of wealth tax on agricultural property.

7. In making its recommendations on the various matters aforesaid, the Commission shall adopt
the population figures of 1971 in all cases where population is regarded as a factor for determina-
tion of devolution of taxes and duties and grants-in-aid,

8. The Commission may examine the scope for raising revenue from the taxes and duties mentioned
in article 269 of the Constitution but not levied at present and the scope for enhancing revenue from
the duties mentioned in Article 268,

9. The Commission may make an assessment of the non-Plan capital gap of the States on a uniform
and comparable basis for the five years ending with 1988-89, In the light of such an assessment, the
Commission may undertake a general review of the States' debt position with particular reference
to the Central loans advanced to them and likely to be outstanding as at the end of 1983-84 and sug-
gest appropriate measures to deal with the non-Plan capital gap, having regard inter-alia to the
overall non-Plan gap of the States, their relative position and the purposes for which the loans
have been utilised and the requirements of the Centre.

10. The Commission may review the policy and arrangements in regard to the financing of relief
expenditure by the States affected by natural calamities and suggest such modifications as it consi-
ders appropriate, in the existing arrangements, having regard, among other considerations, to the
need for avoidance of wasteful expenditure,
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11. The Commission shall make its report by the 31st October, 1983 on each of the matters afore-
said and covering a period of five years'commenclng from the 1st day of April, 1984, The Commis-
gion shall indicate the basis on which it has arrived at its findings and make available the State-wise
criteria adopted in making modifications, if any, in the States' forecasts of receipts and expendi-
ture, "

1.2 On his appointment as a Judge of the Supreme Court, Shri Justice Sabyasachi Mukherjee resigned
his Membership of the Commission and his resignation was accepted by the President with effect from
the 28th April, 1983, The President, by his Order dated the 2nd June, 1983, appointed Shri Justice
T.P.8, Chawla, Judge, Delhi High Court, as a Member of the Commission, Shri Justice T. P, 8.
Chawla assumed charge as a Part-time Member with effect from 3rd June, 1983.

1.3 Shri Y.B. Chavan, Chairman, Shri Justice Sabyasachi Mukherjee (upto 28, 4. 1988), Shri Justice
T.P.8. Chawla, Member and Dr. C.H., Hanumantha Rao, Member, rendered part-time service, Shri
G.C. Baveja, Memberyrendered part-time service upto 30.6. 1982 and full#time thereafter and Shri
A.R, Shirali, Member, rendered fullfime service. By a separate Order dated 24th June, 1988, Shri
N.V. Krishnan, Joint Secretary in the Department of Expenditpre, Ministry of Finance, was appointed
as Secretary to the Eighth Finance Commission,

1.4 Para 11 of the Order reproduced in para 1.il supra (hereinafter referred to as the President's
Order) required the Commission to make its“réport by the 31st October, 1983, On a request by the
Commission for extension of time for reasons stated hereinafter, the President by his Order dated the
29th October, 1983 directed the Commaission to make an interim report by the 15th November, 1983 and
the final report by the 29th February, 1984, The Order is reproduced in Annexure I-1.

1.5 The Commission submitted its Interim Report to the President on the 14th November, 1983, The
text of the Interim ‘Report is reproduced in Annexure I-2,

1.6 A review of the progress of our work was made in early February, 1984, and it was felt that
becaiuse of the initial delays caused by circumstances beyond our control, it would not be possible to
complete our Report by 29th February, 1984, Consequently, we were compelled to seek a further
extension of time upto 30th April, 1984, This request was accepted by the President in his Order dated
29th February, 1984, The Order is reproduced in Annexure I-3.

1.7 The first meeting of the Commission was held on 22nd July, 1982, after the Chairman and all
Members had assumed charge. At that meeting, the Commission decided to issue a Press Note inviting
the views of the public on the tasks entrusted to the Commission. Letters to the Tike effect were add-
ressed to Members of Parliament and Members of State Legislatures and to Vice Chancellors of Univer-
sities, Heads of Department of Economics of various Universities and Institutes of Higher Learning,
eminent economists, Chairmen and Members of the previous Finance Commissiong, senior adminis-
trators and former Finance Ministers, Chairman also wrote personal letters to Chief Ministers and
other eminent persons in various walks of life inviting their opinion. Letters were also addressed to the
editors of economic journals and newspapers.

1.8 The Commission could only make a slow start in its work, primarily due to the fact that no
Officer on Special Duty was appointed in advance of the constitution of the Commission as was done in
the case of previous Commissions. No accommodation had been arranged for the Commission before
its constitution and the process of sanctions for creation of posts and recruitment of suitable personnel
to fill those posts continued for a long time after its constitution. The Commission functioned from a
few rooms in the Vigyan Bhawan Annexe, which also had to be vacated soon afterwards, on account of
the requirements of an international Conference. The Commission was then allotted accommodation in
two separate buildings about 2 km, away from each other and could move into them only towards the end
of September, 1982, Procurement of office equipment, creation of posts and selection of suitable per-
sons took time and it was only towards the end of 1982 that the office of the Commission could begin
functioning in a reasonable fashion. We have dwelt on these problems so as to focus attention on the
need for advance action to save the time of the Commission, after it is constituted,

1.9 The initial response of the States for data required by the Commission was also slow, even though
they had been requested by the Centre- State Finances Cell of the Ministry of Finance in March/April,
1982 to take advance action for preparing the forecasts. They, apparently, were not geared to meet the
requirements of the Commission at that stage.
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1,10 The appointment of a Finance Commission is not an unexpected event and we think there is no
reason why both the Centre and the States should not ready themselves in advance before its coming into
existence. In this connection it is pertinent to refer to our Chapter on "General Observations" in which
we have made some suggestions which would ensure that the Finance Commission is able to proceed
with its work without loss of time,

1.11 We requested the State Governments {o send, before 31st August, 1982, their Memoranda contain-
ing their views on the various matters included in the terms of reference as well their forecasts of
receipts and expenditure on revenue and capital account. The first Memorandum was received by us
from Sikkim on 24th September, 1982 and the last from Bihar on 13th September, 1983, i.e. about a
month before we were required by the President to submit our Report, The first forecast on revenue
account was received in early October, 1982 from Tripura and the last in early April, 1983 from Tamil
Nadu. Because of this delay in the receipt of the Memoranda from the States and also because of the
changes in Government in some States as a result of elections, we had to reschedule our vigit to the
States much beyond the dates we had originally envisaged, We started our round of discussions with the
State Governments beginning with the Government of Gujarat on 18th March, 1983, and ended with Bihar
towards the end of September, 1983. Amnexure 1.4 gives the dates of our discussions with various
States.

1.12 As in the case of some of the States, the Centre's forecast also reached us late, The Chairman
requested the Union Finance Minister, on 26th July, 1982, to send the forecast of receipts and expendi-
ture of the Government of India and also indicate their views on the various terms of reference given to
the Commission. The forecasts of the Centre were received by us on 19th August, 1983, The examina-
tion of the forecast of the Central Government is a time-consuming exercise requiring detailed discus-
sions at various levels. In the short time left for the Commission to submit its Report by 31st October,
1983, it was impossible to properly scrutinise the Centre's forecast and, consequently, the Commis-
sion was left with no other alternative but to request the President for an extension of time for submitt-
ing its Report,

1.13 The Commission had a round of discussions with the Finance Secretary, Revenue Secretary and
Expenditure Secretary during which clarifications were sought concerning Centre's receipts as well as
expenditure, Discussions were also held with the Secretaries to the Government of India in the Minis-
tries/Departments of Power, Health, Irrigation, Education, Defence, Home Affairg, Petroleum and
with the Secretary, Planning Commission. The Governor, Reserve Bank of India also met the Commis-
sion, All these discussions provided us with an insight into some of the problems relevant to our work,
We are obliged to various Ministries and Departments for providing us the required information.

1. 14 During our visits to the States, we met the Chief Ministers and their Cabinet colleagues and had
extensive discussions with them in which the senior officials of the State Governments also participated.
We also met some Members of Parliament and Members of the State Legislatures as well as represen-
tatives of various political parties, educationists, economists,eminent personalities, representatives of
Chambers of Commerce, trade unions and the representatives of State Employees' Associations and
Pensioners' Associations. We met the Chairman of the last Finance Commission and also its Member-
Secretary to have a fuller understanding of the approach of that Commission to the problems relating to
devolution,

1.15 The Press in general took a keen interest in our work and a number of stimulating articles on
the subject of Centre-State financial relations were published, At various places the Press also infor-
mally met the Chairman of the Commission,

1.16 During our visit to the States, several State Governments arranged field visits for the Members
and senior officers to backward areas, major projects, important public enterprises and other institu-
tions. .We are grateful to the State Goverhments for the excellent arrangements made for our visits to
the States and for the cooperation extended by them to the Commission and its Secretariat,

1.17 Our Secretary had a round of discussions regarding the State forecasts with the Chief Secre-
tarles/Fihance Secretaries, Heads of 'Departments and Senior Officers of various State Governments,
both at New Delhi and State Headquarters. These discussions were very useful and enabled the Com-
mission to be as objective as possible in making its assessment on a uniform basis for all States,

1.18 At our request, the Comptroller & Auditor General of India issued instructions to the State
Accountants General to render all assistance to the Commission. The State Accountants General have
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supplied the Commission with a variety of information which facilitated our work, We are grateful to
them for the utmost cooperation extended by them to the Commission,

1.19 The total number of Memoranda received by the Commission from various individuals and orga-~
nisations was 255, The list of those who submitted the Memoranda is given in Annexure 1,5, The
names of the individuals and organisations which met us during our visits to the States headquarters
is given in Annexure 1,6,

1.20 The Commission considered it useful to obtain the views of the National Institute of Public Fina-
nce & Policy on certain aspects reiating to forecasting. The following studies were specifically ca.rrled
out by the Institute on behalf of the Commission:-

(1) Revenue and Expenditure Projections: Evaluation and Methodology.
(2) Relative Taxable Capacity and Tax Effort of Indian States,

(3) Revenue and Expenditure Projections: Union Taxes.

(4) Forecasting Major subsidies of the Central Government,

Pursuant to a suggestion made by the Seventh Finance Commission regarding the need for a comprehen-
sive study on the resources and levels of services of local bodies, the National Institute of Urban Affairs,
New Delhi carried out a study on "Financial Resources vis-a-vis level of Services of the Local Bodies

in India". Miss A, Rangasami, who has been studying the problems associated with natural calamities
was engaged as a Consultant by us to undertake a study on the financing of relief expenditure., All these
studies proved useful to us.

1.21 We have great pleasure in acknowledging our deep appreciation of the painstaking and patient
work put in by our Secretary, Shri N,V, Krishnan. He ably guided both the technical and administra-
tive staff and on our behalf held discussions with the State Governments for purposes of reassessment
of their forecasts. He carried out the onerous responsibilities of collecting, analysing and placing for
our consideration various issues along with relevant data, With his rich background of financial and
administrative matters, both in the Centre and State, he was of great assistance to us in our delibera-

tions.

1.22 The Commission was fortunate to have on its staff a team of knowledgeable and dedicated officers
but for whose cooperation and help it would have been difficult for us to do full justice to the tasks
assigned to us. Dr. Atul Sarma, Economic Adviser, gave the Commission valuable advice, specially
on matters relating to forecasting. Shri G. Ranga Rao, Joint Secretary ably organised the administra-
tive work and handled all the work relating to upgradation of standards of administration., Shri N,
Valluri, Director and Kumari A,.K. Ahuja, Deputy Secretary shared the responsibilities of examining
in detail the States' forecasts and coordinating the research work on subjects entrusted to them. Shri
G. H. Bijlani, Consultant assisted us on matters relating to the Centre's forecast. We are grateful to
all these officers for their notable contribution to the work of the Commission.

1.23 Shri P.B. Dhawan, Officer on Special Duty to the Chairman was of great assistance to the Chair-
man and to the Commission in the discussions we had at the State Capitals with the Chief Ministers., He
also handled ably the subject of non-Plan capital gap. Shri N.I, Vyas, Officer on Special Duty provided
very useful assistance to Dr. C.H. Hanumantha Rao, in the day to day work and did considerable
amount of original research work, particularly on various aspects of Plan financing. Shri K, Venkata-
raman, functioning as Private Secretary to Shri Justice Sabyasachi Mukherjee and Shri Justice T. P, S.
Chawla, rendered valuable assistance to them in analysing various issues., On Shri R, D, Gupta, Officer
on Special Duty fell the difficult task of coordinating the research work and providing a link between the
lagt Commission and us, The brunt of work relating to the estimation of the non-Plan capital gap and
the interest liabilities of States as well as organising the work relating to the forecasting was shouldered
by him,

1.24 While all senior officers in the Commission helped the Secretary in preparing the drafts of the
Report, special mention has to be made of the contribution of Shri N, Valluri, Director and Shri P.B,
Dhawan, Officer on Special Duty, in this regard.

4

1.25 We had an efficient team of Deputy Directors - Sarvashri R,K, Juneja, Manohar Lal, S.P.
Rastogi, V.P. Bhatia and B. N, Singh and Research Officers - Sarvashri P. L. Gambhir, B. S. Mussania,
G. P. Sahni and M.R, Verma, who had the painstaking task of sifting the voluminous data contained in
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the State forecasts and presenting a comparable picture of the resources position of various States, All
of them did their work cheerfully, and we are grateful to them for their cooperation, Shri T, C, Nanda,
Administrative-cum-Accounts Officer, did commendable work in the efficient discharge of the house
keeping functions, including the detailed arrangements for the Commission's tours to the States., The
Commission had in Shri B,K. Agarwal a reliable and efficient Economic Investigator who was quick in
preparing the various calculations which the Commission wanted from time to time when they were
congidering the formula of devolution.

1.26 We had very competent officers on our personal Staff: Sarvashri M, N. Sharma, B.R, Puri and
M. L. Bhatia. Shri B.M. Vedi provided very useful assistance to our Secretary,

1.27 While we have acknowledged, by name, only a few officers, we would like to say that this in no
way, means that we are oblivious to the contribution of other members of our staff who had often to put
in extra-long hours at considerable personal inconvenience to themselves, to make the work of the
Commission run smoothly, We thank these officers and members of the staff consisting of Superinten-
dent, Economic Investigators, Personal Assistants, Technical Assistants, Stenographers and Typists
and others for their full help and cooperation,



CHAPTER II
OUR APPROACH

2.1 Article 280(3) of the Constitution charges the Finance Commission with the duty of recommending
the division of shareable taxes between the Centre and the States, and the making of grants-in-aid to the
States in need of assistance, This involves two steps: first, the revenues must be divided between the
Union and the States; and, second, the share of the States has to be allocated among them. Each of
these steps requires the Commission to take into account numerous considerations and imponderables,
In the discharge of its functions, the Finance Commission has to perform a balancing exercise almost
at every turn,

2,2 The crux of the problem is that the resources are limited, and the needs of the States are enor-
mous, It is to their credit that they are impatient to achieve further development as fast as possible,
The degrees of development vary. Some States are relatively more advanced while others are lagging
behind, Naturally, this leads to many competing claims, and the Finance Commission is compelled to
adopt some approach in fixing priorities. At the same time, it has to have regard to the needs of the
Centre which has many responsibilities. The overriding consideration which has guided this Commis-
gion, is the national interest taken as a whole. Ultimately, the solutions we have chosen have been
judged on this touchstone.

2.3 We have carefully considered the memoranda sent to us by the States, and the points made by the
Chief Ministers and their colleagues during our discussions with them. They are unanimous in their
demand for a larger share in the total Central revenues, There are divergent views as to how this
should be done. The common thread, in all that they urged, was the desire for accelerated economic
development, and the need for proper maintenance of assets already created. The extent of the share
demanded by the States from the Centre's revenues, varies from 40 per cent to 75 per cent.

2.4 In this connection, the demands on the Centre's resources, also, need to be remembered., The
expenditure on defence, subsidies on food and fertilizers, and interest payments is; in the present
circumstances, inescapable. These items alone absorb nearly half the Centre's revenues. Out of what
remains with the Centre, about 37 per cent is at present being transferred to the States, largely on the
recommendations of the Finance Commission and the Planning Commission,

2.5 While we have the greatest sympathy for the needs of the States, the parameters within which we
have to function are, thus, obvious. Within the scope which was available to us, we have tried to do
our best.

2.6 In making the allocation between the States we had, again, to balance divergent considerations.
How to reconcile the need to accelerate the development of the backward States, without hindering the
further development of the more advanced ones? It is true that we have leaned in favour of the former,
and tried to make our scheme of devolution more progressive; but, we think, that this is what the
national interest, at present, requires,

2.7 All the States seem to prefer a share in the devolution of taxes rather than grants-in-aid under
Article 275 of the Constitution. The reason, plainly, is that whereas taxes are buoyant, grants-in-aid
are fixed sums whose value is eroded, in real terms, over the years, We are impressed by what the
States have said. We have tried to accommodate their view in two ways. Firstly, v-e have set apart 5
per cent of the net proceeds of the shareable excise duties exclusively for deficit States. Secondly, we
have tried to give grants a measure of buoyancy by providing a 5 per cent rate of growth during the
forecast period,

2.8 One of the points constantly brought up by the States, was regarding administered prices. Accord-
ing to them, while a rise in administered prices made available to the Centre sizeable extra-budgetary
resources, it casts additional burdens on the States in the form of additional costs of inputs required by
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them for their undertakings. The States think that, instead of raising resources by increasing adminis-
tered prices, the Centre should raise resources by revision of excise duties, which are shareable with
the States.

2.9 We have given this matter our careful consideration, We think, that an increase in administered
prices is justified if there is an increase in the cost of production, provided that the public sector
undertakings concerned are functioning with reasonable efficiency. Also, in fixing the administered
prices, provision can be made for reasonable profits. But, if obtaining revenue is the sole considera-
tion, then, it seems to us, that the appropriate course is to increase excise duty.

2,10 Most States, also, urged that the surcharge on income tax and the corporation tax should be made
shareable. Some of them also wanted that the levy of a tax on Railway passenger fares ought to be
revived as, they thought, they would be better off if that was done. On the other hand, the Centre has
complained about the overdrafts on the Reserve Bank resorted to by some States. We have dealt with
these topics in their appropriate places in this Report, and need not say anything further here,

2,11 The State Governments have also drawn our attention to the fact that they are being given a
smaller ghare in the total market borrowings, We have examined the position, and find that there has
been a decline in the share of the States in recent years. During the Fourth Plan period, the share of
the Centre was 55 per cent, and that of the States 45 per cent. But, during the Sixth Plan period, the
estimated share of the Centre has increased to nearly 77 per cent, whereas that of the States has fallen
to 23 per cent, We think, that this pattern of distribution of total market borrowings requires correc-
tion, and the share of the States ought to be raised.

2.12 We would like to end this Chapter by dealing with a criticism to which, we know, we are bound to
_be subjected. Most of the earlier Finance Commissions have been castigated for adopting what has been
called a 'gap filling' approach. And, it will be said that we have done the same, The two main. objec-
tions raised against this approach are: firstly, that it encourages the less well-managed States to
quander resources, knowing that their deficits will be made up by the Finance Commission; and,

secondly, that a revenue deficit is not a complete indication of the needs of a State.

2.13 As regards the first objection, we need only say that it is not as if the Finance Commissions
accept the forecasts sent by the States at their face value, We, like all previous Finance Commissions,
have realistically re-assessed the forecasts and applied certain norms. Our approach has been objec-
tive both on the revenue and the expenditure sides.

2.14 As regards the second point, we think, that the requirements of the States on account of develop-
mental needs should, according to the exising practice, be estimated and generally met by the Planning
Commnission., Consequently, even if fiscal needs are to be taken into account, they would have to be
limited to the needs on non-Plan account for which we have made appropriate provisions.

2.15 We would like to add that we have, in fact, taken steps to reduce the regional imbalances between
the States, in addition to covering the revenue gaps. We have tried to achieve this objective to some
extent by our recommendations relating to grants for upgradation of the standards of administration.
Moreover, our scheme of devolution has also a redistributive role, in that, it provides additional
resources to the less developed States,



CHAPTER 1II

REASSESSMENT OF THE FORECASTS OF STATE
GOVERNMENTS ON REVENUE ACCOUNT

3.1 While making our recommendations regarding the devolution of taxes and grants-in-aid, we are
required to have regard, among others, to the considerations mentioned in para 6 of the President's
Order, For the purpose of the present chapter, the following considerations mentioned in that para

are relevant:

(i) The revenue resources of States for the five years ending with the financial year 1988-89 on
the basis of the levels of taxation likely to be reached at the end of the financial year 1983-84
and the targets set for additional resource mobilisation for the Plan.,

(ii) The requirementsonrevenue account of the States to meet the expenditure on administration
and other non-Plan commitments or liabilities, keeping however in view national policies
and priorities. In assessing such requirements, we have to take into account :

(a) Such provision for emoluments and terminal benefits of Government employees,
teachers and employees of local bodies as obtaining on a specified date as we deem it
proper and with reference to appropriate objective criteria, rather than in terms of
actual increases that may have been given effect to ; and

() commitments in regard to interest charges on their debt, transfer of funds to
local bodies and aided institutions.

(iii) Adequate maintenance and upkeep of capital agsets and maintenance of Plan schemes
completed by the end of 1983-84, the norms, if any, on the basis of which specified
amounts are allowed for the maintenance of different categories of capital assets and
the manner in which such maintenance expenditure could be monitored, being indicated
by us.

(iv) The scope for better fiscal mianagement and economy in expenditure consistent with
efficiency.

(v) The need for ensuring reasonable returns on investments in irrigation and power
projects, transport undertakings, industrial and commercial enterprises and the like.

3.2 In order to assess the revenue resources of States on a comparable and uniform basis, State
Governments were requested to send their forecasts of revenue receipts and revenue expenditure
in the proformae prescribed by the Commission. The forecasts of revenue receipts were required
40 be based on the levels of taxation likely to prevail at the end 0of 1983-84. The forecasts of
expenditure were, similarly, to be based on the normal level of standing charges on non-Plan
account as at the end of 1983-84 i. e. after excluding all provisions for any fresh expenditure ~
during the forecast period. Provisions for emoluments in 1983-84 were required to be made on
the basis of the rates of emoluments obtaining on the date specified by us under para 5(iv) (a)

of the President's Order i. e., the 1st April, 1982*, taking into account the effect of all orders
passed and implemented before that date. Estimates in regard to the expenditure likely to be
incurred on the maintenance of capital assets and Plan schemes completed by the end of 1983-84
and also 1984-85 were separately obtained from States. Similarly, States were requested to
send their proposals for fresh expenditure - whether for the upgradation of standards of services
or for the improvement of the existing norms of maintenance - separately and not to incorporate
their financial effect in the forecast of normal expenditure.

3.3 Detailed discussions were held between the officials of the State Governments led by their
Chief Seeretaries/Finance Se¢retaries and the officials of the Commission headed by the
- * For reasons stated later on in this Chapter.

9
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Secretary on the forecasts received from the State Governments. On the basis of these dist
cussions many States have revised their forecasts taking also into account the latest estimates
of receipts and expenditure for the base year 1983-84 which are generally based on the budget
estimates for 1983-84.

3.4 Some important decisions which this Commission had to take were about the assumptions to
be made in regard to the rates of growth of incomes and prices which influence revenue receipts
and revenue expenditure of both the Union and the State Governments. In this respect, we were,
unlike our predecessors, severely handicapped on account of one important circamstance. Our
predecessors had the advantage of being able to look into the estimates of resources made by
the Planning Commission for the next 5 years which generally coincided with the period during
which the recommendations of the previous Finance Commigsgions were to be in force. These
estimates contain important details useful for forecasting.{ Our recommendations on the ™
contrary, would be in force in the last year of the Sixth Plan (i. e. in 1984-85) and in the first!
four years (i.e. in 1985-89) of the Seventh Plan 1985—90'13The preparatory work in regard to |
the Seventh Plan is still continuing in the Planning Commlssion and, therefore, unlike the
earlier Finance Commissions, we did not get the benefit of the views of the Planning Commission
on important issues which have a bearing on our work, particularly assumptions regarding
future rates of growth of incomes and prices.

3.5 We had engaged the National Institute of Public Finance and Policy (NIPFP, for short),
New Delhi to help us in the matter of forecasting of receipts and expenditure of the State
Governments. The NIPFP submitted reports on the following subjects which concern the State
forecasts :

(a) Revenue and Expenditure Projections; Evaluation and Methodology.
®) Relative Taxable Capacity and Tax Effort of Indian States.

3.6 The study '"Revenue and Expenditure Projections : Evaluation and Methodology'' evaluated the
forecasts given by the St ate Governments to the Sixth and Seventh Finance Commissions and the
estimates made by these Commissions, in respect of six major State taxes (i. e. sales tax,

State excise duties, stamp duties & registration fees, motor vehicle taxes, entertainment duty
and electricity duty) and six important heads of non-plan expenditure (i.e. administration of
justice, police, district administration, jails, education and medical, including public health).
After examining the relative efficacy of the forecasts based on long term trend rates of growth and
those based on elasticity method, the NIPFP observed that though the latter could be expected to
provide a better forecast with respect to some of the taxes, the former would generally give a
fairly good approximation to realisation in all categories of expenditure and State taxes.

3. 7 This suggestion was carefully considered by us. The main difficulty in adopting the long term
trend rates of growth for the forecast period is the uncertainty about the future rates of growth of
prices.

3. 8 The Sixth Finance Commission estimated the expenditure on non-Plan account on the assump-
tion of relative price stability. It also observed that, while it might not be possible to isolate,
with the requisite degree of precision, the influence of price increase on rates of growth of taxes
from other factors, it was obvious that given the assumption of price stability the rates of growth
for the forecast period werebound to be lower than witnessed during the years since 1969-70,
The Seventh Finance Commission remarked that it did not believe it was possible in practice to
project revenues on the assumption of no price changes whatsoever in the forecast period. How-~
ever, it believed that the rates of growth it had adopted would be fair to the States. The Commi-
ssion went on to state further that taking the overall receipts and expenditure as projected by
them, except in a situation of more than marginal increases in prices, the States should be shle
to manage their finances fairly smoothly in the period of its report.

3. 9 Because of uncertainties in regard to future price trends, it is difficult to build up forecasts

of revenue receipts and expenditure which reflect realistically the emerging price situation. The
elasticity of revenues with respect to prices can take care of the rise in expenditure on account of
the price factor to a certain extent, Besides, we cannot also ignore the overall policy framework
for maintaining relative price stability ,in the economy, The Planning Commission also works out
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the resources for the Five~-Year Plans at the base year prices. For these reasons, we opted to
base our forecast on the assumption of price stability in the economy.

3.10 &ri G C. Baveja has reservation in regard to basing the forecast on the assumption of price
stability. He agrees with the observation of the Seventh Finance Commission to the effect that it

is not possible to project revenues on the assumption of no price change whatsoever in the fore-

cast period. In his opinion it would be more realistic to work out the forecasts of both the Central
Government and the State Governments on the assumption of a modest annual rise in prices say of

5 per cent during the forecast period. However, for the sake of unanimity on this issue, he

agreed that the forecast may be made on the assumption of price stability.

GENERAL METHODOLOGY ADOPTED FOR FORECASTING

3.11 Our pro i receipts and expenditure for the forecast period are based on the estimates
for ase year 1983-84,) All State Governments have presented their budgets for 1984-85 which
show their revised estimates for 1983-84 of receipts and expenditure. We have, however, not
received these budgets from all the States, so as to enable us to reassess their forecast on the

basis of the R, E, 1983-84. Such re<assessment could have been done in the case of those States

from whom the budget documents had been received but in that case we would not have ensured
uniformity of treatment amongst the States. In any case, paucity of time also prevented us from
examining these estimates for adoption. We had obtained the actuals of the receipts and expendi-

ture for the year 1982-83 from the Accountants General of States and based thereon we have made

our own estimates of the receipts and expenditure in the base year 1983-84 which have been used for
purposes of forecasting. We thought that these estimates were more reliable than the budget
estimates of State Governments for 1983-84 which are based only on the revised estimates for

1982-83. In exceptional cases where the actuals of 1982-83 appeared to be inexplicably out of line with
the past trends of receipts or expenditures, the 1981-82 actuals have been used for projection purposes.

3.12 In order to capture the effect of prices in the estimates of receipts and expenditure for the
base year 1983-84, the long term trend rate of growth was applied to the 1982-83 actuals. We
have, however, taken care to eliminate unusual items of receipts / expenditure from the actuals of
1982-83 before using them for projection purposes. In respect of the principal taxes, the State-
specific rates of growth for 1970-1982 were used for this purpose. However, for those States

for which the data was not available for that full period, the rates of growth for a shorter period
ending with 1981-82 were used. Due to non-availability of comparable data, the rates of growth
in the period 1976-1982 were used in respect of other receipts. The projection of revenue
expenditure for the year 1983-84 was generally based on the all States' growth rate 1976-82,

duly adjusted for changes in emoluments (whether by way of revision of pay scales or grant of
fresh instalments of dearness allowance) sanctioned after 1.1.1977 and upto 31. 3. 1982. We

have specified 1st April, 1982 as the date for the purpose of para 5(iv) of the President's Order.
We have taken into account the emoluments at the rates actually obtaining in the States as on

that date. Therefore, while using the actual expenditure of 1982-83 furnished by Accountants
General for being projected into the base year 1983-84, we have made suitable adjustments

for any pay revision or additional dearness allowance sanctioned after 1st April, 1982.

3.13 In order to determine the rates of growth of revenue receipts for the forecast period, the
method we followed was to isolate the increase attributable to rise in prices from the trend rates
of growth of important tax and non-tax revenues, as adopted by us for estimating the receipts in
1983-84. For this purpose, we examined the elasticities of these revenues with respect to changes
in prices as worked out by NIPFP for the Planning Commission while the resources for the

Sixth Plan were worked out. We also took note of the estimates made by the same Institute for
our use. We have used the price elasticities and the SDP deflators to net out the price effect and
get the real growth rate which refiects the impact of rise in income and other factors, including
the effectiveness of tax administration etc. The rates of growth have been fixed after making due
adjustments to ensure that a certain minimum effort is assumed on the part of all States. Certain
ceilings of rates of growth have also been set to ensure that States who have done well in the past
are not placed in a disadvantageous position.

3. 14 The rates of growth of expenditure in the forecast period are primarily based on the all
States' growth rates for 1976-82, |We obtained from the State Governments head -wise details of
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total expenditure broken up into salary and non-salary expenditures, As regards salary expenditure,
the data was adjusted so as to exclude the effect of revision in emoluments, including increases in
dearness allowance, sanctioned after 1.1.1977 and upto 31, 3, 1982 and, thus the real rate of growth of
salary at 1976-77 prices was worked out, Similarly, from the non-salary expenditure, the effect of
prices was isolated by using the Index Number of Wholesale Prices(1970-71 = 100)for manufactured
products. The rate of increase in the Index of Wholesale Prices of manufactured products was deducted
from the rate of growth of non-salary expenditure on the assumption of unit elasticity of such expendi-
ture with respect to prices, to arrive at the growth rate of such expenditure at 1976-77 prices. By
integrating the two rates, composite rates of growth for different heads of expenditure were determined
and were generally used by us for the forecast period,

In the case of certain items of expenditure like maintenance of buildings and irrigation works, the
provisions in the forecast period have been made on the basis of special norms explained later, and not
on the basis of growth rates. In some other cases, like provisions for diet and medicine in hospitals,
the expenditure on the basis of the norms in force in 1982-83 has been projected on the basis of growth
rates and to this have been added the additional requirements based on the revised norms.

RATES OF GROWTH OF CERTAIN SPECIFIC HEADS OF REVENUE RECEIPTS

3.15 Amnexure HI-1 gives the rates of growth of six principal taxes during the period 1970-1982, as
worked out by the National Institute of Public Finance and Policy. Annexure III-2 shows the rates of
growth we have adopted for the forecast period. In the case of certain States, the rate of growth has
been worked out for a shorter period ending 1982 for special reasons like their coming into existence
after 1970,

3.16 We have paid attention to the recovery of arrears of taxes as well as arrears of some important
non-tax sources of revenue, After taking into account the various problems associated with collection
of arrears, we have assumed a tolerance limit of arrears that would always remain, Arrears outstand-
ing at the end of 1982-83 or 1981-82 (depending upon the latest year for which we have information) in
excess of these tolerance limits have been taken into account for full recovery in the forecast period.
Collections of arrears of land revenue, agricultural income tax and irrigation dues would be affected by
climatic conditions to which agriculture is susceptible. We have, therefore, ignored the accumulation
of arrears upto one year's demand and have assumed in our forecast the recovery of arrears in excess
of this tolerance limit. In regard to sales tax, the corresponding tolerance limit assumed is 10 percent
of the sales tax revenue in 1982-83, This limit has been fixed keeping in view the orders staying re-
covery that may have been issued by both the Departmental authorities and by Courts, as well as the
hard core of arrears, the recovery of which might be difficult. In the case of excise duties, forest
receipts and revenues from mines and minerals, the tolerance limit is fixed at 5 per cent of the reve-
nue in 1982-83 as in all such cases, the revenue authorities are generally expected to collect the revenue
in advance before permitting the tax-payer or contractor to carry on his business, Similarly, a 5 per
cent tolerance limit of the revenue in 1982-83 has been fixed for motor vehicle taxes and electricity
duty also.

Tax Revenues:
3.17 Particulars of some important tax receipt heads are given below:

(i) Sales-tax: We have taken the receipts under the local sales tax laws and the Central Sales Tax
Act, 1956 together for consideration, In order to ensure uniformity as betweensthe States, purchase -
tax levied in some States on sugarcane, jute etc., and accounted for under a different head has also been
considered as part of sales tax receipts. In regard to the forecast period, the rates of growth adopted
are a minimum of 7 per cent and a maximum of 10, 5 per cent,

(ii) Excise duties : Some States had taken measures between 1977-78 and 1979-80 to introduce
prohibition. However, ‘these mgasures were given up later on. In respect of such States the rate of
growth between 1981-82 and 1982-83 has been taken into account for projecting the revenue in the base
year 1983-84. In the case of other States, projections for 1983-84 have been made on the basis of long~
term trend rates of growth. For the forecast period, the receipts have been projected for all States at
either 7 per cenf:‘ng 10 Per cent, depending upon their past trends of growth rates, and the performance.
of thie States placed in ' similar circumstances.
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It may be mentioned in this connection that the Seventh Finance Commission had recommended that,
in the event of any State implementing prohibition measures during the period from 1979-80 to 1983-84
and suffering a loss of excise revenue from potable alcohol in relation to the corresponding revenue in
1978-79, 50 per cent of such loss should he compensated by the Centre. A request has been made to us
by the General Secretary, All India Prohibition Council, that we should make a similar recommendation
to facilitate the implementation of prohibition. No State has made any such request to us, and, there-
fore, we are not making any such recommendation.

(iii) Stamps & Registration : For the forecast period a minimum rate of growth of 4 per cent
and a maximum of 10 per cent has been adopted.

(iv) Motor Vehicle Taxes : We have considered together the taxes on motor vehicles and the
taxes on goods and passengers carried by road booked under major heads 41 and 42 for forecasting.
A minimum rate of growth of 6 per cent and a maximum of 11 per cent has been adopted.

(v) Electricity Duty : The receipts from electricity duty are a function of consumption of power
in the State and receipts in 1983-84 have been estimated on this basis. This procedure could not be
adopted for the forecast period as the Seventh Plan has not been finalised and we could not get a profile
of Statewise consumption of power in the forecast period on which this duty is levied. We have, there-
fore, worked out the rates of growth of consumption of power liable to the levy of electricity duty in
various States during the years 1976-82 and adopted these rates subject to a minimum of § per cent and
maximum of 10 per cent for projection in the forecast period.

(vi) Entertainment Duty : In the absence of information regarding the number of cinema houses,
the class-wise number of seats and the particulars of tariff charged from time to time for admission,
the rate of growth for the forecast period has been worked out on the basis of the trend growth rate
1970-82 subject to a minimum of 6 per cent and maximum of 10 per cent.

Non-tax Revenues :

3.18  We now turn our attention to non-tax revenues. The major sources of non-tax revenues are
interest receipts and dividends, receipts from forests, mines and minerals and irrigation works and
receipts from departmentally run undertakings. Out of these, interest receipts from public sector
undertakings will be dealt with later. The other important receipts are dealt with below :-

(i) Interest receipts : Interest receipts have been computed on the basis of the loans likely
to remain outstanding at the end of 1983-84@. We notice that the recovery of interest by States has
been much less than was estimated by the Seventh Finance Commission. This situation has to be
improved. We have considered the various aspects which have a bearing on this issue. An exami-
nation of the rates of interest now being charged by State Governments on various kinds of loans
showed that the bulk of .the loans disbursed in the recent past have been at rates of interest of 7 per
cent or more. For a proper assessment of the scope for recovery of interest, account should be
taken of the arrears of interest at the end of 1981-82 or 1982-83. Keeping these factors in view,
we have considered it desirable to provide for a minimum recovery of interest on a normative basis.
We have adopted an average rate of 6 per cent on the loans outstanding at the end of 1983-84. No
extra collection has been taken into account separately in respect of recovery of arrears. We think
that States should be strict in achieving this minimum norm during the forecast period.

(ii) Dividend : The share capital investment of States (other than in the State Electricity
Boards and in the State Road Transport Undertakings) have shown a phenomenal increase over the
period 1975-82. There were 432 undertakings having a turnover of Rs. 50 lakhs or more with a
share capital of Rs. 596* crores at the end of 1975-76. As against this, there were 657 undertakings
(inclusive of those undertakings having a turnover of less than Rs. 50 lakhs) with a share capital
investment of Rs. 1,546 crores at the end of 1981-82. Annexure III-3 gives the Statewise details of
number of enterprises and investments therein. Most of these concerns are running in losses and
hardly provide a return to the State Governments. We cannot view this situation without concern.
It is necessary to ensure that these investments give a proper return to the State Governments.

@ The only exception is loans to Government servants for purposes other than housing, for
which interest receipts from future lendings have been included, as such loans have been
taken Into account for working out the non-Plan capital gap.

* Appendix 1.24 (1) of the Report of the Seventh Finance Commission.
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We think that the principles adopted for the classification of the State public enterprises
by the Seventh Finance Commission into three categories namely, investments in promotional
enterprises, investments in financial enterprises and investments in commercial enterprises are
reasonable., We have also classified the enterprises on the same basis. We are not assuming any
return from the investments in the promotional undertakings. The financial institutions are similar
to banking institutions but with this difference that they have to promote the growth of industrial
units in the States. Therefore, we have felt that a minimum return of 3 per cent from 1984-85
should be realised. In regard to commercial enterprises, we have no qualms in prescribing a
minimum average rate of return of 5 per cent. In both cases, the dividend has been worked out on
the estimated investment as at the end of 1983-84.

In regard to dividends payable by co-operatives a slightly different classification has been
adopted. Investments in coltoperative banks, including land development banks, credit societies,
sugar mills, spinning mills and other industrial co-operatives should yield a minimum average
return of 5 per cent. Investments in societies engaged in processing, warehousing, marketing and
housing activities and consumers' societies should yield a minimum return of 3 per cent. We feel
that investments in some of the co-operative institutions set up to promote the social policies of
Government may not generally yield any return. Accordingly, for forecasting purposes, no
dividend has been taken into account from the investments in dairy, farming and fishermen's
societies, labour co-operatives and co-operatives organised as part of the programme of Tribal
Area Sub-Plan.

The amounts of dividend taken into account in the forecast are shown in Annexure III-4,

(iii) Revenue from Forests : Many State Governments have drawn our attention to the
restrictions contained in the Forest (Conservation) Act, 1980. This Act provides that without the
prior approval of the Central Government no State Government can direct that any reserved forest
shall cease to be reserved or that any forest land may be used for any non-forest purposes. They
have, therefore, represented that forest revenues would not record any growth in the forecast
period.

There is no doubt that the nation's forest wealth has been depleted due to indiscriminate
felling in the past, compounded by thefts and illegal extractions. There is also an urgent need
to curb all such activities and restore the ecological balance in nature. This does not mean that
even legitimate felling according to working plans prepared by the forest departments has to be
stopped. Taking all these factors into account we think that a uniform rate of growth of 5 per cent
in the forest revenue in the forecast period for all the States, which is less than the rate warrant-
ed by past trend rates of growth, would be consistent with the need to conserve the forests and
preserve the ecological balance.

(iv)Mines & Minerals : Rates of growth based on past trends present an uneven and
erratic picture for all States. We have, therefore, by and large, estimated the future receipts
attributable to non-fuel minerals and coal on the basis of the available projections of production.
The rates of growth were adjusted by assuming a minimum rate of 5 per cent and a imaximum
rate of 10 per cent.

() Irrigation Receipts : The Seventh Finance Commission had noted the deficits suffer-
ed by the State budgets on account of multipurpose, major and medium irrigation schemes. It
also observed that if steps were taken for better management (such as efficient and economic
maintenance and management of the irrigation systems, raising water rate demands correctly and
collecting them fully and in time), the receipts from these schemes could be enhanced. Accord-
ingly, it had expected that the receipts would !not only cover the working expenses but also
yield a small return of Rs. 190 crores by way of interest at 1 per cent on the total capital invested
by the States at the end of 1978-79 to be realised by 1983-84 in stages. These expectations have
been belied as, according to the actuals of 1981-82, the expenditure under the relevant major heads for
all States excluding interest was Rs, 214 crores, while the receipts were only Rs, 148 crores. For the
forecast period, States have projected expenditure at Rs, 2,611 crores and receipts at Rs, 1,112 crores
resulting in a loss of Rs, 1,499 crores,

Keeping in view the losses being incurred by the Irrigation Projects, we have not assumed any

returns on investments in these projects in the forecast period. However, we expect a minimum effort
[]
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from the State Governments so as to ensudre thit the receipts cover, atleast, the cost of maintenance
as recommended even by the Seventh Conference of Irrigation Ministers held in December, 1982, We
have provided for receipts” accordingly after applying the norms for maintenance prescribed by us later
n in this Chapter. As mentioned therein, we have adopted higher norms for maintenance of irrigation
works in the hill States, taking into account the higher cost of materials. However, as we think that it
will not be possible for them to match these higher costs by corresponding increase in revenue, we have
estimated their revenue receipts at the same rate as for the States in the plains,

(vi) Receipts from Departmental Schemes: In many States, water supply schemes and milk supply
schemes are run departmentally, While as a matter of principle the States should cover the
full cost of these services by charging an appropriate price from the beneficiaries we notice
that this has not been achieved. For the water supply schemes it may not be possible for the
State Governments to recover the entire working expenses. We have, therefore, assumed that
the losses incurred in 1982-83 on the running of water supply schemes would be gradually
reduced to 50 per cent by the end of 1988-89,

The Milk Supply Schemes are of a semi-commercial nature and can be treated slightly differently.

Accordingly, we have assumed that the losses in 1982-83 would be made good at the end of 1986-87, and
that with the commencement of 1987-88 there would be no losses on this account.

In some States certain consumer goods are produced by industrial units run departmentally, In
respect of such units we have assumed a return of 5 per cent over the capital invested therein, which
is the same as the rate of dividends assumed by us on the State Governments' investments in commer-
cial enterprises,

(vii) Other Receipts: For all other receipts, a growth rate of 5 per cent has generally been adopted.

RETURN ON INVESTMENTS IN POWER PROJECTS

3.19 The States have invested vast sums in power projects in the form of loans, These projects are
required to function on a commercial basis. Consequently, the States are entitled to expect a reason-
able return, However, the returns 2/ in the past have been far from satisfactory in the vast majority of
States. Naturally, this has caused concern because such large portions of the nation's resources are
yielding a negligible or no return,

3.20 Two Committees have gone into this question., The Venkataraman Committee reported in 1964
that Electricity Boards should yield a return of 11 per cent, made up of 6 per cent interest on capital,
% per cent for appropriation to reserves, 3 per cent net profit and a notional 14 per cent on account of
electricity duty. Again, the Rajadhyaksha Committee reported in 1980, It reported that the State Elec-
tricity Boards should earn a gross return of 15 per cent including an average composite rate of interest
of 7 per cent to be paid by the Boards on State Government loans,

3.21 I is worth noting that the World Bank, when financing rural electrification projects in this
country, now-stipulates that the State Electricity Boards contribute to investment not less than 20 per
cent of the 3 years annual average of capital expenditure of the Electricity Board. The contribution'
is to be computed, inter alia, after payment of the interest due to the State Government, and taking
credit for rural electrification subsidy subject to certain ceilings,

3.22 Even Parliament has been concerned with this unsatisfactory state of affairs, To remedy this
situation, Section 59 of the Electricity (Supply) Act of 1948 has been amended in 1983, It now lays down
that State Electricity Boards shall adjust their tariffs ""so as to ensure that the total revenues in any
year of account shall, ..,.. leave such surplus as is not less than three per cent,,...". This, more
or less, corresponds to the 11 per cent return envisaged by the Venkataraman Committee. Thus, it
will be seen that everyone who has examined this matter objectively has come-to the conclusion that the
return should be_about 11 per cent,

3.23 On the other hand, it is undeniable that there are certain constraints on the functioning of State
Elec*ricity Boards. In some spheres they have to be guided by non-commercial considerations for the
* See Annexure III-20 ]
' 1/ Loans adva_nced by the State Governments as on 131. 4. 1984 amounted
te Rs. 13,639 crores. Statewise details are given in Annexure III-5.

2/ Annexure II-6 gives Board-wise details of commercial losses in
1982-83 and accumulated arrears of interest
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sake of development of the country, for example, rural electrification schemes, Power projects, also,
have a fairly long gestation period, and until they come into operation the capital invested obviously
cannot yield any return, The costs of generating eiectricity are, to some extent, affected by factors
beyond control of the Boards, such as rise in prices and quality of coal and so forth, These, and like
considerations, cannot entirely be ignored.

3.24 Nevertheless, we think that the costs could be reduced considerably by taking steps to improve
maintenance, reduce over-staffing and transmission and distribution losses, and pilferage etc. Balanc-
ing all these various considerations, and not being unappreciative of the problems of the State Electri-
city Boards, we think, that, at the very least, they should pay the interest stipulated when the loans
were granted by the State Governments, We have worked out the average of these rates of interest and
it comes to about 7 per cent per annum. We have, accordingly, assumed that State Electricity Boards
will be giving a return to the State Governments at this rate during the forecast period.

3.25 However, we think it necessary to make three qualifications. Firstly, works-in-progress cannot
at that stage participate in yielding a return., In respect of such works, we have assumed that those in
hand in 1983-84 will be completed over a period of 10 years. The corollary is that 10 per cent of the
capital invested in the works-in-progress upto the end of 1983-84 will become productive of a return in
each year of the forecast period. To arrive at the amounts of loans allocable to works-in-progress
(excluding capital stores and advances for capital works and stores), we have worked out the ratio of
the amount invested in works-in-progress in 1981-82 to the total block capital in that year, and applied
it to the total loans to the Electricity Boards estimated to be outstanding at the end of 1983-84 3/ The
calculation of returns has been made accordingly.

3
3.26 Secondly, we think that the portion of the loans attributable to rural electrificatioi/schemes ought
to be excluded from calculating the return, Subsidies given by the State Governments to the Electricity
Boards for the purpose of the rural electrification schemes should also be excluded.

3.27 And thirdly, credit has been given to the State Electricity Boards for the sums realised by the
State Governments as electricity duty, if any, imposed by them, The calculation of returns have been
made by us accordingly, unless the State forecast was higher,

3.28 For fixing a norm of return, we see no distinction between Power projects run by Electricity
Boards and those run departmentally., The amounts worked out on the basis indicated above are shown
in the Annexure III-7.

3.29 We should mention that we did at one stage contemplate some kind of classification of Electricity
Boards with the object of prescribing differential norms of return. However, on studying the matter
carefully we found that it was not possible to do so, for the reason that far too many factors influence
the working of the Boards,

3.30 It will be observed that in fixing the returns expected to be given by State Electricity Boards to
State Governments, we have adopted a somewhat more liberal approach than Seventh Finance Commis-
sion, This should not be taken to mean that we view the matter with less seriousness, It is too obvious
that large national resources have been invested and we would exhort the States and Electricity Boards
to do everything in their power to ensure that proper returns are obtained, We are quite sure that it is
possible to reduce rural electrification losses, and waste and theft of power and also accelerate the
load growth in rural areas, We hope that our appeal to the State Electricity Boards and State Govern-
ments will not go unheeded,

RETURNS ON INVESTMENTS IN ROAD TRANSPORT UNDERTAKINGS

3.31 The investments by State Governments in Road Transport Undertakings are less than those in
power projects, but are still huge, The returns are, again, far from satisfactory. It is recognised by
‘statute that Road Transport Corporations should be run on a commercial basic, Section 22 of the Road
Transport Corporations Act, 1950 gpecifically says that a Corporation in carrying on its undertaking

P

3/ Annexure III-5 shows details of the State Governments' Loans outstanding
with the Electricity Boards, amounts allocated to works-in-jrogress and
Rural Electrification.
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"'shall act on business principles". It follows, therefore, that we would be perfectly justified in appro-
aching this matter as one would in judging the performance of a private commercial enterprise.

3.32 The Road Transport Corporations have, however, put forth some reasons why they are unable to
give proper returns to the State Governments, For example, they have said that fixing of passenger

fares is not within their discretion, but is decided by the State Government, They have also mentioned
that they are at a disadvantage as against private operators in a State where road transport is only par-
tially nationalised and are not able to earn as much as they might otherwise have done. Another major
reason which they have advanced for their poor performance is that the taxes namely, the motor vehicle
tax and the tax on passengers imposed by the States, cast a heavy burden on them and cut into their profits.

3. 33 Although we do not accept as valid all these reasons put forth by the Road Transport Corporations,
we are not prepared to say that they are totally devoid of all substance, Yet, we think that even taking
things as they are, there is very considerable scope for improvement, We have made a study of the
performance in physical terms of Road Transport Corporations in various States. The information
which we have collected is tabulated in Annexure II-8, Even a cursory glance at the Annexure shows
that there is much room for improving the occupancy ratio, and the staff-bus ratio, The table also
establishes that fuel utilised does not give reasonable kilometreage which is probably due to the lack of
proper maintenance, We can also see that fleet utilisation is not at the optimum level,

3.34 Our immediate predecessor, the Seventh Finance Commission, prescribed differential normative
returns for groups of undertakings, The highest rate of return which they adopted was 6.5 per cent,
The performance of Road Transport Corporations since the time the Seventh Finance Commission gave
its Report, shows that, barring a few exceptions, they were not able to reach the norms assumed by
that Commission, This is apparent from Annexure III-9, This may possibly indicate that the norms
assumed by the Seventh Finance Commission were, in the circumstances, too high. But it cannot
possibly justify the poor extent of the performance of the Road Transport Corporations, We have no
doubt, that although within the period of five years with which we are concerned, it will not be possible
for Road Transport Corporations to reach the norms prescribed by the Seventh Finance Commission,

it is possible for them to very substantially improve their performance.

3.35 Taking everything into account, we are of the opinion, that there is no reason whatsoever why the
Road Transport Corporations should not be able to give a return of 3 per cent to the State Governments
after providing for depreciation. As in the case of power projects, we see no reason for making any
distinction between the departmental undertakings and Road Transport Corporations,

3.36 However, so far as the hill States are concerned, we recognise that the nature of their terrain is
such as to raise operating costs, Consequently, we do not think it will be right to apply the same norm
to them, We think, it will be sufficient, if during the forecast period they are able to cover fully their
operating costs inclugive of interest payments to creditors other than State Governments, and after
providing for depreciation, The provisions we have made in the forecast are shown in Annexure III-10,

3.37 We will only add that the observations which we have made while dealing earlier with the returns
on power projects, are applicable with equal force here, The appeal which we have made there, should
also be taken as having been addressed to the Road Transport Undertakings.

ADDITIONAL RESOURCES MOBILISATION

3.38 Para 5(iii) of the President's Order requires us to have regard to the revenue regources of States
for the five years ending with the financial year 1988 -89 on the basis of the levels of taxation likely to
be reached at the end of the financial year 1983 -84, and the targets set for additional resource mobi-
lisation for the Plan.

3.39 There is a difference of opinion amongst us on the interpretation of the said terms of reference,
in particular, as to the significance of the words, "targets set for additional resource mobilisation for
the Plan". According to the majority of the Commission, comprising Shri Y.B. Chavan, Dr. C.H.
Hanumantha Rao and 8hri A.R. Shirali, the Commission is required for the resons explained herein-
after, to ascertain the levels of taxation likely to be reached at the end of 1983 -84 for determining the
revenue resources for the five years ending with 1988-89, and, in this no distinction is envisaged bet-
ween the levels of taxation reached before the commencement of the Sixth Plan and the additional re-
source mobilisation measures taken during the Sixth Plan period merely because the proceeds of the
latter are shown separately in the Plan exercises. ‘ '
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3.40 On the other hand, the view taken by Shri Justice T.P.S. Chawla and Shri G.C. Baveja is that

the practice followed by the Planning Commission should also be followed by the Finance Commission,

so as to maintain the consistency between the forecasts made by the Planning Commission and the
Finance Commission. They, therefore, feel that in accordance with this practice, the additional re-
sources mobilised during the course of the Sixth Plan upto the terminal year i.e. 1984-85 should be
treated as a Plan resource, and not included in the non-Plan resource forecast until 1985-86. They

are further of the view, that from the year 1985-86, receipts from the additional resources mobilised

in 1984-85 should also be taken into account. Their reasons are given in detail in a separate minute

of dissent.

3.41 According to the majority, the President's Order requires the Commission to estimate the

revenue resources for the five years ending 1988-89 on the basis of the levels of taxation likely to be
reached at the end of 1983-84, It is, therefore, clear that the revenue resources during 1984-85 are

to be based on the levels of taxation likely tobe reached at the endof 1983-84, Considering that the
Commission was initially required to submit its report by 31st October,1983 the level of taxation likely to be
reached at the end of 1983-84 could only be determined on the basis of the actual levels reached at the end
of 1982-83 and the estimated incremental levels likely to be reached at the end of 1983-84, It is in
connection with the determination of the latter that the words "targets set for additional resource

mobilisation for the Plan" in the Order become relevant. The only possible interpretation of these
words is that the targets set for the Annual Plan for 1983-84 had to be taken into account. Any other
interpretation would be inconsistant with the requirement of estimating the revenue resources for the
five year period 1984-89 on the basis of the levels of taxation likely to be reached at the end of 1983-84.
It might be mentioned that both the Sixth and the Seventh Finance Commissions also computed the
resources of the States for the forecast period on the basis of the levels of taxation likely to be reached
at the end of the year in which they were required to make their reports. The minority view that the
additional resources mobilised during the course of the Sixth Plan period i.e. 1980-81 to 1983-84
should be excluded from the computation of revenue resources in 1984-85 is, thus, not consistant with
the requirement of the Order referred to above.

3.42 1t is true that the Planning Commission shows the proceeds of the additional resource mobili -
sation measures taken during the Plan period separately in the Plan exercise. But it has not pre-
vented the Planning Commission from setting off the proceeds of additional resource mobilisation
against gaps in resources on non-Flan account with the result that they hardly constitute a Plan re-
source in such cases. There is, therefore, no inconsistency between the procedure adopted by the
majority and that actually followed by the Planning Commission.

3.43 As for the point regarding additional resource mobilisation in 1984-85, this has been dealt with
later in connection with the committed liabilities.

3.44 As stated earlier, we have taken into account the levels of taxation actually reached at the end

of 1982-83 and the estimated incremental level likely to be reached at the end of 1983-84., For deter-
mining the latter in relation to the targets set for the Annual Plan 1983-84, we have decided to use
certain norms based on the performance in the earlier years. For this purpose, we obtained from

the States details of the yield of revenue from measures taken in 1980-81, 1981-82 and 1982-83 to
raise additonal resources. States have taken both budgetary and extra -budgetary measures in the
past three years to raise fresh resources. The all-States' aggregate of receipts in the years 1980-81
1981-82 and 1982-83 from budgetary measures constituted 48. 56 per cent of the corresponding total
receipts from both budgetary and extra-budgetary measures. We have decided to apply the same per-
centage to the target fixed by the Planning Commission for 1983-84 to arrive at a normative target for
realisation of fresh revenue receipts in 1983 -84 which would determine the levels of taxation at the end
of that year. Wherever we have received the details of additional revenue measures from the State
Governments, we have calculated the full year's yield thereof. If the yield so calculated was less than
48.56 per cent of the target fixed by the Planning Commission for 1983-84, we have added the difference
to the revenue estimate for 1983-84, if it was more, we gave credit to the States for the difference.

RATES OF GROWTH OF CERTAIN SPECIFIC HEADS OF REVENUE EXPENDITURE

3.45 The general methodology tor projecting the expenditure in the base year 1983 -84 and thereafter
for the forecast period has already been explained. The rates of growth adopted for certain important
heads of expenditure are discussed below.
(i) Elections: We have made adequate provisions for holding elections to Parliament and the
State Legislatures in the years when they fall due. Provision has also been made for the issuance of
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identity cards to voters in certain States in the North-East, in respect of which estimates have been
furnished to us by the Office of the Election Commission. Assistance to be provided by the Centre
in regard to these items of expenditure has been included in the estimates of receipts.

(ii) Police: We have taken into account the payments made by a State to other Statesfor the use
of their police forces. In the case of the seven hill States of Himachal Pradesh, Jammu & Kashmir,
Manipur, Meghalaya, Nagaland, Sikkim and Tripura, we have excluded from the forecast payments to
Government of India for the deployment of the Central police force in these States, as there are large
fluctuations in the expenditure on this account. We are recommending in the Chapter on Grants-in-
Aid measures to deal with such expenditure. While the normal trend rate of growth for police expendi-
ture worked out to 5.5 per cent only, we have assumed a higher rate of growth of 6.5 per cent go as
to provide a cushion for accommodating any extra or unusual expenditur i ents
in administration.

(iii) _E_Iaucation: The normal trend rate of growth of expenditure on education works out to
4.5 per cent only. This is not surprising as expenditure on expansion of education is treated as Pla
expenditure.

We are aware that the standards of maintanance of educational institutions, particularly
of the primary and middle schools, leave much to be desired. Furniture, equipment, laboratory
stores etc. are some of the basic and essential needs which suffer when State Governments decide 'to/
impose restrictions in expenditure as a measure of economy. In order to ensure that some provisions
are available to make good this backlog, we have decided to project expenditure on education at the rate
of 7 per cent during the forecast period.

{iv) Medical and Health: To imbrove the standards of service rendered in hospitals in the
States marked by low expenditure levels on medicines and diet it was felt that the cxpenditure on medi-
cines and diet should be stepped up to the level of all-States average.

Based on the information received from States, the all-States average of annual expendi-
ture on medicines and diet worked out respectively at Rs.4069 and Rs. 1296 per:bed per annum as
against Rs.2578 and Rs. 1100 recommended by the Seventh Finance Commission. We have made addi-
tional provisions in the expenditure forecast of the States whose estimates were found to be lower than
all-States average. In making the additional provision, we have restricted the additional amount to
the difference between the all-States average and the norm fixed by the Seventh Finance Commission.
We may add that while reckoning the expenditure on medicines, we have taken into account the total
expenditure on medicines incurred by a State. This would include the expenditure on medicines for
serving both in-patients and the out-patients. It is only for the purpose of facility in calculation that
we have worked out the expenditure on medicines with reference to bed strength:

(v) Pensions: Due to insufficiency of comparable data we could not work out satisfactorily a
trend rate of growth for this head. We have, therefore, adopted a 5 per cent rate of growth, both for
estimating the base year's expenditure for 1983-84 and the requirements for the future, as was done
by the Seventh Finance Commission. Estimates of expenditure, if any, furnished by the State Govern-
ments for the implementation of the judgement of the Supreme Court in the case of D.S. Nakara and
others vs. Union of India, declaring that the benefit of revision in pensionary benefits should apply
to all pensioners, irrespective of the date of their retirement, have been accepted and provisions made
accordingly.

(vi) Subsidies on the sale of foodgrains: The sale of foodgrains at fair prices, particularly to
the weaker sections of the society, is an important plank of national policy. An elaborate infrastructure
has been created for this purpose, both by the Central Government and the State Governments. The
major operations of procurement, storage and inter -State distribution are handled by the Centre through
the Food Corporation of India. These gigantic operations involve large outlays. As,the specific objective
is to ensure that all over the country, foodgrains should be made available at a fair price, large amounts
of subsidies are being given by the Centre to the Food Corporation of India. In accordance with the
national policy, the foodgrains are delivered by the Food Corporation of India in all States at fixed
central points at the same price.

In some States like Himachal Pradesh, Jammu & Kashmir, Nagaland, Sikkim and Manipur
the essential commodities received at the central points have to be transported to far flung places in
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remote and inaccessible areas. To ensure that the burden of this additional cost is not passed on to the
consumers in the remote areas, it is absorbed by the State Governments and is reflected in accounts as
a loss or as a subsidy. We consider this to be an inescapable item of expenditure and have, therefore,
made provisions in the forecast.

We notice that subsidy is also given to ensure that foodgrains are sold through the public
distribution system at a specified concessional rate. For example, the Government of Andhra Pradesh
has launched a scheme whose objective is to enable families, whose annual income is not more than
Rs.6000/- per annum, to get rice at the rate of Rs. 2/~ per kg. through public distribution system.

The difference between the procurement price and the concessional sale price is subsidized by Govern -
ment. This subsidized rice is being supplied at the rate of 5 kgs. per head per month subject to a
maximum of 25 kgs. per family. An expenditure of Rs.1,192 crores as subsidy has been projected for
the forecast period by the State Government. Similarly, the Government of Karnataka has started a
scheme from February, 1983 whereunder super-fine rice, fine rice and ordinary rice are to be sold to
card holders in informal ration areas at subsidized rates of Rs.2.10, Rs.2 and Rs.1.90 per kg. res-
pectively. The liability of the subsidy on this account has been assessed at Rs.100 crores over the
forecast period.

We have to take a view about this expenditure on subsidies in the background of the steps
taken at the national level and the expenditure already being incurred to ensure that rice is made avai-
lable at reasonable prices to the consumer. In our view it would not be equitable to provide for the
large expenditure on this account in the estimates of one or two States only. Therefore, for the limited
purpose of forecasting of expenditure under the concerned heads, and without commenting on the merits
of the schemes, we have not taken into account the provision made by the State Governments for these
subsidies.

(vii) Social Security and Welfare Measures: Provisions for expenditure on a large number of
social security and welfare measures are made under the major head 288. We have made reasonable
provisions for all the social security schemes including those that have been launched for the first time
in 1983-84. Mention may be made in this connection of the schemes like the Chief Minister's Nutritious
Meal Programme in Tamil Nadu, the scheme for giving pension to agricultural workers in Kerala and
the Scheme for giving employment allowance to unemployed persons in West Bengal, Punjab and Kerala,
to mention only a few of such schemes.

The old age pension scheme is being impilemented by practically all States. In Bihar, we
noticed that the per capita expenditure on this scheme in 1981-82 was Rs,.9.65. This appeared to be
extraordinarily large. Therefore, for forecasting purposes, we have adopted a per capita rate of
Rs.4.59 which is the highest per capita expenditure among all the States excluding Bihar.

(viii) Debt Services: We have made provisions for the payment of interest by the State Govern-
ments on all loans and other interest bearing obligations estimated to be outstanding at the end of
31,.3.1984. Interest on State Provident Funds has, in addition, been calculated on the basis of the
yearly accretions to the fund in the forecast period. Further, we have also made provisions in the fore-
cast period for the payment of interest to the Reserve Bank of India on the likely ways and means
advances, likely to be availed of by the States. These have been estimated on the assumption that the
maximum permissible limit of such advances including special advances, would remain outstanding for
half the year in each year of the forecast period.

In respect of Central loans, we have made provisicu for interest liability in the forecast
period on the basis of the outstandings as per our scheme of consolidation and re-scheduling of loans
and the new rates of interest as detailed in the Chapter on Non-Plan Capital Gap of the States. As
regards loans taken by States from the Life Insurance Corporation, etc., Accountants General of only
some States have furnished this information. Therefore, in the case of the other States, this data was
worked out by us on the basis of the information contained in the States' forecast. To these, we have
added the interest payments in respect of the loans taken in the year 1983-84, Particulars of such loans
have been taken from the forecasts given by the States to the Planning Commission for the purpose of
estimating their financial resources for the annual Plan 1984-85, copies of which have been sent to us
also by the States.

In short, barring interest on the fresh ways & means advances from Reserve Bank of India
and the fresh accretions to Provident Fund, we have not made provisions for any interest payments in.
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respect of fresh borrowings during the forecast period, mainly for the reason that estimates of such
loans could not be made with a reasonable degree of accuracy. Therefore, like our predecessors, we
have worked out an arrangement for the discharge of such fresh liabilities in the forecast period, de-
tails of which are given in the Chapter on Grants-in-aid.

PROVISIONS FOR EMOLUMENTS AND TERMINAL BENEFITS
A - EMOLUMENTS

3.46 We are required to take into account, under para 5{iv) (a) of the President's Order, provisions

for emoluments and terminal benefits of Government employees, teachers and employees of local bodies
as obtaining on such date, as the Commission deems it proper to specify and with reference to appro-
priate objective criteria, rather than in terms of actual increases that may have been given effect to.
The inclusion of 'terminal benefits' of Government employees is an addition to our terms of reference as
compared to that of the last Commission.

3.47 A specific reference to the provisions needed for emoluments of Government employees was made
for the first time in the President's Order dated 28th June, 1972, constituting the Sixth Finance Com-
mission . That Commission was required to take into account "such provision for the emoluments of
Government employees, teachers and local body employees, as obtaining on a specified date as the
Commission deem it proper in the light of the States' capacity and needs'. The Sixth Finance Com-
mission specified 1st January, 1972 as the date of reference for this purpose, in the hope of getting

"a clear picture of the relative position of different States in respect of scales of pay as on a date when
the State Government's judgement was least likely to have been clouded by the implications of the im-
pending appointment of a Finance Commission".

3.48 The Sixth Finance Commission observed that it would be conducive to sound fiscal management
and rational decision making, if it became known that a Finance Commission did not consider itself
bound to take note of all the increases in emoluments that may have been given effect to, At the same
time, States which had observed a measure of restraint in pay revisions should have the assurance that
their minimum requirements in this regard would not go unnoticed.

3.49 The terms of reference of the Seventh Finance Commission in this respect were identical with
those given to us except that the subject of 'terminal benefits' has been added in our terms of reference.
That Commission specified 1st January, 1977 as the relevant date for the computation of emoluments
of Government employees for two reasons. Firstly, it noted that the Centre had not sanctioned any
fresh instalments of dearness allowance after 1.3. 1975, and it, therefore, presumed that by the 1st
January, 1977,State Governments would have sanctioned all the instalments of dearness allowance
which the Centre had sanctioned by than or at any rate, those considered justified by them. Secondly,
it observed that on the announcement of elections to the Lok Sabha, a number of States, had hastened
to sanction benefits to their employees, somewhat more freely than had been their practice, which it
declined to take into account so as to mete out uniform treatment to all States.

3.50 We are in general agreement with the approach of the Sixth and Seventh Finance Commissions
regarding specifying of a date in accordance with our terms of reference. However, unlike in 1977,
when some States proceeded to announce increases in anticipation of the impending Lok Sabha elections
there had been no special circumstances in 1982 which might have influenced the State Governments in
the period immediately prceding the constitution of our Commission. We were, therefore, convinced
that we should take into account all the decisions which the State Governments had taken during the
financial year 1981-82, Also we did not want to specify a date too remote from the date of the
President's Order. Hence, at our first meeting, we decided to specify the 1st April, 1982 as the date
for the purpose of para 5(iv) (a) of the President's Order.

3.51 Many States had misgivings about the implications of the specified date, i.e. the 1st April, 1982,
They, therefore, suggested that whatever decisions they have actually taken in respect of revision of
emoluments, even though ordered after the specific date, should be taken into account for the purpose
of making provisions in the forecast period, instead of determining these on the basis of objective
criteria. This was particularly emphasised by the States who either do not have a revenue surplus

or have a surplus which is negligible. A view was strongly expressed that as the recommendations

of the Commission were to be based on the levels of taxation/ receiptslikely to obtain at the end of
1983 -84, it was only fair that dec#8ions on emoluments and terminal benefits by the State Governments
upto, say, Juwne, 1983, should be taken note of by the Commission.
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3.52 In regard to emoluments, certain States have sought parity with the emoluments given to Central
Government employees, while others have desired parity with those of nationalised banks, the Life
Insurance Corporation and the major Central public sector undertakings. Some States have urged that
at any rate there should be no difference between the Central and State scales of pay in respect of cer-
tain common categories of posts while the difference in respect of emoluments of other posts should
be restricted to about 10 per cent.

3.53 All States have mentioned about their being under constant pressure to sanction fresh instalments
of dearness allowance corresponding to the increases sanctioned at the Centre. They were unanimous
that in any event, there was no justification whatsoever for any differentiation in respect of dearness
allowance, as increases in the cost of living affected all employees in the same way regardless of
whether their employer was the Union or the State.

3.54 Some Chief Ministers have also requested us to make provisions for States to pay interim relief
and bonus to the same extent as sanctioned by the Centre.

3.55 The All India State Government's Employees Federation sent us a detailed Memorandum and its
representatives also met us. When we visited the State capitals, the State Employees Associations put
forward their views which were substantially the same as those of the State Governments.

3.56 At the outset, we wish to state that there were two objectives we had in mind in specif ying 1st
April, 1982 as the relevant date. First, we wanted the State forecasts of expenditure relating to emolu-
ments to be on a comparable basis i.e. based on the rates of levels of emoluments obtaining on a given
date. And secondly we wanted to be able to compare the emoluments attached to certain common
categories of posts, e.g., peons, constables, lower division clerks, etc. on a common date so as to

be able to evolve objective criteria for making provisions in the forecast period. Obviously, it could
not be a future date as that might lead some States to raise the emoluments of their employees before
that date which they might not otherwise have done. Therefore, it had to be a past date. In selecting
1st April, 1982, we were also guided by the consideration that the date should not be too remote.

3.57 State Governments have urged us to accept as a principle that they should be enabled to neutralize
the increases in the cost of living by the payment of dearness allowance in the same manner and to the
same extent as the Central Government. There is, no doubt, force in this demand. We agree that there
is.no reason why in the matter of the grant of dearness allowance any distinction should be made bet-
ween the employees of the Union and those of the States.

3.58 As regards emoluments, other than dearness allowance, the considerations are more complex.
We agree with the observations of the Sixth and Seventh Finance Commissions that a Finance Com-
mission cannot take the place of a Pay Commission and should not take upon itself the burden of
recommending revision or pay scales. Pay Commissions take into account many considerations like
the cost of living, the pay scales obtaining at the Centre and in adjacent States for comparable posts,
the expenditure incurred on establishment in relation to the total Government expenditure, the need to
conserve resources for the development Plans and so on. These are matters beyond our ken. For
the same reason, therefore, it would not be proper for us to express any opinion as to whether the State
Governments' pay scales should be brought on par with those obtaining at the Centre. Conversely, we
would also not be justified in refusing to make provisions simply on the ground that in certain cases
the emoluments other than deamess allowance actually being paid by a State are higher than at the
Centre or in any other State. Our limited concern is merely to evolve an appropriate objective
criteria on the basis of which provisions can be made during the forecast period.

3.59 In order to make provisions for the minimum requirements of emoluments on the basis of an
objective criterion, the Sixth Finance Commission took the average of the emoluments obtaining in
States on the specified date, i. e. 18t of January 1972. It made additional provisions in the expenditure
estimates of those States where the emoluments on the specified date were less than this average.

The Seventh Finance Commission also adopted a similar approach. However, it adjusted the all-States
average 8o as to maintain the relativity that existed on 1. 1. 72 between the average emoluments of the
States, on the one hand and those at the Centre on the other. We are also satisfied that the objective
criterion on the basis of which provisions should be made for emoluments, is the all-States average
emoluments obtaining in the States as on the date specified by us, i.e., 1st April 1982,

3.60 Having considered all aspects of the matter, we are of the view that provisions for emoluments
should be made in the forecast of the States on the following objective criteria:

(a) Provisions should be made for the emoluments actually obtaining on 1st April, 1982 on the
basis of orders both issued as well as implemented before that date.
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(b) Provisions should be made for payment of dearness allowance to compensate for increases
in the cost of living to the same extent as has been done by the Centre so far. These provi-
sions should be linked to increases of 8 points in the 12 -monthly average of the All India
Consumer Price Index number for Industrial Workers (1960=100), and this average is here-
inafter referred to as the 'CPI',

(c) Provisions should also be made for covering the disparities in the rate or level of emolu-
ments obtaining in various States. Thus, if the level of actual emoluments on 1st April 1982
in a State is lower than the corresponding all States! average worked out in the manner
indicated hereinafter, a further provision should be made to cover the difference.

Provisions for emoluments in the forecast period have been worked out in accordance with these cri-
teria. The manner in which this has been done is briefly explained in the subsequent paragraphs.

3.61 State Governments have furnished information about the CPI level upto which the last instalment
of dearness allowance was sanctioned by orders issued prior to 1. 4. 1982, The number of instalments
of dearness allowance for which provisions have been made so as to link them with the CPI level of
440 i. e. the level upto which the Central Government had sanctioned additional dearness allowance
upto 1. 4, 1982, is shown in Annexure III-11.

3.62 The Central pattern of sanctioning dearness allowance has been followed in all States from before
1st April, 1982 except in Assam, Meghalaya and Tripura. These States have adopted this pattern some-
time after 1st April, 1982, In the case of these three States also we have made provisions for dearness
allowance on the Central pattern.

3.63 We have obtained from State Governments the details of the annual cost of one instalment of dear-
ness allowance and also the total number of Government employees,.paid from both the Plan and non-Plan
Budget, as well as the total number of employees of local bodies. The cost of one instalment per year per
employee was worked out, but this was found to vary considerably from State to State. As we have
decided to make provisions for payment by the States of dearness allowance on the same pattern as

that of the Central Government, we thought it worth-while to compare the per employee cost of one
instalment of dearness allowance to the Centre with that to States. We have been informed by Ministry
of Finance, that, on an average, this works out to Rs. 147 per employee per annum in so far as

Central Government employees are concerned. We are aware that this average would, to some extent,
very according to the pay-range-wise composition of the employees. Making an allowance of 10 per

cent for this factor, we decided that a maximum incidence of Rs. 162 per employee per annum would be

a reasonable norm on the basis of which this burden could be estimated. We have, therefore, adopted
the cost of one instalment of dearness allowance as worked out from the State data but subject to the
maximum amount worked out on the above norm.

3.64 The provisions for additional dearness allowance made on this basis to compensate the cost of
living upto CPI 440 are indicated in the Table in paragraph 3. 68.

3.65 The Sixth and the Seventh Finance Commission worked out the all-States average as on the dates
specified by them (i, e. 1. 1, 1972 and 1. 1. 1977 respectively) by taking into account the actual emolu-
ments obtaining on those dates. We have decided to calculate the all -States average by first bringing the
emoluments to a uniform CPI level. On the date specified by us i.e. 1st April, 1982, the CPI level

upto which dearness allowance had been sanctioned varies from State to State. Therefore, the actual
emoluments as on this date are not comparable as between States. We, therefore, felt it necessary,

in the first instance, to work out the presumptive emoluments as on 1st April, 1982 i.e. what would
have been paid if, like the Centre, all States had sanctioned dearness allowance upto CPI level of 440.
This has been done by adding to the actual emoluments as on 1.4.1982, the provisions for additional
dearness allowance referred to in the previous para. A summary of the all -States average level of
presumptive emoluments as on 1. 4. 1982 and the State-wise presumptive emoluments as on that date

in respect of the selected common categories of posts which account for the bulk of Government emplo-
yees is given in Annexure III-13. Details thereof, post-wise, are given in Ann exures III-14(i) to III-14(xi).

3.66 State Governments have furnished the numbers of their employees classified by pay ranges. The
provisions needed for emoluments have been worked out with reference to (i) the difference between
the all States average emoluments for the particular common category post and the presumptive emolu-

*  Total number of State Government Employees, Teachers and other employees of Local Bodies and

Aided Institutions is given in Annexure III. 12,
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ments attached to that post in a State and (ii) the estimated number of employees falling within the pay-
range of that post. The provisions worked out on this basis are indicated in the Table in paragraph 3. 68.

3.67 The Centre has already sanctioned after 1st April, 1982 another seven instalments of additional
dearness allowance with effect from various dates when the CPI increased by 8 points from 440 to
496. Accordingly, we have also made provisions for these additional instalments in the forecast
period. Details thereof have been indicated in the table in the next paragraph.

3.68 To sum up, the Table below shows the provisions we have made for emoluments of Government
employees etc. during the five years ending 1988 -89. These are in addition to the normal requirements
projected during the forecast period on the basis of the rates obtaining as on 1. 4. 1982 included in the
base year estimates of 1983-84.

Table: 1 : Additional provisions made for emoluments for five years of the forecast period 1984 -85

to 1988 -89.
(Rs. lakhs)
Name of the State For DA upto To make up the Total For DA conse- Total of
12 monthly difference with (2+3) quent on in- 4+5
CPI average reference to crease in the
of 440 as on the presump- 12 monthly
1.4.1982. tive emoluments average CPI
on 1.4, 82 from 440 to
adjusted to 496
CPI 440 —
1 2 3 4 5 6 T
1. Andhra Pradesh 19480 3246 22726 34090 56816
2. Assam 11500 4173 15673 12740 28413
3. Bihar 22760 6615 29375 39830 69205
4. Gujarat 13280 1974 15254 23240 38494
5. Haryana 6860 Nil 6860 12005 18865
6. Himachal Pradesh 2080 Nil 2080 3640 5720
. Jammu & Kashmir Nil 489 489 8750 9239
8. Karnataka Nil Nil Nil 26705 26705
9. Kerala 12000 6573 18573 21000 39573
1¢. Madhya Pradesh 18000 24932 42932 31500 74432
11. Maharashtra 23360 Nil 23360 40880 64240
12. Manipur 1200 529 1729 1680 3409
13. Meghalaya @ Nil Nil 2401 2701
14, Nagaland 1460 176 1636 2555 4191
15. Orissa 11860 9503 21363 20755 42118
16. Punjab 8000 Nil 8000 14000 22000
17. Rajasthan 14880 15391 30271 26040 56311
18. Sikkim 515 107 622 721 1343
19. Tamil Nadu 3685 50134 53819 25795 79614
20. Tripura 3700 2796 6496 5180 11676
21, Uttar Pradesh 25860 17793 43653 45255 88908
22. West Bengal 45395 Nil 45395 45395 90790
Total 245875 144431 390306 444457 834763

3.69 Some Chief Ministers have requested us to make provisions to enable States to pay the interim
relief sanctioned by the Central Government to its employees with effect from 1st June 1983, as well
as the ad hoc bonus sanctioned to its employees for the year 1982 -83.

State Government has sanctioned DA upto Six-monthly average CPI level of 457 as on 1.1.82 on
their own pattern viz.Rs.1.30 per point for all employees, but switched over to Central pattern
w.e.f. 1.10.1983. The State Government has indicated that the estimated cost for switch over
to Central pattern is Rs.27. 01 crores upto 12 -monthly average CPI of 496 which has been accepted.

@
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3.70 The Government of Uttar Pradesh, like the Centre, has already sanctioned for 1982-83 an ad hoc
bonus of 15 days' pay to its employees and to teachers and employees of local bodies. Pending the
evolution of a formula they have made a provision of Rs.247. 14 crores for the forecast period.

3.71 As already stated, our terms of reference require us to make provisions for emoluments on the
basis of objective criteria, rather than on the basis of actual increases sanctioned. We have explained
the objective criteria which we have decided to adopt. Keeping them in view we are unable to accede to
these requests as they do not come within those objective criteria.

B - TERMINAL BENEFITS

3.72 Terminal benefits are given in different forms such as pension, gratuity, commutation of pension,
encashment of leave, family pension etc. and they very from State to State. In addition to the benefits
given on retirement, pensioners are also given dearness relief to compensate them for increases in the
cost of living from time to time. Expenditure relating to various types tf terminal benefits is booked
under the Major Head 266.

3.73 We are required to make provisions for terminal benefits on the basis of objective criteria. Since
statistics regarding the number of pensioners in different pension slabs are not maintained by States it
was not possible to work out, on the basis of any objective criteria, the requirements for terminal
benefits during the forecast period. Therefore, the actual expenditure under Major Head 266 for the
year 1982-83, excluding relief, if any, sanctioned to pensioners after the specified date, i.e. 1.4.1982
was taken as the basis for working out -;ithe estimates of expenditure on terminal benefits for the fore-
cast period. Accordingly, provisions have been built into the forecasts, as already indicated in

para 3.45(v).

3.74 As regards dearness relief, again, for lack of statistics, we were unable to make reasonably
approximate estimates of the cost to the State Governments of one instalment of dearness relief to
pensioners, Consequently, we have estimated the cost of this relief to the States on the assumption
that it bears the same ratio to the cost of one instalment of additional dearness allowance as that at

the Centre. This ratio in the case of the Centre is 7.8 per cent,

3.75 We have aliowed for payment of dearness allowance to State Government employees upto the 12-
monthly average of the All India Consumer price Index Number for Industrial Workers (1960 = 100) of
496, According to the prevailing practice at the Centre, relief to pensioners is also sanctioned as and
when dearness allowance is sanctioned to serving Government employees, Therefore, we propose to
make provisions for dearness relief to pensioners upto the same index level as for dearness allowance,
The provisions needed by the States except Meghalaya, for payment of relief to pensioners, have been
worked out at the rate of 7.8 per cent of the provisions made in respect of additional dearness as shown
in the Table below. Meghalaya had been sanctioning relief to pensioners on their own pattern upto
30.9.1983. They switched over to the Central pattern with effect from 1,10.1983, Additional require-
ments of funds for grant of relief to pensioners, during the forecast period, upto CPI level of 496 have
been indicated by the State Government, Their estimate has been accepted. The amounts so worked
out for the forecast period 1984-89 are shown in the following table.

Table 2 : Provision for Dearness relief to Pensioners during 1984- 89 upto CPI level of 496.

State (Rs,.lakhs) State {Rs, lakhs)

1, Andhra Pradesh 4178 12. Manipur 225

2. Assam 1891 13. Meghalaya 55*
3. Bihar 4882 14, Nagaland 313
4. Gujarat 2849 15. Orissa 2544
5. Haryana 1471 16, Punjab ' 1716
6. Himachal Pradesh 446 17. Rajasthan 3192
7. Jammu & Kashmir 683 18, Sikkim 96
8. Karnataka 2083 19. Tamil Nadu 2299
9, Kerala 2574 20, Tripura 693
10. Madhya Pradesh 3861 21. Uttar Pradesh 5547
11. Maharashtra 5011 22, West Bengal 7082
Total 53691

*As indicated by State Government.
These are in addition to the normal requirements projected for the forecast period on the basis of the
rates obtaining on 1,4,1982 included in the base year estimates of 1983-84,



MAINTENANCE OF CAPITAL ASSETS

3.76 Para 5(v) of the President's Order requires us to have regard, inter alia, to the need for adequate
maintenance and upkeep of capital assets and to indicate the norms, if any, on the basis of which
specified amounts are allowed for the maintenance of different categories of capital assets and the
manner in which such maintenance expenditure could be monitored.

3.77 We had requested the State Governments to give us infor mation about the prevailing norms of
expenditure for the maintenance of various types of capital assets and also to indicate the norms which
they would recommend for adoption in the quinquennium commencing from 1st April, 1984, During our
visits to States, we ascertained the views of the Secretaries to Governments and the Heads of the
Departments concerned with the maintenance of buildings, roads and irrigation works, both as to the
norms of maintenance and the steps needed to ensure that the provisions made are actually utilized. We
also had discussions with the concerned Ministries in the Government of India, The requirements for
maintenance for various kinds of capital assets are considered in the paragraphs that follow.

MAINTENANCE OF MAJOR AND MEDIUM IRRIGATION WORKS

3.78 We requested the States to furnish information about the potential created from major and medium
irrigation works upto the end of 1981-82, and likely to be created at the end of 1983-84 and their utili-
sation. As the data received from the States were incomplete, we have obtained similar data from the
Ministry of Irrigation, details of which are furnished in Annexure III-15,

3.79 The Union Ministry of Irrigation also gave us particulars about the maintenance expenditure
incurred on some projects in Maharashtra, Punjab and Tamil Nadu (Annexure III-16). These show wide
variations, not only from State to State but also from project to project within the same State as was
only to be expected. For instance, the maintenance expenditure in Maharashtra in the year 1979-80
was only Rs.27.95 per hectare on the Gangapur project, whereas for Jayakwadi Project it was as high
as Rs.171,70 per hectare in the same year. In Punjab, the variation was from a minimum of Rs.9.10
per hectare on Upper Bari Doab Canal System to Rs.38,66 per hectare on the Bhakra Canal System.
The corresponding minimum and maximum levels of maintenance expenditure in Tamil Nadu were

Rs. 10,90 (Vaigai) and Rs.68,35 (Krishnagiri Project) per hectare.

3.80 With this range of intra-State and inter-State variation, we wanted to examine whether it would
not be more realistic to evolve Statewise/region-wise norms. At our instance, the Ministry of
Irrigation explored this possibility but found it difficult to suggest a desirable set of State-wise/region-
wise norms. They, however, felt that, within the limits of an all-India norms, it should be possible for
the States to provide for the desired levels of expenditure on maintenance, and accommodate the widely
differing needs of various projects.

3.81 Some States have suggested to us certain norms of expenditure for the period covered by our
report (Annexure III-17), These vary for plain areas from Rs.75 per hectare suggested by Orissa and
Haryana to Rs.127 per hectare proposed by Uttar Pradesh, Jammu & Kashmir has suggested Rs.200
per hectare. Some States have suggested gross irrigated area as the basis for determining the norms
of expenditure while some others have pleaded for use of irrigation potential for this purpose. During
our discussions with the States, many of them, however, expressed the view that the norms recomm-
ended by the Seventh Conference of Irrigation Ministers might be adopted. But, at least one State felt
that the norms recommeded by this Conference were too high,

3.82 We held discussions with the Ministry of Irrigation and requested them to suggest norms for our
consideration. Based on the recommendations made by the Seventh Conference of the Irrigation Ministers
of States held in December, 1982 the Ministry of Irrigation has proposed the following norms for main-
tenance and return :-

(a) Operation and maintenance charges of irrigated systems may be placed at Rs, 199 per hectare
of culturable command area, where irrigation intensities are less than 100% and, Rs. 100 per
hectare of potential/irrigated area, where irrigation intensities are more than 100%. In hilly
areas this may be increased by 50%. This provision should be exclusive of regular establish-
ment chargss.

(b) For spacial repairs, provisions may be made at the rate of 20% of the annual grants for normal
operation and maintenance.

26
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() Regular establishment required for maintenance of canals should be financed separately. Based
on typical studies carried out by the Central Water Commission a provision at Rs.50/- per
hectare of irrigated area may be made till more data become available from States.

(d) The States should also review and revise upwards their water rates with regular periodicity to
ensure that the costs of operation and maintenance are met fully, and a return on capital invest-
ment of at least 1 per cent is realised.

3.83 We drew the attention of the Ministry of Irrigation to the fact that in 1978, the Seventh Finance
Commission had, after consulting the Ministry, recommended that provisions for maintenance be made
generally on a norm of Rs.50 per hectare of gross irrigated area, inclusive of the cost of regular
establishment, and enquired the reasons for the large increase in the norm of maintenance now sug-
gested, The Ministry of Irrigation explained that due to some misunderstanding it was conveyed to the
Seventh Finance Commission that the norms suggested by the Ministry were inclusive of the expenditure
on regular establishment while, in fact, the expenditure on regular establishment was meant to be in
addition to the suggested norm of Rs.50 per hectare of irrigated area, Further, it was pointed out that
the rate recommended by the Ministry to the Seventh Finance Commission "had a relation only to the
level of expenditure which was being incurred at that time and corresponded to the level of maintenance
that existed then. It was not linked to the requirements of the system to maintain it to the desired
degree or standard. "

3.84 We have considered all aspects of this matter. It would appear from the Note dated 2nd November,
1977 sent by the Department of Irrigation to the Seventh Finance Commission (vide Appendix 1.13 of the
Report of the Seventh Finance Commission) that the norms suggested by that Department were not merely
based on the level of expenditure then being incurred by the States. That Note showed that the Depart-
ment considered that one of the main reasons for under-utilisation of irrigation poterntial was that the
maintenance of irrigation and drainage systems was neglected. The Department had further mentioned
that a Central Water Utilisation Team had found that the operation and maintenance budgets were

grossly inadequate in many cases and the systems were gradually deteriorating., The Note alsoalludes
to the emphasis laid by the World Bank on operation and maintenance strictly in accordance with sound
engineering principles. Further, while collecting material from the States for this particular purpose,
the irrigation project authorities had been requested to indicate the amount which they required for
proper operation and maintenance, From this it would appear that the norms recommended by the
Seventh Finance Commission, based on the aforesaid Note of the Department of Irrigation did reflect

the needs of funds for proper maintenance,

3.85 The norms now suggested by the Ministry roughly work out to Rs. 170 per hectare of irrigated

area in the plains, and Rs,230 per hectare of irrigated area in the hilly areas. These seem to be quite
high, even allowing for the increase in costs since 1976-77 on the basis of which the Department of
Irrigation gave its note to the Seventh Finance Commission. The Ministry has furnished a statement of
the "Estimated index for operation and maintenance charges (All India)'" (Annexure I-18). On the basis of
the trend increase in prices, the norm of Rs.50 per hectare of irrigated area fixed by the Seventh
Finance Commission would now work out to about Rs. 88 in 1983-84, Even if the costs of establishment
and special repairs are added to the norms of the Seventh Finance Commission adjusted above, the
amount would still be 1ess than what has been proposed now.

3.86 As regards regular establishment, the sum of Rs.50 per hectare of irrigated area seems to be
rather excessive when we consider the fact that in the case of roads and buildings, provision for regular
establishment is being made at 16% of the provision for normal repairs.

3.87 Further, on the basis of the norms of maintenance now suggested by the Ministry of Irrigation

a provision of Rs.512 crores would have to be made for all the States! in 1983-84, as against which
their actual expenditure in 1981-82 amounted to Rs,214 crores only, An increase in the maintenance
provision of this order does not seem justified,

3.88 When the Seventh Conference of Irrigation Ministers recommended higher norms for maintenance
it recommended at the same time that the States should raise their water rates so that the irrigation
receipts not only met the full cost of maintenance but also gave a return of 1 per cent on the capital,
Unfortunately, this position does not exist in most States as is apparent from Annexure IlI-19, The
receipts fall far short of the maintenance expenditure in almost all States, and, therefore, a yield on
the capital is yet a very far cry, We observe that even though expenditure on maintenance of irrigation
works has risen substantially after the Seventh Finance Commission made its report, very few States
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have taken any step to raise their irrigation rates. Even where the rates have been increased, they are
not commensurate with maintenance expenditure.

3.89 Keeping all these aspects in view, we have decided to provide a consolidated amount of Rs. 100
per hectare of gross irrigated area for maintenance including normal repairs, special repairs and
regular establishment. This is nearly double the norm adopted by the Seventh Finance Commission.
We hope that this expenditure will be matched by water rates and other irrigation receipts.

3.90 In addition, we have provided funds at Rs.30 per hectare for the maintenance of the unutilised
potential existing at the end of 1983-84,

We are very concerned at the extent of the unutilised potential, and we would urge the States, in
the national interest, to bring this potential into use as expeditiously as possible, We have, therefore,
assumed that in the States of Andhra Pradesh, Haryana, Karnataka, Kerala, Orissa, Punjab, Tamil
Nadu and West Bengal, the unutilised potential in 1983-84 which is less than 10 per cent of the potential
estimated to be created at the end of that year, will be fully utilised by the end of 1988-89. For Bihar,
Madhya Pradesh, Rajasthan, Uttar Pradesh and Jammu & Kashmir, where the corresponding percent-
age of unutilised potential in 1983-84 varies from 11, 8 per cent to 27.4 per cent, we have assumed
that the unutilised potential will be reduced to 5 per cent by the end of 1988-89, In the other States,
where the corresponding percentage of unutilised potential in 1983-84 varies from 33.3 per cent to41.4
per cent,we have assumed that the umtilised potential at the end of 1988-89 will be reduced to 10 per cent.

3.91 The provisions for maintenance have been made by us on the basis of these norms,

3.92 For hill States these norms have been increased by 30 per cent to provide for the extra cost as
compared to the cost in plains.

3.93 The provisions worked out on this basis are indicated in Annexure III - 20,

3.94 The provisions for maintenance expenditure thus made may, for some States, be less than the
expenditure actually incurred in 1983-84, But at the same time, the receipts that we have taken note of
on a normative basis may also be less than the actual receipts being realised in some States. We would
only say that we have made provisions both for revenue receipts and maintenance expenditure on a
normative basis. If in any State, it is found necessary to incur a larger expenditure for maintenance,
it should also ensure that irrigation receipts are also increased so that there is no further burden on
the budgetary resources of the States.

MAINTENANCE OF FLOOD CONTROL WORKS

3.95 The Ministry of Irrigation, Government of India set up an Expert Committee in 1982 under the
Chairmanship of the Member (Flood), Central Water Commission to suggest norms for maintenance
of flood control works., This Expert Committee gave its report in December, 1982, During our dis-
cussions with the Ministry, the norms recommended by this Committee were placed before us for con-
sideration, They are as follows :

"Embankments

Rs.12, 000 to Rs, 17, 000 per km, in the first three years after construction and Rs. 9,000 to
Rs. 12,000 per km, in subsequent years, the lower rates to be adopted for embankments upto a
height of 3 metres (10 ft.). For armoured embankments, lower rate to be adopted.

In case of embankments situated in areas of heavy monsoon rainfall of the order of 1500 mm, or
more, an increase of 10% in the above rates is recommended.

In case of embankments along rivers with a flood discharge of 10, 000 cumecs or more an increase
of 30-40 per cent is recommended.

Drainage Channels

Discharge upto 5 cumecs Rs. 2000 per km
Discharge between 5 to 15 cumecs Rs.2500 per km
Discharge above 15 cumecs Rs.5000 per km

The above rates will be applicable for non-tidal channels. In case of channels, in tidal areas,
the above rates will be upgraded by 50 per cent.
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River training and Bank protection works including sea walls

5 per cent of updated capital cost in the first three years and 3 per cent in subsequent years.

In case of temporary and light works such as bed bars, timber dempeners, porcupines, "Salballah™
screens/spurs a rate of 10 per cent is recommended.

The recommended rate for 1982-83 will be increased for subsequent years at 10 per cent per
year or the actual yearly escalation, in case of embankments and drainage channels.

The recommended rates are exclusive of all regular establishment charges.

3.96 Inadequacy of data as to the length, height and age of the embankments and the discharge capa-

cities of the drainage channels has rendered it difficult for us to assess the needs of the States on the
basis of these norms. The recommended rates for river training works, bank protection works, and
seawalls are in terms of percentages of the capital cost of these assets, Application of these rates

also posed problems for want of data. Therefore, we have projected the actual expenditure incurred

by each State on maintenance of flood protection works in 1981-82 at a growth raté of 10 per cent per
annum to arrive at the estimated requirement for 1983-84, The sums provided for each State on this
basis during the forecast period can be seen at Annexure III-21,

MAINTENANCE OF MINOR IRRIGATION WORKS

3.97 Due to data problems we could not adopt a normative approach in making provisions for the main-
tenance of minor irrigation. We have, therefore, projected the actual expenditure of these States in
the year 1981-82 at the rate of 10 per cent to arrive at the estimated requirements for 1983-84, as has
been done in the case of flood control works. This amount has been projected for five years of the
forecast period.

MAINTENANCE OF ROADS

3.98 We had requested the States to furnish information about the estimated lengths of various types of
roads as at the end of 1983-84, However, except eight States, the data furnished by other States
relates to earlier years. For such States, we have estimated, on the basis of past trends, the likely
lengths of roads as at the end of 1983-84 for which maintenance provisions would have to be made. For
this purpose, we have referred to the '"Basic Road Statistics of India" published by the Transport Re-
search Division of the Ministry of Shipping and Transport. We also had detailed discussions with that
Ministry about the provisions required to be made for the maintenance of roads.

3.99 We first deal with the maintenance of highways. The Ministry of Shipping and Transport has re-
commended that the norms for maintenance of State highways prescribed by the 1968 Expert Committee
should be followed by all States, and the requirement of funds should be worked out by applying the
currently applicable costs of materials and wages to the physical specifications prescribed in these
norms., Based on these recommendations, the Ministry has worked out the norms in financial térms
which have been accepted by us.

3.100 For other State roads, the Ministry has recommended the acceptance of the norms prescribed by
the Malhotra Committee. This Committee was set up as a result of the recommendation of the Confer-
ence of the Chief Engineers held in 1977 and it gave its report in 1978. For most of the maintenance
needs, the recommendations of this Committee specify the physical quantities of material and the man-
power required for various types of roads. We, therefore, requested the Director General, Road
Development, Ministry of Shipping and Transport to convert these requirements into financial terms.
The monetary norms worked outby him have been accepted by us. In Assam, gravel roads occupy an
important place in the State's road network., However, the Malhotra Committee did not specifically in-
dicate the norms for maintenance of such roads., The Ministry of Shipping and Transport, whom we
consulted, have advised that the norms applicable to water-bound Macadam (WBM) road may be adopted
for gravel roads also. We have accepted this recommendation, and provisions for such roads in Assam
have been made on this basis,

3.101 The norms allowed for State highways and other roads are indicated in Annexure III-22, These
are exclusive of establishment charges, and charges for tools and plants. Provisions for these items
have been added at the rate of 16 per cent and 4 per cent of the norm respectively.
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3.102 We have also examined the requirements for the roads maintained by local bodies. The Seventh
Finance Commission recognised the economic importance of these roads and the need for their main-
tenance requirements on par with other State roads, It provided for a major part of the maintenance
requirement in the forecast and assumed that the balance would be raised by local bodies. The finances
of 1ocal bodies have come under severe strain and we think it might not be possible for them to afford
even the limited sums for the maintenance of roads which the Seventh Finance Commission had expected
of them., We have, therefore, made full provisions for the maintenance of such roads on the same norms
as for State roads.

3.103 The States have made a strong plea for provisions for the maintenance of village earthen roads
also. On examining the data regarding these roads, it appeared that large lengths of village kacha tracks
have also been included. This, and, the other infirmities in the data have precluded us from considering
whether to make provisions for such roads.

3.104 Roads are a basic infrastructure for all developmental activities, and, more so in States which
are not well served by railways. Therefore, the importance of maintenance of roads does not need to be
streassed. The Union Ministry of Shipping and Transport urged that, at least, the most important
aspect of maintenance viz. surface renewals, should be monitored. The sums allocated for maintemnce
of roads should , it was suggested, be broken up into three components, i.e. 35 per cent for ordinary
repairs, 50 per cent for surface renewals and 15 per cent for special repairs and minor flood damage
repairs. The Ministry felt that the sums allocated for surface renewals could be monitored, as such
renewals have to be carried out periodically., We think there is merit in this suggestion. However, we
have refrained from earmarking the provisions for the purposes as suggested, as we hope that the States
themselves will take necessary action to ensure proper utilisation of the provisions for maintenance.

3. 105 When we worked out the provisions for maintenance in 1984-85 on the basis of the norms in-
dicated above, we found that in the case of Assam, Bihar, Haryana, Karnataka, Maharashtra, Manipur,
Punjab, Rajasthan and Tamil Nadu they were disproportionately larger than the estimated current
levels of expenditure, For these States, the provisions for 1984-85 have been restricted to twice the
estimated requirement for the year 1983-84, which has been assessed by assuming a rate of growth of
10 per cent over the actuals of 1981-82, In Nagaland, however, the provision we worked out for 1984~
85 was less than the actual expenditure in 1982-83, Therefore, we have allowed a higher provision
based on the prevailing levels of expenditure,

The provisions for maintenace in 1984-85 and for the five years have been shown in Annexure III-
23. These include a provision of Rs, 81 lakhs for the maintenance of the Old Hindustan-Tibet Road, in
Himachal Pradesh during the forecast period.

MAINTENANCE GOF BUILDINGS

3.106 Both the Sixth and Seventh Finance Commissions allowed expenditure for maintenance of buildings
on the basis of the norms used by the Central Public Works Department for the maintenance of Central
Government buildings. From 1978, the Central Public Works Department switched over to the system
of assessing maintenance requirements on norms based on plinth area, from the earlier system based
on percentage of capital costs.

3.107 We had requested the States for information regarding the total estimated plinth area of resi-
dential and non-residential buildings as at the end of 1983-84, and asked them to indicate separately

the plinth area of medical and educational buildings. From the information received, we notice that
Bihar, Gujarat, Haryana, Himachal Pradesh, Jammu & Kashmir, Karnataka, Kerala, Manipur, Orissa,
Punjab, Rajasthan and West Bengal still use capital cost as the basis for making maintenance provisions,
while Andhra Pradesh, Assam, Madhya Pradesh, Uttar Pradesh, Maharashtra, Meghalaya, Tamil

Nadu and Tripura use plinth area for this purpose. All States have requested for a substantial enhance-
ment in the maintenance provisions. The seven hill States have stated that due to the higher costs of
materials in hill areas, their unit requirements for maintenance would be higher than those of the

States in the plains.

3.108 We obtained the views of the Ministry of Works and Housing on the issue of maintenance, and also
collected information regarding the norms followed by the Central Public Works Department for main-
tenance of Central Government buildings. These norms are shown at Annexure ITI-24, As the Centre
owns buildings throughout the couatry, we think that it will be proper to make provisions for main-



31

tenance of State Government buildings on the same norms as those followed by the Centre keeping in
view, however, the levels of expenditure being currently incurred.

3,109 To this end, we have updated the data furnished by the States in regard to plinth area of 'buildings,
on the basis of past trends, so as to arrive at the likely plinth area in 1983-84 for which maintenance
expenditure has to be provided in the forecast period. The States of West Bengal, Himachal Pradesh,
Jammu & Kashmir, Punjab, Rajasthan and Tripura, could not provide us any data on the plinth area of
buildings. They had, however, furnished information to us about the capital cost of the buildings. Using
this data and certain norms we have been able to compute their requirements on a plinth area basis,

3.110 We have accepted the norms currently used for the maintenance of Central Government buildings
(vide Annexure III-24) for making provisions in the forecast period for maintenance of buildings by
States, We agree that the unit cost of maintenance of buildings in hill States would be higher than else-
where., Therefore, in accordance with the recommendations made by the Central Public Works Depart-
ment, we have made suitable higher provisions for buildings in hill areas.

3.111 Provision at the rate of 16 per cent and 4 per cent for establishment and tools and plants have also
been made in all cases.

3.112 The norms of the Central Public Works Department for special repairs are related to the age of
the buildings. Buildings have been classified into 3 age groups, i.e. 0 to 20 years, 20 to 40 years and
above 40 years, As we did not have full information on the age of buildings we have made provisions for
special repairs on the norms applicable to buildings in the age group of 20 to 40 years as we think that
this would be a fair average, and should meet their requirements.

3.113 When the provisions for maintenance in 1984-85 according to the above norms were worked out,
we noticed that they were disproportionately larger than the estimated expenditure in 1983-84 for the
States of Madhya Pradesh, Tamil Nadu, Himachal Pradesh and Jammu & Kashmir. We have, therefore,
restricated the provisions for 1984-85 in the case of these States to twice the requirements assessed

for the year 1983-84. In the case of Assam, Bihar and Meghalaya the actual expenditure in 1981-82

was higher than the provisions for 1984-85 calculated by us. For these States, we have made provisions
on the basis of the existing levels of expenditure. The provisions made for 1984-85 and the five years
1984-85 to 1988-89 are shown in Annexure [I-25,

MONITORING OF PROVISIONS MADE FOR MAINTENANCE OF CAPITAL ASSETS

3.114 The President's Order specifically requires us to indicate the manner in which the maintenance
expenditure for which we have made provisions could be monitored, The Seventh Finance Commission
was also required to make recommendations on this subject. It had observed that physical performance
objectives cannot be laid down in respect of the provisions for maintenance of roads and buildings,
irrigation and flood control works, ete. It was, therefore, of the view that the provisions made for
maintenance could be discussed and reviewed regularly during the Annual Plan discussions, and
accordingly suggested that the Planning Commission may, in consultation with the States, evolve a
suitable procedure for monitoring the adequate maintenance of capital assets and other schemes, The
Planning Commission indicated to us that detailed monitoring would be difficult. They, however,
clarified that during the course of Annual Plan discussions adequate provisions for maintenance are
made while working out States' resources keeping in view the norms recommended by the Finance
Commission which are treated as the minimum provisions needed for maintenance. '

3.115 The need for monitoring the expenditure on maintenance of capital assets arises mainly due to

two reasons. Firstly, these capital assets have been created at great cost and they cannot be allowed

to be neglected as that would be a waste of the outlays incurred and it would be difficult to find adequate
resources for their replacement. Such neglect should not, therefore, be allowed to take place, Secondly,
many State Governments seem to prefer creation of new assets to proper maintenance of assets already
created, In the process, resources for the Plan are found at the cost of maintenance of the capital
assets already created by diversion of the maintenance provisions meant for the latter., Such diversion
should be avoided.

3.116 We are of the view that the State Governments must accept it as a matter of policy that proper
maintenance of capital assets already created in order to preserve them for their full life is equally,
if not more, important than creating new assets, In order to ensure that this policy is strictly given
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effect to, we would suggest that there should be in every State a high power committee consisting of the
State Chief Secretary, Finance Secretary, Planning Secretary, Secretaries to Government in the
Irrigation and Public Works Departments and the concerned Chief Engineers to review the manner in
which provisions for maintenance are being made in the budget and their utilisation, We would also
suggest that a statement be included in the Budget documents showing the provisions made in the Budget
and the actual utilisation of the provisions made in the last Budget‘_ it will also be necessary for the
Pranning Commission and the Union Finance Ministry to review ally the manner in which the pro-
visions for maintenance are being made and utilised by the States.’

3.117 We have noticed that the accounts as presently maintained and compiled do not clearly show the
provisions for maintenance of roads, buildings, irrigation schemes, etc. at one place except to some
extent under the Major Head 259. Even in the latter case, a clear picture is not available becasue of
'Suspense' transactions relating mainly to Stores purchases, sometimes, together with the transactions
under 'Suspense', even a negative figure of expenditure is shown. Again, under the major head relating
to Roads and Irrigation, the provisions for maintenance are spread over various projects/schemes and
it is difficult to obtain a consolidated picture. As this has been creating difficulties for us, and to
facilitate the monitoring arrangements, we would suggest that the accounting of maintenance expendi-
ture under each of the relevant major heads may be reviewed by the Union Ministry of Finance in con-
sultation with Comptroller and Auditor General of India and suitable procedures devised to enable all
concerned to obtain easily a complete plcture of the expenditure being incurred on maintenance under
that head.,

COMMITTED EXPENDITURE IN RESPECT OF PLAN SCHEMES

3.118 Our terms of reference require us, inter alia, to make provisions for the maintenance of Plan
schemes completed by the end of 1983-84.

3.119 We requested States to furnish us a forecast of their requirements for maintenance of (1) Plan
schemes completed by the end of 1983-84; and (il) Plan schemes completed by the end of 1984-85 {.e.,
at the end of the Sixth Plan period. The need for making provisions for these requirements in 1984-85
was considered by us when we presented our Interim Report to the President, We were aware that
the schemes initlated in the earlier years and which would get completed at the end of 1983-84 would,
according to the prevalling practice, continue as Plan schemes In 1984-85 alse, and be included in
1984-85 Annual Plan, We, therefore, thought that the provisions for the maintenance of such completed
schemes would be required only from the financial year 1985-86 and, therefore, we made no provisions
on this account for the year 1984-85,

3.120 The majority of the Commission comprising Shri ¥, B, Chavan, Dr. C,H. Hanumantha Rao and
Shri A,R. Shirali have felt it appropriate to review the above deciston, On further consideration of the
President's Order, they have deemed it necessary to Include In the projections of revenue expenditure
for 1984-85 provisions for maintenance of Plan schemes completed by 1983-84, On the other hand,
Shri Justice T.P.S. Chawla and Shri G.C, Baveja are of the view that provisions for these schemes
should, according to the existing practice, be Included in the Annual Plan for 1984-85, and making
provisions therefor again on the non-Plan side is unnecessary. Their view is set out in detail in a
minute of dissent.

3.121 According tothe majority, a plainreading of para5(v) of the President's Order suggests thatthe Com-
mission is required to make provisions for maintenance of Plan schemes completed by 1983-84 in 1984-85 and
onwards. The rationale of this requirement seems to be that 1983-84 being the base year for projection
of revenue expenditure into the forecast period, maintenance provisions for Plan schemes completed by
1983~-84 should be included in the expenditure forecasts for 1984-85 and onwards. By making provisions
for maintenance of Plan schemes completed by 1983-84 in the projections of revenue expenditure tn
1984-85, the Commission would only be giving effect to the requirements of the President’'s Order, the
rationale for which has been stated above. The majority, however, expects that the Planning Commis-
slon as well as the Government of India would take this into account and make such adjustments for
1984-85 as' may be necessary,

e
3.122 In making provisions for committed expenditure, we have taken note of the estimated require-
ments furnished to us by the State Governments and the views of the Planning Commission and the
Central Ministries respecting to committed expenditure requirements for Centrally Sponsored Schemes,



33

3.123 The Seventh Finance Commission noted that the estimates of committed expenditure, as a per-
centage of the Plan Outlay on revenue account in 1978-79 varied considerably as between States., Keeping
this in view, that Commission allowed fcr committed liabilities as the levels proposed by the States,
subject to a maximum of 50 per cent of the revenue component of the Plan outlay for 1978-79, In the
case of Sikkim and Haryana, the States' estimates were revised upwards to 30 per cent, We are faced
with the same problem. In respect of the State Plan Schemes completed by the end of 1983-84, the
maintenance expenditure requirements estimated by States for 1984-85 varies from 29,8 per cent to
88,9 per cent of the Plan provisions on the revenue account in 1983-84, The corresponding percentage
in respect of Central Sector and Centrally Sponsored Schemes varies between 13 per cent and 138, 9

per cent,

3.124 We sought information from the States about the actual expenditure incurred in 1979-80 on the
maintenance of the Plan schemes completed at the end of 1978-79, From the information received from
12 States the following facts came to light:

(a) The revenue component of the State Plan in 1978-79 under the heads 277-Education, 280-Medical
and 288-Social Security and Welfare accounted for 26,48 per cent of the revenue component of
the total Plan, the balance of 73.52 per cent being accounted for by all other heads.

(b) The maintenance expenditure incurred in 1979-80 as a percentage of the revenue component of
the Plan in 1978-79 in respect of the three heads mentioned in (a) above was 62, 81 per cent.

(c) The percentage corresponding to (b), in regard to the residual Plan schemes was 17,0 per cent,

(d) The total maintenance expenditure in 1979-80 as a percentage of the revenue component of the
total Plan outlay in 1978-79 was 29.19 per cent,

3.125 On the basis of the above, it appears to us that a provision of 30 per cent of the total outlay. on
revenue account in-the year 1983-84 would cover the maintenance expenditure of schemes completed
upto 1983-84. As it was noticed that this would not be sufficient to maintain the mid-day meal scheme
which has been taken in Andhra Pradesh as a part of the 1983-84 State Plan, the maintenance provt=
sions have been augmented suitably. The provisions so included in 1984-85 are shown in Annexure -
I-26.

‘3,126 In rwwl%é}%n—ﬁ; we obtained the views of the Planning Commission
and the Central Ministries concerned withthi tter.[ éfter considering their views, we have made
provisions for all States for the expenditure on account of The maintenance of the schemes of post-Matric
Scholarships to Scheduled Castes and Scheduled Tribes, pre-Matric Scholarships to Scheduled Caste

children, and for the maintenance of assets created under the National Rural Employment Programme
and the Rural Landless Employment Guarantee Scheme,

3.127 According to the majority, the terms of reference make no mention of the requirements for
maintenance of Plan schemes likely to be completed by the end of 1984-85, However, they have consi-
dered on merit the question of including provision on this account in the requirements of the States in
the forecast period, keeping in view the fact that full details of the Annual Plan for 1984--85 are not yet
available. The reassessment of the States' forecast in respect of the last four years of the period
covered by our Report i,e, 1985-86 to 1988-89, excludes any projections of revenue receipts and revenue
expenditure on account of fresh resource mobilisation in 1984-85 and additional committed liability that
would result consequent upon the implementation of the Annual Plan for that year, Having examined all
the relevant aspects of the question, it is broadly considered that the additional non-Plan liability which
would arise during 1985-89 consequent upon the completion of new Plan schemes in 1984-85 i.e., over
and above the provisions already made for schemes completed by 1983-84 would, by and large, be more
than offset by additional revenue which the States are expected to raise on the basis of the targets agreed
to by the States for the Annual Plan 1984-85, Tt is, however, likely that in the case of a few deficit States,
the expenditure on account of additional committed liability which would become a charge on their non-
Plan account from 1985-86 onwards, would be in excess of the additional revenue which they are expec-
ted to raise on the basis of the targets agreed to for the Annual Plan 1984-85, We think, that in these
cases, such excess may be computed by the Ministry of Finance and the Planning Commission and be
covered by additional grants-in-aid during each of the four year 1985-86 to 1988-89 as recommended

by us separately in the Chapter on Grants-in-aid,
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3.128 Shri Justice T.P,S. Chawla and Shri G,C. Baveja are of the view that the provisions made by
the majority of the Commission for maintenance of Plan schemes during 1984-85 in respect of schemes
completed in 1983-84 is totally contrary to the procedure adopted by the Planning Commission, Expen-
diture on maintenance of Sixth Plan Schemes forms part of annual Plans until the Sixth Plan itself is
over, and can by no process of reasoning form part of non-Plan expenditure during 1984-85 which is
the last year of the Sixth Plan, Therefore, they are of the view that for the purpose of maintenance of
Plan schemes which have been completed in 1983-84, provisions need be made for the first time from
1985-86 only. For almost all the States, their Plans for 1984-85 have already been settled by the
Planning Commission. It is not, therefore, clear as to what the majority want to convey when they
suggest that the Planning Commission as well as the Government of India would take this into account
and make such adjustment for 1984-85 as may be necessary.

3.129 They also feel that exclusion of provisions for maintenance of schemes completed in 1984-85
from the foredast for the period commencing from the Seventh Plan viz, 1985-86 onwards is not
desirable. They wish that instead of leaving it to the Ministry of Finance and Planning Commission,
this Commission should have worked out the amounts of grants-in-aid due to deficit State on this
account. The reason of the minority are set out in their minute of dissent.

3.130 As a result of the reassessment of the State forecasts on the lines indicated in this Chapter,
sixteen States have deficits aggregating to Rs. 18,484, 83 crores, and six States surpluses amounting
to Rs.8,063,94 crores, on the non-Plan revenue account over the forecast period, without taking into
account devolution of taxes, State-wise details of such surpluses/deficits are shown in Annexures
MI-27(1) to MMI-27 (xxii).



CHAPTER IV

REASSESSMENT OF THE FORECASTS OF THE CENTRAL GOVERNMENT

4,1 Paragraph 5(i) of the President's Order enjoins that in making its recommendations, the Finance
Commission shall have regard, among other considerations, to the resources of the Central Govern-
ment and the demands thereon on account of the expenditure on civil administration, defence and border
security, debt servicing and other committed expenditure or liabilities.

4.2 We requested the Ministry of Finance to send us forecasts of the Central Government's receipts
and expenditure on revenue account and capital account for the five years ending with the financial year
1988-89. These were received on 19th August, 1983. Subsequently, the Commission held detailed
discussions with the Union Finance Secretary and his colleagues regarding the premises under-lying

and the assumptions made in preparing the forecasts. In respect of certain issues relating to direct
taxes, the Commission had separate discussions with the Chairman of the Central Board of Direct Taxes
and his colleagues. The Commission also held discussions with the Defence Secretary, the Secretary,
Department of Petroleum and the Financial Commissioner, Railways, regarding the estlmates of receipts
and/or expenditure with which they were concerned. Further, the Secretary of the Commission held
discussions with Member (Finance), Posts and Telegraphs Board. All these discussions were intended
to have a fuller understanding of the important aspects of the Centre's forecasts,

4.3 1t emerged from the discussfons with the Ministry of Finance that the projections of tax revenues
were made on the following two important assumptions: first, that the gross domestic product (GDB)
would grow at the rate of 4.5 to 5 per cent per annum; and second, that the annual price rise would be
around 4 per cent to 5 per cent. The projection of revenues from customs duties, it was explained,
was based on the expected levels of imports and exports and the overall position regarding balance of
payments. It was clarified by the Ministry that all individual heads of revenue expenditure had been
projected at constant prices, However, they had made a lump-sum provision to meet the cost of fresh
instalments of dearness allowance that might be sanctioned to employees during the forecast period,

4.4 As mentioned in the previous Chapter, the States' revenue and expenditure have been projected by
us for the forecast period at 1983-84 prices. To be econsistent, the forecasts of receipts and expenditure
‘received from the Finance Ministry have been re-worked on the assumption of price stability. For this
purpose, the rates of growth of revenue from different sources, particularly from the major taxes and
duties, had to be appropriately determined.

4.5 At our instance, the National Institute of Public Finance and Policy carried out detailed exercises
for projecting revenues from four important Unjon taxes viz. income tax, corporation tax, Union duties
of excise and customs duties., The projections were worked out on the basis of partial elasticities with
respect to income and price variables.

4,6 We also received from the Central Board of Direct Taxes two alternative estimates of income tax
and corporation tax collections during the forecast period based on partial elasticities. One estimate
assumed 4 per cent annual rate of growth in non-agricultural GDP and zero rise in wholesale price index,
The other estimate incorporated in addition to a 4 per cent annual rate of growth in non-agricultural
GDP, an increase of 5 per cent in the index of wholesale prices.,

4,7 We also compared the actual rates of growth of revenue from the important Union taxes/duties
during the period 1978-79 to 1983-84 with the rates of growth assumed by the Seventh Finance Commisfon
and also with the rates of grwoth assumed by the Working Group set up by the P lanning Commission for
estimating the resources for the Sixth Plan.

TAX REVENUES

4.8 In considering the growth of some of the important Union taxes and duties, we also took note of
certain recent developments which have an important bearing on the assumptions to be made about the
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growth of individual taxes. For example, while the rate of growth of revenues from income tax hasnotbeen
impressive in the recent year, about Rs.1000 crores of un-accounted money was mopped up through
bearer bonds. This shows that a more - effective enforcement of the income tax laws would have pro-
duced a higher growth rate. Again, one of the principal reasons given by the Ministry of Finance for
the decline in growth of revenue from Union excise duties in the recent past is the change in the pattern
of industrial growth. It was pointed out that industrial growth in the past few years had been character-
ized by the relatively higher rate of growth of un-registered and small-scale units which enjoyed more
liberal concessions under the scheme of excise duties. The growth of the rest of the industrial sector
was slower. Further, with the exception of 1981-82 when there was a growth of 8 per cent, industrial
production registered a rate of growth of only 3 to 4 per cent in other years. It was explained that both
these factors appeared to be responsible for the decline in the rate of growth of revenue from Union
duties of excise.

4,9 While determining the rates of growth of revenue from the taxes and duties of the Union Govern-
ment, we have had regard to all the facts mentioned above. We have also kept in view the behaviour

of several relevant macro and policy variables while finally determining the rates of growth of revenue
on the assumption of price stability during the forecast period.

4,10 It may be recalled that though State Governments have presented their budgets for 1984-85, we
have not used the Revised estimates for 1983-84 for the reasons given in paragraph 3. 11 of the previous
chapter; instead the estimates of receipts /expenditure for the base year 1983-84 were built up from the
actuals of 1982-83, However, in the case of the Centre, the estimates for the base year 1983-84 have
been reworked out by us using the Revised estimates for 1983-84 with suitable modifications. We made
this departure as the budget documents relating to the financial year 1984-85 which contain the details
of Revised estimates for 1983-84 were furnished to us and it was possible, within the time available to
us, to undertake a fresh review of the resources of the Centre on the basis of the Revised estimates for
1983-84, :

4,11 Briefly, the methodology and the rates of growth adopted by us are as follows:

(a) Growth rates are expected to be influenced by changes in income, prices and other factors, On
the assupmptions of price stability and 5 per cent annual increase in income during the forecast
period, and taking into account all other relevant factors, we have determined the annual rate
of growth of income tax at 6.5 per cent, of corporation tax at 7.5 per cent (excluding the rece-
ipts frcm petroleum companies) and of Union duties of excise at 7 per cent (excluding the rece-
ipts from cess on crude oil).

(b) The receipts of corporation tax from petroleum companies depend upon the production of
crude oil and hence they have been projected separately on the basis of the forecast given to us
by the Department of Petroleum, after taking into account the deductions permissible under
section 42 of the Income Tax Act for prospecting and production of mineral oils and the agree-
ments between the Central Government and the petroleum companies,

(c) The estimates of the cess on crude oil are also based on the forecast of crude production fur-
nished to us by that Department,

(d) As a result of the recent judgement of the Supreme Court holding that the manufacturers are
liable to pay excise duty on post-inanufacturing expenses, arrears of excise duty have become
recoverable. Our forecast assumes the recovery of such arrears.

(e) Having regard tc the likely levels of export and import during the forecast period, we have
adopted 7 per cent as the rate of growth of customs duties,

(f) For estimating the proceeds in the Union territories from taxes like sales tax, motor vehicles
tax, State duties of excise, etc., the rates of growth adopted by us in the adjacent States have
generally been applied.

NON-TAX REVENUES

4.12 The two important items of non-tax receipts which require special mention are interest receipts
and dividends. The forecast of the interest receipts of the Centre includes recovery of interest on
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fresh lendings by the Central Government during the forecast period. We have re-assessed the Centre's
forecast, prepared on this basis, so as to get a complete picture of their resources.

4,13 The two major items of fresh loans to the States in the forecast period, interest on which has been
included in the Centre's forecast, are the loan component of Central assistance for Plans and the loans
against small savings collections. In regard to loans for Plans, the forecast received from the Finance
Ministry assumed an increase of 10 per cent per year, As regards the fresh loans to the State
Governments against small savings collections, we have assessed the net collections of small savings
during the forecast period at about Rs. 14,700 crores and we have provided for loans of about Rs, 9, 800
crores to the State Governments. The estimates of interest receipts from the State Governments and

the Union territories as furnished in the Finance Ministry's forecast have been accepted, except for the
modifications required on account of the changes made in the estimates of loans against small savings
collections referred to above,

4,14 The forecast of interest receipts from Raflways and the Posts and Telegraphs furnished by the
.Railway Board and Posts and Telegraphs Board, based on their expectations of Plan investments, have
been accepted.

4,15 Most of the loans, other than those to State Governments/Union territories, are due from the
public sector undertakings of the Central Government. Consequently, we have re-assessed the interest
receipts assuming an average rate of 7 per cent,

4,16 According to the Public Enterprises Survey for 1982-83 published by the Bureau of Public Enter~
prises, out of 144 running commercial and {ndustrial undertakings (other than financial institutions, Life
Insurance Corporation, General Insurance Corporation and the banks) in which the Central Government's
equity investment was Rs, 13, 121 crores at the end of 1982-83, a net profit of Rs. 1,517 crores was made
by 82 enterprises, and the remaining companies incurred losses amounting in all to about Rs.821 crores.
Dividend amounting: to Rs. 114 crores was declared by 44 companies and the Centre's share in the divi-
dend was Rs, 110 crores. Thus, the Central Government received a return at the rate of 0,84 per cent,

4.17 n view of the nature of the Central enterprises we have thaught it fit to consider them as a whole
for the purpose of estimating dividends from the Central investments made in their equity. It may be
recalled that in the case of States, we had taken into account the broad purposes subserved by the public
sector undertakings and classified them into promotional, financial and commercial undertakings and
we had assumed dividends at the rates of nil, 3 per cent and 5 per cent respecitvely from the invest-
ments in these undertakings. The Seventh Commission assumed a return of 7.5 per cent by 1983-84 to
the Centre on equity investments by the Central Governments. For the financing of the Sixth Plan, the
Planning Commission had assumed a return of 8 per cent on the investments of the Central Govern-
ment rising to 10 per cent at the end of the Sixth Plan, Large investments have been made in the public
sector undertakings in pursuance of the national economic policy, which envisages control of the com-~
manding heights of the economy by the Government, The policy further envisages that these investments
would yield reasonable surplus to the undertakings which could be ploughed back for further development
or utilised to give returns to the Centre by way of dividends. There are, thus, strong grounds for
expecting higher returns on these investments., However, keeping in view the losses being incurred at
present as mentioned above and taking a realistic view of the matter, we have :assumed. an average
minimum dividend of 6 per cent only during the forecast period.

4,18 The Central Government's departmental undertakings have been treated in the same manner as
those of the States. In regard to the Delhi Milk Scheme, we have assumed that the existing losses
would be reduced and wiped out completely, by 1986-87. However in the case of power projects like
the Badarpur Thermal Station, return at the rate of 7 per cent has been assumed on the entire invest-
ment as at the end of 1983-84,

REVENUE EXPENDITURE

4,19 Turning to the revenue expenditure, as already stated, the Finance Ministry's projections under
individual major heads in their forecast were based on assumptions of price stability during the fore-
cast period, We observe that all the important heads of expenditure have been projected at a rate of

5 per cent per annum which we consider reasonable, Their forecast also included provisions for the
interim relief sanctioned from 1st June, 1983 but did not include any contingent provision to meet

the liabilities that might arise on account of the recommendations of the Fourth Pay Commission which
has recently been set up.
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4,20 To enable the Central Government to pay dearness allowance (DA) in the event of an increase in
prices, lump sum provisions had been made by them in each of the five years of the forecast period.
As our reassessment is based on price stability during the forecast period, we have excluded the pro-
visions for dearness allowance from our calculations,

4,21 Tt was intimated by the Ministry of Finance that the forecast of defence expenditure was based
on the tentative projections made by the Defence Ministry, These projections were discussed with the
Finance Secretary and his colleagues as well as with the Defence Secretary. We have reassed the
defence provisions with a view to adjusting them for constant prices.

4,22 The forecast of interest payments furnished by the Ministry of Finance has been modified’ by us
in consequence of the changes made in the forecast of some items of capital receipts like market loans
and small savings collections, to which we will refer later.

4,23 Subsidies constitute an important item of expenditure of the Central Government, The major part
of the expenditure on subsidies is accounted for by three items viz. foodgrains, fertilisers and exports..
The Seventh Finance Commission thought that while export subsidies might not be susceptible to reduc-
tion in view of the role they played In sustaining the national export effort, there was scope for reducing
the burden of subsidies on fertilisers. They assumed a progressive decrease in the subsidy on ferti-
lisers and reduced it to nil by 1983-84. So also, in regard to food, they assumed that the quantum of

the subsidy would be reduced in 1983-84 by 25 per cent from the level existing in 1979-80. Unfortunately,
these expectations of the Seventh Finance Commission have not materialised for various reasons.

4,24 Our view in regard to food subsidy is that it would be unrealistic to assume any reduction in the
level of this subsidy during the forecast period. Factors such as growth of population, larger procure-
ment and off-take of foodgrains, increases in prices of foodgrains and of storage charges etc, are the
fmportant factors which effect the quantum of subsidy., All these factors are likely to necessitate a
higher subsidy. We have, however, projected the amount of subsidy shown in Revised estimates for
1983-84 at the rate of 2 per cent per annum to provide only for the likely increase on account of the
increase in population, So far as other factors are concerned we expect the Central Government and
the Food Corporation of India to meet the additional burdens by increases in the issue prices and/or

by reduction in the costs of handling foodgrains. On this basis, we have made a provision of Rs. 4,433
crores for subsidy on food as against a provision of Rs.4, 884 crores made in the Ministry's forecast.

4,25 We notice that the subsidy on indigenous fertilisers has risen steeply in recent years. This seems
to be for two reasons. Firstly, efforts are being made, as a matter of policy, to substitute imports by
indigenous production of fertilisers. The domestic costs of production are higher than the international
prices., The subsidy is calculated on the basis of retention prices fixed for the various manufacturing
units, Larger amounts of subsidy have become payable as a greater portion of the demand is being
met by indigenous production of fertilisers. Secondly, in order to encourage the farmers to increase
the consumption of fertilisers, the issue prices had also to be subsidised, These considerations are
unlikely to change in the near future and, therefore, it is unlikely that there will be any significant
reduction in the levels of subsidy during the forecast period. We have projected increases In the quan-~
tum of subsidy so as to take into account the likely increase in production in the forecast period. We
have, however, not made provision for increase in the quantum of subsidy on account of further increase
in the production costs of fertilisers. We expect that the latter increases would be suitably absorbed in
the issue prices of fertilisers. Accordingly, we have reduced the provision of ’s. 10,197 crores made
by the Ministry to fs.6,581 crores,

4.26 The need to step up exports still continuous and there is a rationale for the export subsidy which
is being given at present, Taking note of the present overall economic policy, we have made provisions
for the subsidy in the forecast period at the level obtaining in Revised estimates for 1983-84.

4.27 A major item of expenditure is the transfer to the Oil Industry Development Board of the cess
raised by the Central Government on the production of crude oil. The law under which the cess is levied
earmarks it for the development of the oil industry, The receipts from cess are estimated at Rs. 854
crores In Revised estimates for 1983-84, Though no transfer is envisaged in Revised estimates for
1983-84, the Finance Ministry has indicated that the entire amount of receipts will be transferred to the
Oil Industry Development Board in the forecast period, These funds are required by the Board for
lending to the various nationalised petroleum companies. The expenditure of the Board is in the nature
of Plan expenditure. Consequently, in estimating the revenue surplus of the Central Government, we
have not made any provision for such transfers,



COMMITTED LIABILITY

4,28 The forecast of the Central Government did not include provisions for maintenance of the Plan
schemes completed by the end of 1983-84, We have, however, made provisions for this in the year
1984-85 as well in subsequent years after obtaining relevant information from the Ministry of Finance.
So far as Sixth Plan schemes completed during 1984-85 are concerned, we have not made provision for
their committed liability in the first four years of the Seventh Plan, namely, 1985-86 to 1988-89, This
procedure has been adopted in accordance with the recommendation of the majority of the Commission
for reasons similar to those stated in paragraph 3,127 of Chapter I,

4,29 Shri Justice T,P,S Chawla and Shri G.C, Baveja are of the view that this Commission should
follow the practice adopted by the Planning Commission for making provision for maintenance of Plan
schemes. They are, therefore, in favour of making provision for maintenance of all the Sixth Plan
schemes, including those likely to be completed in the year 1984-85, in the forecast period commencing
from first year of the Seventh Plan, i.e. 1985-86, For the same reason, they are against making provi-
sion in the year 1984-85 for maintenance of Sixth Plan schemes completed by 1983-84, since this would
appropriately form part of the Plan expenditure and not non-Plan expenditure.

CAPITAL ACCOUNT

4,30 As indicated earlier, we have modified the Centre's estimates in respect of market loans and
net small savings collections as a result of which additional receipts of about Rs. 11, 000 crores would
accrue in the forecast period. These changes are based on the trends of the major determinants of
market loans and small savaings collections in the recent past. The Centre's forecast did not provide
for repayment of small savings loans by the State Governments, We have revised the forecast in this
respect by including, according to the normal terms and conditions of these loans, such repayments
amounting to Rs.960 crores during the period 1984-85 to 1988-89, On the expenditure side, we have
made additional provision for loans to the States against their share in small savings collections,

4,31 Annexure IV-I presents a summary of the results of our reassessment of the Centre's forecast.
As a result of our reassessment, the surplus on Revenue Account of the Central Government will
increase by Rs, 18,671 crores and that on Capital Account by }s. 11,736 crores, resulting in an overall
surplus of Rs, 96,319 crores during the forecast period as against Rs, 65,912 crores assessed by the
Ministry of Finance.

4,32 Shri A.R. Shirali has some reservations on the above reassessment, These are reflected in his
Note of Dissent which is appended,



CHAPTER V
INCOME TAX

5.1 Under Article 280(3) of the Constitution, it is the duty of the Finance Commission to make recom-
mendations to the President, inter alia, as to the distribution between the Union and the States of the
net proceeds of taxes which are to be, or may be, divided between them and the allocation between the
States of the respective shares of such proceeds. Article 270(2) of the Constitution specifically pro-
vides that such percentage, as may be prescribed, of the net proceeds in any financial year of taxes on
income, other than agricultural income, except in so far as these proceeds represent proceeds attribu
table to Union territories or to taxes payable in respect of Union emoluments, shall not form part of
the Consolidated Fund of India, but shall be assigned to the States within which the tax is leviable in
that year. Sub-clause 4(a) of Article 270 specifically excludes corporation tax from the definition of
'taxes on income'. Article 271, permits levy of a surcharge on taxes and duties for the purposes of
the Union and the whole proceeds of such surcharge form part of the Consolidated Fund of India.

5.2 The share out of the net proceeds of income tax assigned by the First Finance Commission to the
States was fixed at 55 per cent. This was raised to 60 per cent, 66 2/3 per cent and 75 per cent by the
Second, Third and Fourth Finance Commissions respectively. The Fifth Finance Commission did not
increase the States' share further and retained it at 75 per cent, inter alia, on the ground that the pro-
ceeds of the income tax distributable among the States during the period covered by the Commission's
recommendations would also be inclusive of advance tax collections which, till then, were not shared
with the States. '

5.3 The Sixth Finance Commission increased the States' share in income tax to 80 per cent having
regard to various considerations. Their approach was conditioned by the desire to ensure that there
was no decrease in the distributable income tax pool on account of the disappearance of the arrear ele-
ment of the advance tax collections which existed in the previous period. The Seventh Finance Commis-
sion was impressed by the grievance of the States that the Centre was using the power to levy surcharge
as a pormal revenue measure, instead of restricting its use to meet extraordinary or emergent needs
and, hence, increased the States' share to 85 per cent of the net proceeds,

5.4 In their Memoranda submitted to us, eight States viz. Assam, Bihar, Gujarat, Jammu & Kashmir,
Karnataka, Nagaland, Orissa and Tamil Nadu have pleaded for an increase in the States' share in in-
come tax from 85 per cent to 90 per cent. Punjab has proposed enhancement of the States' share to 90
per cent of the net proceeds of income tax, inclusive of surcharge. Four States, viz. Madhya Pradesh,
Maharashtra, Rajasthan and Uttar Pradesh have proposed that it should be 95 per cent. Another four
States viz. Andhra Pradesh, Haryana, Tripura and West Bengal have proposed that it be hundred per cent.

But Andhra Pradesh has, alternatively, said that if surcharge on income tax is merged in the divi-
sible pool, such percentage share may be kept at 90 per cent of the enlarged divisible pool. Further,
both Andhra Pradesh and Haryana have suggested that if surcharge and corporation tax are both inclu-
ded in the divisible pool, the share of the States in the combined receipts may be reduced to 50 per
cent. Four States viz. Himachal Pradesh, Kerala, Manipur and Sikkim have not proposed any change
in the existing share of 85 per cent.

Meghalaya is the only State which has suggested a reduction in the share of the States to 80 per
cent, or even 75 per cent, for the reason that surcharge on income tax has been brought down from 15
per cent as at the time of the last Commission's report to 12} per cent as at present.

5.5 The States, by and large, have advanced two main arguments for increasing their share in the
divisible pool of income tax. Firstly, they say that surcharge and corporation tax should be made a
part of the divisible pool or, alternatively, whilst determining the share of the States, regard be had
to the fact that they are not part of the pool. Secondly, they say that the share of the divisible pool
should be enhanced because their needs have increased over the years.

4%
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5.6 As regards the surcharge and corporation tax, we would like to mention that similar arguments by
the States were put forward before the Third Finance Commission and have been repeated before all
succeeding Commissions. All of them were agreed that, under the Constitution as it stands, it is not
permissible to merge the surgharge and corporation tax with income tax, and bring them into the divi-
sible pool. We agree with this view. The position is too obvious to need any further elaboration. As
regards the argument that the surcharge and corporation tax not being shareable would form a part of
the Centre's resources, and that this fact should be taken into account in deciding what the share of the
States in the divisible pool should be, we need only say that this is exactly what we have done.

5.7 With regard to the second argument, we notice that there is an evident inconsistency in the views
expressed by the States. Whilst on the one hand they demand a larger share in the divisible pool of
income tax on the ground that their needs have risen, yet, on the other, they seem to apprehend that
the Centre is losing interest in this tax because of its declining share. Although we do not share this
apprehension, yet, having weighed all the relevant considerations, we think that it would not be prudent
to increase the share of the States in the divisible pool of income tax beyond the present 85 per cent.

5.8 We accordingly, recommend, that the States' share in the net proceeds of income tax may be kept
at 85 per cent of the divisible pool during each of the years covered by our recommendations i.e.
1984-89.

5.9 Notwithstanding the present position as regards surcharge under the Constitution, we feel bound to
express our concurrence with the view of the Seventh Finance Commission that 'a surcharge continued
indefinitely could well be called an additional income tax, shareable with the rest of the proceeds of
income tax'. It appears, that it is because of this view taken by them, that the Seventh Finance Com-
mission raised the share of the States to 85 per cent in the divisible pool of income tax.

5.10 For reasons which we have already stated, we are not in favour of increasing the share further.
However, we would strongly suggest to the Union Government that for the sake of amicable Centre-
State relations it should reconsider the indefinite continuance of the surcharge. We realise that an
immediate withdrawal of the surcharge would cause difficulties to the Centre. Therefore, we would
suggest that with the commencement of the financial year 1985-86 the surcharge be withdrawn, and the
basic rates of income tax be suitably adjusted. We appreciate that probably this process will reduce
the Centre's resources by a small extent, but, we think, that in the larger national interest it is a
desirable step. To avoid any doubt, we make it clear that if this suggestion is accepted and implemen-
ted, the share of the States in the divisible pool should nonetheless remain at 85 per ceat and the addi-
tional resources accruing to the States should be available to them for their Plans,

5.11 As regards corporation tax, the grievance of the States is even stronger. The Sixth Finance Com-
mission had suggested a review of the Question by the National Development Council, and the Seventh
Commission had also suggested that the Centre may consider holding consultations with the States in
order to settle the point finally. Several States are not satisfied with the outcome of the meeting of
Chief Ministers held on 19th and 20th May, 1979. An extract from the summary record of the meeting
is given at Annexure V-I, Some States, therefore, have gone to the extent of suggesting to us that,
until the Constituiion is amended to provide for the sharing of corporation tax, we may recommend
grants-in-aid under Article 275 of the Constitution in lieu of the share which we think they ought to have
in corporation tax. We are unable to accede to this suggestion made by the States, as it would amount
to circumventing the Constitution. We do, however, think that a further review of this matter is over-
due, as it is important to remove this major irritant in Centre-State relations. Corporation tax has
shown a high elasticity and it would seem only fair that the States also should have access to such a
source of revenue.

5.12 We had the benefit of discussions with the Central Board of Direct Taxes relating to collection of
income tax and its distribution amongst the States. We were informed that.-while working out the por-
tion assignable to the States, deductions are made from the gross receipts of the following five items:—

(1) Union surcharge; (4) Cost of collection; and
(2) Share attributable to Union territories; (5) Miscellaneous receipts.
(3) Tax on Union emoluments;

In regard to item (4) - 'Cost of Collection', we were informed that the cost of collection is appor-
tioned between income tax and corporation tax, as the collecting agency for both the taxes, is the same,



42

We were informed that under the present system which was introduced from 1970-71, the cost of collec-
tion is allocated in the ratio of 7:1 between income tax and corporation tax. This is said to be on
account of the fact that the number of income tax assessees is much larger than those who pay corpo-
ration tax. Even then the ratio seems somewhat imbalanced. We, therefore, suggest that the existing
method of allocating the cost of collection between income tax and corporation tax be reviewed by an
Expert Committee consisting of senior officials representing the Comptroller and Auditor General of
India, the Ministry of Finance and some State Governments.

5.13 With regard to item (5 'Miscellaneous Receipts', we learn that this head comprises:
(i} Penalties under the Income Tax Act 1961;
(ii) Interest recoveries;
(iii) Leave salary contributions;
(iv) Sale proceeds of dead stocks, waste paper and other articles (the cost of which was met
from office expenses); and
(v) Other items.

Out of these, we are concerned only with 'penalties' and 'interest recoveries'. It has been brought to
our notice that these two classes of receipts are not included in the divisible pool of income tax., We
are further told that the reason is that the Law Ministry had given the opinion that they do not form a
part of 'income tax'. We have given the matter our careful consideration and it seems to us that since
the power to levy penalties and recover interest under the Income Tax Act emanates from the power to
levy income tax itself, these two classes of receipts must fall within the concept of 'income tax' as
that term is used in Article 270 of the Constitution. Accordingly, we recommend that 'penalties' and
‘interest recoveries' should form part of the divisible pool of income tax. If there be any difficulty in
segregating the figures for 'penalties' and 'interest recoveries’out of miscellaneous receipts in 1984-85,
this may be done on an estimated basis for that year.

5.14 Two other matters, to which the States have particularly drawn our attention, are receipts under
the Compulsory Deposit Scheme and the floatation of Bearer Bonds to draw out black money. The Sta-
tes have argued that a share in the net proceeds of both these receipts should be given to them. Some
of them have maintained that since the receipts under these schemes are in the nature of borrowed
funds to be eventually given back to the income tax assessees or the Bond holders, they should be
apportioned between the Union and the States on the same basis as small savings.

5.15 While we appreciate the desire of the State Governments to obtain as large a share as possible in
the national resources, it has to be borne in mind that these schemes are not normal revenue measures;
they are special devices employed to meet the needs of the Central Government. We do not, therefore,
think it reasonable to recommend the sharing of these abnormal receipts

5.16 The Seventh Finance Commission had determined the proceeds attributable to Union territories,
by notionally treating all Union territories taken together, as one State and assigning to it a share on
the basis recommended for the States. Excepting for Nagaland, no State has criticised the method
adopted by the Seventh Finance Commission. Nagaland has suggested that the share attributable to
Union territories may be either discontinued or reduced, as the Union territories get grants from the
Consolidated Fund of India. We cannot subscribe to this view. The share of Union territories cannot
be discontinued in view of the clear provisions of Article 270(3) of the Constitution. The principle ado-
pted by the Seventh Finance Commission for determining the share of Union territories viz. treating
all of them taken together as one unit, is equitable, and we recommend its continuance during the
period covered by our recommendations.

5.17. Coming now to the inter se allocations of income tax among the various States, we observe that
all the previous seven Commissions have givenweight to only two factors, namely, 'population' and
'contribution'. While the First, Third and Fourth Finance Commissions gave 80 per cent weightage to
population, the Second, Fifth, Sixth and Seventh Finance Commissions gave it a weightage of 90 per
cent. 'Collection' as a measure of contribution was given a weightage of 10 per cent by the Second and
the Fifth Finance Commissions and 20 per cent by the First, Third and the Fourth Finance Commis-
sions. The Sixth and the Seventh Finance Commissions gave 10 per cent weightage to 'assessment’,

in preference to 'collection' as a measure of the States' contribution.

5.18 Twelve States are against attaching any weightage to the factor of contribution, whether computed
by collection or assessment. Five States have proposed that the 10 per cent weightage to contribution,
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‘s at present, may continuve. Onl!y three States have proposed a higher weightage to contribution,
namely, Punjab 20 per cen:, Gujarai 30 per cent and Maharashtra 45 per cent. All these States have
argued that a significant pertion of tax collected, particularly from State emoluments, small business,
retail trade. house properiy eic. is of local origin, and should be given back to the States where such
income tax is collected. They have also argued that thcy have to incur additional costs to promote
industrialisation which has produced the additional income and tax thereon. They say that investments
had to be made on infrastructure facilities like roads, power, water supply, housing etc., which impo-
sed on them some amount of sacrifice as they had to forgo correspondingly, investments in other sec~
tors. Therefore, they argued that they should not be deprived of their legitimate shares based on
contribution in tax which has been derived from income made possible by their efforts.

5.19 We have carefully considered the matter in the light of the recommendations of the previous Com-
missions and, also, the views expressed before us by the State Governments. While on the one hand,
it has been argued that the factor of contribution has become irrelevant on economic considerations,
there is also the point, forcefully argued before us, that a part of the incomes liable to tax is of local
origin. On a balance of various considerations, we recommend that 10 per cent of the States' share of
income tax may continue to be allocated on the basis of 'contribution' as measured by assessment. For
the purpose of determining the proportions of the contribution of the States to the income tax revenues,
we have adopted the ratio of State-wise assessments to the total income tax assessed on the basis of

the average for the years 197778 to 1981-82. We have obtained information from the Central Board of
Direct Taxes for this purpose which is shown in Annexure V2.

5.20 Dr. C.H. Hanumantha Rao feels that there is no case for distributing part of the States' share of
income tax among the States on the basis of 'contribution’'. However, in view of the decision of the
Commission to give a significant weightage to factors favourable to the less developed States in the
distribution of the States' share of income tax as well as basic excise duties, he concurs with the over-
all recommendations in this Chapter.

5.21 The factor of population simpliciter has been given a predominant weightage in the distribution of
income tax shares in the past. As mentioned earlier, three Commissions had assigned 80 per cent
weightage and four Commissions 90 per cent weightage to population. In the Memoranda submitted to
us, Haryana and Kerala have suggested 100 per cent weightage for population. (This is Kerala's second
best alternative, the first being a common formula for allocating both excise and income tax in which
the weightage to population is 25 per cent.) Andhra Pradesh, Assam and Sikkim have proposed 90 per
cent weightage for population. Punjab, Bihar, Gujarat, Himachal Pradesh, Manipur, Meghalaya,
Maharashtra, Nagaland, Orissa, Rajasthan and Uttar Pradesh have proposed a weightage ranging from
50 per cent to 80 per cent for population. While Jammu & Kashmir has proposed 20 per cent and Tamil-
Nadu 25 per cent weightage for population in the determination of the inter se shares of the States in
income tax, Karnataka is the only State to suggest that no weightage may be given to population.

5.22 A study of the States' Memoranda shows that sixteen States would like a change from the present
9 per cent weightage for population. They have urged that weightage for population per se should be
reduced. We pote that population as a factor for the distribwtion of income tax has continued for well
over 30 years. The First Finance Commission had mentioned that population is a broad determinant
of needs. While we agree with this view, we think that population as such is merely a scale factor.
For example, two States with equal population may not require an equal level of assistance if one
State is more advanced than the other. We are of the view that, at the present stage, relative econo-
mic backwardness must receive due consideration in the scheme of allocation of tax resources among-
st the States.

5.23 ASsam, Bihar and Jammu & Kashmir have suggested a weightage of 10 per cent to 30 per cent

to backwardness in the distribution of the State-wise shares in income tax. Himachal Pradesh, Mani-
pur and Nagaland would like a certain percentage of the distributable pool to be set aside for exclusive
distribution amongst the hill States. Karnataka would like 60 per cent weightage to be given to a
composite index of development and 40 per cent to an index of resource mobilisation effort. On the
other hand Rajasthan would prefer equal weightage to be given to an index of infrastructure and popu-
lation weighted by area. Meghalaya would like 25 per cent share of income tax to be set apart for
ensuring a predetermined level of surplus for all States. Orissa has proposed 50 per cent weightage
for Scheduled Castes and Scheduled Tribes population while Uttar Pradesh has proposed that 25 per
cent may be distributed on the basis of the inverse ratio of per capita income multiplied by population
and another 25 per cent amongst only those States whose per capita income is below the all States'
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average. Jammu & Kashmir has proposed distribution on the principle of revenue equalisation and
giving weightage for area besides population and backwardness.

5.24 Bihar, Haryana, Kerala, Madhya Pradesh and Tamil Nadu have suggested a common formula for
the distribution of both income tax as well as basic duties of excise. A similar suggestion was made to
the previous Commission but it was not accepted by the majority of that Commission.

5.25 On analysing the diverse views expressed by the States, it appears to us that we have to resolve
two questions. One is whether the criteria for allocating income tax can be the same as those for
allocating excise duty or must be different; and, the other, what those criteria should be.

5.26 As regards the first question, it is worth observing that it was also canvassed before the Seventh
Finance Commission. The majority of that Commission seem to have taken the view that 'since the
Constitution distinguishes between the two taxes''they had 'to determine separately the shares of the
States in income tax and in excise duties and the principles of distrihution thereof among the States. "
Dr. Raj Krishna, a Member of that Commission wrote a very forceful dissent and Dr. C.H. Hanu-
mantha Rao, who was a Member of that Commission and is also a Member of the present one, agreed
with Dr. Raj Krishna on this issue, but he concurred with the overall recommendations in view of the
decision of that Commission to give a significant weightage to factors in favour of the less developed
States in the distribution of the much enlarged divisible pool of excise duties.

5.27 It is, of course, true that income tax and excise duties are dealt with by different Articles in the
Constitution, and that whereas income tax is compulsorily shareable, with regard to excise duties
there is a discretion. But the Constitution jtself seems to attach no importance to the separation,
because in Article 280(3)(a), they are dealt with together. It refers conjointly to 'the allocation bet--
ween the States of the respective shares' in regard both to 'taxes which are to be, or may be, divided
between them.'

5.28 We agree with Dr. Raj Krishna that "there is no legal or economic basis for allocating shareable
income tax revenue and excise revenue according to different criteria*". There is great force in his
dissent where he says: "It cannot be argued that progressivity should be a feature of the inter-State
distribution of excise revenue but not of the inter-State distribution of income tax revenues'. We further
agree with him that no distinction can be drawn because of the use of the word 'manner' in Article 270,
and 'principles’ in Article 272. Nor does anything turn on the word 'assigned' in Article 270 and its
absence in Article 272. In any case, this word is used in Article 270 in respect of the transfer of the
net proceeds of income tax from the Centre to the States, and not in connection with the allocation
amongst the States, and, therefore, can have no significance in respect of the latter. These verbal
differences between the two Articles do not imply more than they actually convey. In our opinion, it
would be an error to found any substantial argument relevant to the present question merely on these
differences in phraseology.

Further, general considerations lead us to the same conclusion. We can conceive of no reason why
the Constitution makers should have wanted that only excise duties should be used for the benefit of the
backward States. After all, in both cases what is transferred to the States is money. The debates in
the Constituent Assembly, and the reports of its Committees, show that no such distinction was intend-
ed to be made. Having given the matter our very careful consideration, we are of the opinion that
there is nothing in the Constitution which bars the allocation of income tax on the same criteria as
excise duties.

5.29 As to the criteria which we should adopt for making the allocation, we think, that the criteria for
allocating income tax should be moreprogressive than they have been hitherto. In order to achieve
this result, we think, that the 90- per cent of the States' share of income tax remaining after distribut-
ing 10 per cent on the basis of contribution, should be allocated amongst them on the very same princi-
ples as those we are applying for allocating the predominant part of their share of excise duties.

5.30 Accordingly, we think, that the balance of 90 per cent of the States' share of income tax, which
remains after distributing 10 per cent on the basis of contribution, should be allocated between the
States by giving a weightage of 25 per cent to population, 25 per cent to the inverse of per capita
income multiplied by population, and 50 per cent to the distance of per capita income as explained in
the next chapter.

* Page 115 - Repurt of the Finance Commission (1978).
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5.31 On the basis of the recommendations in para 5.19 and 5.30, the composite percentage shares of
each State have been determined and shown in the table below para 5.32. Income tax has not yet been
extended to Sikkim. We have worked out the State-wise composite shares in income tax amongst the
States including Sikkim as well as without Sikkim on the consideration that in case income tax is exten-
ded to that State, the basis of its distribution amongst the States may pose no problem.

5.32 To sum up, we recommend that in the distribution of the net proceeds of income tax in each of
the years 1984-85 to 198889 :—

(a) Out of the net proceeds in each financial year, a sum equal to 1. 792 per cent thereof shall
be deemed to represent the proceeds attributable to Union. territories,

(b) The share of net income tax proceeds, except the portion representing the proceeds attribu-
table to Union territories and Union emoluments, to be assigned to the States should be 85
per cent; and

(0) The distribution amongst the States inter se of the share assigned to the States in respect of
each financial year should be on the basis of the percentages shown in the Table below:

Percentage Percentage Percentage Percentage

State with without State with without

Sikkim Sikkim Siklkim Sikkim
1. Andhra Pradesh 8.187 8.190 12. Manipur 0.220 0.220
2. Assam 2,789 2.789 13. Meghalaya 0.184 0.184
3. Bihar 12,080 12. 085 14, Nagaland 0.088 0.088
4. Gujarat 4,409 4.410 15. Orissa 4.202 4.203
5. Haryana 1074 1.074 16. Punjab L 744 1.744
6. Himachal Pradesh 0.555 0.555 17 . Rajasthan 4. 545 4.547

7. Jammu & Kashmir 0.838 0.838 18. Sikkim 0.035 -

8. Karnataka 4,979 4.981 19. Tamil Nadu 7.565 7.567
9. Kerala 3.760 3.761 20. Tripura 0. 269 0.269
10 . Madhya Pradesh 8.378 8.382 21. Uttar Pradesh 17,9017 17.914
11, Maharashtra 8. 392 8.396 22. West Bengal 7.800 7.803
Total: 100.000 100.000

5.33 Shri A.R. Shirali feels that in order to give the Centre a little more incentive in the collection of
income tax and in view of the constraint of revenue resources at the Centre, the States' share would
need fo be brought down from the present level of 85 per cent. Considering, however, the progressive
formula recommended for distribution of the States' share among the States, he suggests that for the
present the share be brought down from 85 per cent to 80 per cent only. This he considers can be
given effect to from 1985-86.

As for 1984-85, in view of the fact that the Plan size of most States has already been finalised and
in order not to disturb the resource calculations already made, he is of the view that the States' share
in 1984-85 be retained at 85 per cent and continue to be distributed according to the existing formula as
recommended in the Commission's Interim Report submitted in November, 1983 i.e. according to the
percentages recommended by the Seventh Finance Commission. His Note of Dissent is appended.



CHAPTER VI
UNION DUTIES OF EXCISE

6.1 The distribution between the Union and the States of Union excise duties is governed by Article 272
of the Constitution. That Article vests power in the Government of India to levy and collect duties of
excise, other than those on medicinal and toilet preparations as are mentioned in the Union List. But,
if Parliament by law so provides, there shall be paid out ofthe Consolidated Fund of India to the States
to which the law imposing the duty extends, sums equivalent to the whole or any part of the net proceeds
of that dity, and those sums shall be distributed among those States in accordance with such principles
of distribution as may be formulated by such law. By para 4(a) of the President's order, we are requi-
red to make recommendations on this matter.

6.2 The First Finance Commission recommended that Union excise duties on three commodities,
namely, tobacco (including cigarettes, cigars, etc.), matches and vegetable products, should, be
shared between the Centre and the States. These commodities were selected on the consideration that
they were articles of common consumption, and the excise duties levied thereon would yield a sizeable
and reasonably stable source of revenue for distribution. The share of the States was fixed at 40 per
cent.

The Second Finance Commission enlarged the list to include duties on sugar, tea, coffee, paper and
vegetable non-essential oils. With this increased coverage, it felt that the States' share could be redu-
ced to 25 per cent.

The amendments in the Income Tax Act in 1959 made a large portion of the tax on companies non~
shareable by treating it as corporation tax. This resulted in a shrinkage of the divisible pool of income
tax. The Third Finance Commission, therefore, thought that a further addition to the list of excisable
goods, the dities on which should be shared with the Stateg, was necessary. It also felt that the
States needed greater assisiance to fill up their larger revenue gaps caused by the impact of expendi-
ture on two successive plans. The Commission, therefore, included in the divisible pool excise duties
from all commodities, excluding those on which the yield was less than Rs.50 lakhs a year. The
States' share was fixed at 20 per cent. However, the Commission excluded from its computation the
duty on motor spirit as they separately proposed that a sum of Rs. 36 crores, being about 20 per cent
of its yield, should be utilised for the maintenance and improvement of communications, and distributed
as a special purpose grant.

The Fourth Finance Commission considered the demand of the States for the sharing of the excise
duties realisable on all commodities as perfectly reasonable. That Commission fixed the States' share
at 20 per cent of this enlarged divisible pool.

The Fifth Finance Commission went a step further and recommended that States should also receive
a share from the proceeds of special excise duties from 197273, Firstly, it felt that the resort by
Union Government to special duties of excise should not be the rule but an exception. It further said
that if these-duties were continued on a long-term basis, it would be desirable to include them, along-
with other duties, in the divisible pool. And, secondly, that in the last two years of its award period ,
namely 197273 and 1973-74, the divisible pool of income tax would shrink, as it would no longer inclwde
any arrears of advance tax collections pertaining to the previous years. It thought that the sharing of
special excise duties from 1972-73 would provide some stability to the States' revenues by securing to
the States some increases in the last two years. The States' share was fixed by them at 20 per cent.

Like its predecessor, the Sixth Finance Commission also felt that the levy of excise duties which
are, under the law, not shareable with the States, should be confined to short periods of two or three
years at the most, to meet the unexpected demands on the national exchequer. It, therefore, recom-
mended that the revenue from auxiliary duties on excisable goods levied in replacement of regulatory
duties under the Finance Act of 1973, should be brought within the divisible pool from 1976-77 onwards.
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That Commission, however, recommended that revenues from cesses on excisable commodities,
levied under special enactments and reserved for special purposes, should not be included in the divi-
sible pool. It also took the view that an enlargement of the States' share would confer disproportions-
tely large benefits on surplus States than on the deficit States. On these and other considerations, it
recommended that the States' share should be 20 per cent of all the basic excise duties. It also
recommended that 20 per cent of the net proceeds of auxiliary duties of excise be shared from 1976-77
onwards.

6.3 The stated objective of the Seventh Finance Commission was that its scheme of fiscal transfers
should leave as many of the less affluent States as possible with a surplus on revenue account. It
thought that the bulk of fiscal transfers should be by way of tax shares and grants-in-aid should have a
residual role. That Commission, therefore, recommended that the States' share of excise duties
(excluding duty on electricity, in respect of which it made a separate recommendations) should be 40
per cent. It clarified that the net proceeds of excise duties would include proceeds {rom all Union
excise duties, by whatever name called, but exclude proceeds from the additional excise duties levied
in lieu of sales tax and cesses earmarked for special purposes and the additional duties of excise on
certain textiles and textile articles, which, under law, are not to be distributed among the States.

6.4 To decide upon the recommendations we should make, we have to consider the following
Questions:—
(i) Should any kind of excise duty be left exclusively to the Union and remain unshared with the
States ?
(ii) What should be the share of the States in excise duties ?
(iii) On what principles should shares be allocated amongst the States ?

We shall deal with these and allied questions seriatim.

6.5 The first question is as to the kinds of duties which should be shared by the Union with the States.
In their Memoranda Bihar, Gujarat, Haryana, Karnataka, Kerala, Madhya Pradesh, Punjab, Rajasthan
and West Bengal have expressly demanded that all kinds of excise duties should be made shareable
with the States, including the cesses levied under special Acts and the additional excise duties

levied on textiles under the Additional Excise Duties (Textiles and Textile Articles) Act, 1978,

A perusal of the revised estimates of 1983-84 of the Central budget shows that out of the total
receipt of Rs. 10,125 crores of excise duties, about Rs.1,186 crores (i.e. about 11 per cent) of cesses
and duties stand earmarked for special purposes. The laws, under which these duties and cesses are
levied, earmark them for specific purposes. We obviously cannot ignore those laws and recommend
the diversion of moneys to different purposes. We would, however, like to say that the earmarking of
certain levies of excise duties for specific purposes should be kept to the minimum as it causes grie-
vances amongst the States. :

' 6.6 In view of what we have stated, we recommend that the States should be paid a share out of the net
proceeds of all excise duties, other than those collected under the provisions of the Additional Excise
Duties (Textiles and Textile Articles) Act, 1978 and the cesses earmarked by law for special purposes.

6.7 Before turning to the other two questions, we would like to dispose of the point regarding the
excise duty on electricity before we deal with the excise duty on other articles. An excise duty on
electricity was first levied from lst March, 1978 as a part of the budget proposals of the Centre for
the financial year 197879, The net proceeds of this new dity were shared with, and, amongst the
States in 1978-79 in the same manner that the net proceeds of other excise duties were being shared at
that time in accordance with the recommendations of the Sixth Finance Commaission.

6.8 Subsequently, the Central Government intimated to the Seventh Finance Commission, which was
then sitting, that the Centre had, of its volition, decided to transfer to the States the entire non-share-
able portion of the net proceeds of this new duty with effect from the 1st April, 1979 subject to the
condition that the duty continued to be levied beyond that date, The Union Finance Ministry wrote three
letters dated 13th, 19th and 23rd October, 1978 to the Member~Secretary of the Finance Commission
which have been reproduced in Annexure VI-1. In these circumstances, that Commission recommend-
ed that the entire net proceeds of Union excise duty on generation of electricity realised from States
should be paid to the States. Each State was to get an amount equal to the collection in or attributable
to that State.
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6.9 There has now been another development, In the course of his speech presenting the Budget for
the year 1984-85, the Union Finance Minister has proposed to abolish the excise duty on electricity,
leaving it to the States to tap this source to whatever extent, and in whatever manner they like. In
order to give the States time to take appropriate action, this proposal would be made effective from
1st October, 1984,

6,10 We have examined the implication of this proposal, As the date with effect from which this
change is intended to come into effect falls outside the financial year 1983-84, which we have used as
the base year for making projections for the forecast period, we have made our calculations as if no
change was contemplated in regard to this levy. This will not affect the revenue resource position of
the States. No doubt the States will not receive anything as a share of excise duty in electricity if the
Central Government abolishes this levy from 1st October, 1984, but, in that event, we would naturally
assume that the States would make good the loss by recovering an equal amount by way of electricity
duty on consumption, which they have the power to levy. In other words, the loss on account of devo-
lution from the Centre can be made good by the States themselves, As far as the Centre is concerned,
our decision will not affect its revenue surplus as the transfer to the States by way of devolution would
have been equal to the receipts from this duty.

6.11 As regards the formula for distribution, continuance of the principle of allocation of Union excise
duty on electricity recommended by the Seventh Finance Commission is advocated by the States of
Haryana and Maharashtra, However, Himachal Pradesh is strongly opposed to it, and feels that it has
wrought great injustice. It maintains that the only right principle for allocation of this duty among the
States is that the proceeds should be shared by the States in proporation to the power generated within
their territory. Meghalaya supports this principle, Gujarat has suggested that the allocation should
be on the basis of consumption in each State. No other State has offered any comments,

6,12 We think that in deciding what principle to apply for allocating excise duty on electricity among
the States, it is necessary to remember the backgronnd, As we have mentioned earlier, the Finance
Ministry wrote to the Seventh Finance Commission saying that the Union Government had agreed to
transfer to the States the entire non-shareable portion of the excise duty on electricity., This was done
because the States had made representations that they were entitled to the proceeds of the duty, and the
Union Government had acceded to the demand, The effect of this decision was that the entire proceeds
of excise duty on electricity were made transferable to the States, The principle on the basis of which
the Union intended to allocate the non-shareable portion of this duty among the States was explained in
the letter dated 13th October, 1978 written by the Finance Ministry to the Seventh Finance Commission.
It said that the entire non-shareable portion of the duty would be transferred to the States' in proportion
to the revenues realised from each State on this account!, The Seventh Finance Commission obviously
concurred with that principle and applied it to the States' share of this duty also, That is why they
recommended that the entire proceeds of this duty should be transferred to the States, and each State
should be paid an amount 'equal to the collection in or attributable to the State', In these circumstances
this was obviously the right thing to do, and, we propose to do the same, Accordingly, we recommend
that, during the forecast period, the entire excise duty on electricity will be distributed among the
States so that each State gets an amount equal to the collection in or attributableto that State,

6.13 In order to make an estimate of the likely State-wise receipts of the Union excise duty on electri-
city dur ing each of the five years or the forecast period ending with the financial year 1988-89, we re-
quested the Central Electricity Authority to provide us with their estimates of such receipts, We have
accepted the estimates sent by them and have made our calculations on that basis, The estimated receipts
State-wise are shown in Annexure VI-2,

6.14 We next come to the question as to what should be the share of the States in the net proceeds of
excise duties,

6,15 Himachal Pradesh, Manipur, Meghalaya, Nagaland and Sikkim are the only States which have
stated that the States' share should be kept at 40 per cent, as fixed by the last Finance Commission,
They apprehend that if the share is further enlarged, a relatively larger portion might go to the
developed States, which will further accentuate the existing inter-State imbalances, These States
prefer to leave the Centre with larger resources with which it can help the less developed States, Other
States have suggested larger share for the States, varying from 50 per cent to 75 per cent, West
Bengal has not specifically stated what it thinks should be the States' share, though the tenor of its
Memorandum undoubtedly suggests that it is in favour of a larger share for the States. The main plea
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of the States in support of their demand for a larger share is that their requirements for resources

have increased rapidly with the expanding size of their developmental plans, the unforeseen commitments
in respect of increases in dearness allowances and larger expenditure on office contingencies due to
increase in prices, They also feel that the Centre can bear a greater transfer as it has exclusive access
to other large source of funds.

6,16 It is patent that we have to carefully balance many diverse considerations. There can be no doubt
that the Centre has a greater capacity to bear financial burdens than the States. Revenue deficits of
States have also Increased since the Report of the Seventh Finance Commission, As will appear in
Chapter TII, sixteen States have a total deficit of Rs. 18,485 crores without taking into account any
transfer of resources from the Centre. We think the transfer of resources to the States should leave
as many of them as possible with surpluses on revenue account so that they are able to have a better
start in the implementation of the next Five Year Plan, At the same time, we have also to keep in view
the amount of surplus with the Centre as reassessed by us. Having regard to these, and all other
relevant considerations, we have come to the conclusion that during the forecast period, the share of
the States in the net proceeds of excise duties, other than the duty on electricity, should be increased
from 40 per cent fixed by the Seventh Finance Commission to 45 per cent, and, we recommend accordingly.

6,17 There remains the question as to the allocation of excise duty among the States, Widely divergent
views have been expressed by them, We think it would be worthwhile to summarise the views,

6.18 Assam, Tripura and Sikkim favour the continuation of the scheme of distribution adopted by the
Seventh Finance Commission except that Tripura is in favour of special weightage being given to the
population of Scheduled Tribes in the State, and Sikkim wants weightage to the criterion of poverty
increased by 5 per cent with a corresponding reduction in the weightage to population. Haryana and
Punjab have advocated that the entire proceeds should be distributed solely on the basis of population.
While making this suggestion, the Government of Punjab has emphasised that factors like financial
weakness and relative economic backwardness are extraneous to the purpose of inter se distribution of
shareable taxes and duties, and are relevant only for assessing the needs of grants under Article 275
of the Constitution, On the other extreme, Karnataka does not want to assign any weightage at all to
population. Instead, it has suggested that 60 per cent be distributed on the basis of relative develop-
ment of each State measured by a composite index of development, and the remaining 40 per cent be
distributed on the basis of an index of revenue mobilisation effort.

6.19 Gujarat has preferred a weightage of 75 per cent to be given to population, the remaining 25 per
cent being left for distribution on the basis of the proportion of sales tax collection in each State to the
total collections of sales tax in all States. It has also suggested that excise duty recovered from sick
industrial units taken over by State Governments be fully paid back to the concerned States to enable
them to meet a part of their financial commitments of such take-over. Maharashtra would like 60 per
cent of the States' share to be distributed on the basis of population (giving a weightage of 70 per cent
to rural population and 30 per cent to urban population), 20 per cent on the basis of economic backward-
ness as reflected by the per capita incomes, using the method adopted by the Sixth Finance Commission,
10 per cent on the basis of the performance of States in the population control programme, and the
remaining 10 per cent on the basis of the mobilisation of small savings.

6.20 Both Bihar and Uttar Pradesh have advocated that 30 per cent and 25 per cent, respectively, of
the States' share should be exclusively distributed among those States the par capita income of which is
below the all States' average, the inter se distribution being based in proportion to such distance multi-
plied by population. While Bihar wants the entire balance of 70 per cent to be distributed on the basis
of population, Uttar Pradesh wants only 50 per cent out of the balance of 75 per cent to be distributed
on this basis and the remaining 25 per cent to be distributed on the basis of inverse of the per capita
income. Bihar has also added that, in the alternative, the scheme of distribution of the Seventh
Finance Commission may be adopted.

6.21 Madhya Pradesh is in favour of the formula adopted by the Seventh Finance Commission, except
that it wishes to reduce the weightage to population from 25 per cent to 10 per cent, and advocates that
the balance of 15 per cent be distributed on the basis of the area of the States, Rajasthan has favoured
distribution on two criteria, i.e., 50 per cent on the basis of population weighted for area and 50 per
cent on the basis of an index of Infrastructure, Orissa has suggested that the practice of bridging the
revenue gap by grants under Article 275 be discontinued. Instead, the deficits of all States that remain
after devolution, except of basic Union excise duties, should first be met by a share from Union excise
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duties, and the balance may be distributed among States on the basis of weightage of 25 per cent each to
population, percentage of Scheduled Castes/Scheduled Tribes population, the per capita SDP, and inverse
ratio of per capita household consumption.

6.22 Tamil Nadu would like 25 per cent to be distributed on the basis of population, after giving urban
population a weightage of 50 per cent; 50 per cent on the basis of revenue equalisation, 124 per cent
each on the basis of poverty ratfo and unemployment ratio. Andhra Pradesh has suggested a weightage
of 50 per cent each to population and per capita SDP, Kerala has proposed a weightage of 25 per cent
each to population and per capita income and distribution of the remaining 50 per cent in proportion of
the non-Plan expenditure on social and community services to the total non-Plan expenditure of States.
West Bengal has not suggested any formula of distribution,

6,23 Himachal Pradesh and Nagaland want a weightage of 25 per cent to population., Both States are in
favour of 25 per cent being reserved for providing an equal percentage of surplus to the revenue deficit
backward States and to allocate another 40 per cent to all backward States. The remaining 10 per cent
is recommended to be distributed only among hill States to ensure reasonable surpluses to them,Jammu
& Kashmir has suggested that the per capital SDP and revenue equalisation should be given a weightage
of 25 per cent each, and backwardness the remaining 50 per cent. The proposal of Manipur is similar
except that the 50 per cent, which Jammu & Kashmir wants earmarked for backwardness, Manipur
would wish to be distributed to the extent of 40 per cent on the basis of poverty ratio and the balance of
10 per cent to be earmarked for the hill States exclusively. Meghalaya wants the pre-emption of 50

per cent of the States' share to ensure that all States get a surplus on revenue account, It wants the
remaining 50 per cent to be divided into three equal parts; one part to be distributed on the basis of
population, another on the basis of backwardness and the third to be reserved exclustvely for the hill
States for distribution on the basis of population,

6.24 Tt is obvious from this narration of the views of the States that each of them has given preference

to the formula which benefits it most, There are merits and demerits in each of them. Ultimately,

in deciding the criteria which we should apply for allocating shares of excise duty among the States,

we have been guided by three over-riding considerations which were emphasised by all the experts and
the disinterested observers we met. These considerations are: (i) that the formula should be progressive
in the sense that it should allocate a larger share to those States which have a relatively lower per capita
incomes, or, which are otherwise backward and financially weak; and (ii) the formula should be simple;
and (itt) firm and reliable data should be available for applying the formula,

6.25 It is-too late in the day for anyone to argue that backwardness should not be a factor in allocating
resources between the States. From the Third Finance Commission onwards every Commission has
given weightage to backwardness in one form or other, though in varying proportions. It is impossible
to argue that backward States, which are members of a federation, should be left to fend for themselves.
Even many of the richer States did not dispute this proposition. We are happy to record that some of
them freely conceded that in the larger national interest they would have to make sacrifices to help the
backward States. Since excise duties form a major portion of the moneys which are transferred to the
States by way of devolution it follows that backwardness in some form or other must be given a large
weightage, otherwise it will be impossible to correct fiscal imbalances.

6.26 We now proceed to examine some of the particular points made by the States. Bthar and Uttar
Pradesh have suggested that to do justice to backward States, 30 per cent and 25 -per cent respectively
of the States' share should be distributed only among States whose per capita: income is below the all-
India average. We think that the same objective could be served even if every State is allowed a share
from a progressive formula of distribution, provided a substantial proportion. of excise duties is dis-
tributed on the basis of such a formula.

6.27 Madhya Pradesh has suggested assigning a weightage of 15 per cent to area while Rajasthana has
suggested that the population factor should be weighted with area. In the course of discussions we were
informed that States having large areas with sparse population, living in isolated villages, have to incur
larger costs in providing services like schools, hospitals, roads, etc. They, therefore, pleaded that
some special -consideration. should be given to this factor in the formula of distribution. We are not
unaware of these disabilities suffered by some States. We may point out, however, that all costs being
incurred on this acccunt have already been taken into account while projecting the revenue expenditure
for the forecast period. The needs of these States would be assessed on that basis, That apart, we
notice that distribution cf resources on the criterion of area of States benefits only a few States, but,
mainly at the cost of other States which are equally backward, and whose backwardness is probably
attributable to their high density of population. Thus the area factor cannot have general acceptance

for use in distributing resources among the States.
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6.28 Many States have said that it would be unrealistic to take into account the 1971 population for the
distribution of resources when the results of the 1981 census are available. A few States have sug-
gested that a portion of the States' share of excise duties should be distributed among the States on the
basis of the efforts made by them to control the growth of population. However, para 7 of the Presi-
dent's Order is clear on the subject. It is in accordance with the policy announcement contained in
para 8 of 'Family Welfare Programme - A Statc.nent of Policy' (June 29, 1977) issued by the Ministry
of Health and Family Welfare, Government of India, the relevant portion of which is reproduced in
Annexure VI-3, That shows that a decision was taken at the national level that in all cases, where
population is a factor for the transfer of resources from the Centre to the States, the population figures
of 1971 would continue to be used till the year 2001. ‘

6.29 As regards the proposal made by some States to give special weightage to urban population, we
think that both the revenue receipts and revenue expenditure of States as well as their per capita
incomes reflect this position, and hence, a separate weightage is not necessary.

6.30 We would now like to consider the three criteria of distribution, other than population, adopted
by the Seventh Finance Commission.

6.3L. The first was the States' population weighted by the inverse of the average per capita State
Domestic Product of States for the triennieum 197374 to 197576, This produces progressive results
in as much as States with a lower average per capita State Domestic Product would receive a relatively
larger share and vice versa. On a similar basis, the Planning Commission has distributed among the
States a portion of the Central assistance during the Sixth Plan period. The share of a State is deter-
mined by its 'Income Adjusted Total Population' as a percentage of the aggregate of all-States' Income
Adjusted Total Population. We note that State Governments have not generally objected to this princi-
ple adopted by the Seventh Finance Commission.

6.32 The second criterion used by the Seventh Finance Commission was the percentage of the poor in
each State measured by a method which Prof. Raj Krishna, Member of that Commission, had evolved.
The methodology adopted for this purpose is outlined in Appendix 4.9 of the Report of the Seventh
Finance Commission.

6.33 We have scrutinised the estimates of the poor in each State by using the formula of the Seventh
Finance Commission, and those made by the Planning Commission for the purposes of the 1980-85 Plan.
A peculiar feature of these estimates is that in the hill States and States like Rajasthan, which are
undoubtedly poor and backward, the percentage of poor is relatively small. To what extent the policies
of the State Governments resulting in maldistribution of incomes are responsible for accentuation of
poverty conditions, particularly in the case of States which have a high per capita income, is another
important question which is to be considered in this connection, More important is the fact that the
estimates of the poor can vary depending on the concept of poverty used. It is, therefore, not surpris-
ing that many States have expressed doubts about the reliability of data and the methodology used for
the estimation of these poverty ratios.

6.34 With these limitations, use of poverty ratio as a factor of distribution may not be advisable. In
fact, as many as 15 States, including some which are undoubtedly backward and poor, have not favou-
red the use of this criterion. The object of transferring relatively larger resources to States which
are more backward and poor can still be achieved by linking distribution to the per capita incomes of
States. Therefore, in the circumstances described above, we have no other option except to choose
other criteria which are more reliable, and whose data base is not likely to be called into question by
States.

6.35 The third criterion used by the Seventh Finance Commission was the revenue equalisation factor.
A shortcoming in the application of this criterion, as used by the Seventh Finance Commission, was
brought to our notice by the Government of Maharashtra. It pointed out that with a linear equation,
when only one independent variable, viz. per capita income has been used (as would appear from the
gist of the formula in the Report of the Seventh Finance Commission), that formula did not amount to
anything different from allocating shares in revenues to States based on the distance of the per capita
income of the State from the highest per capita income of any State.

6.36 This criticism is, no doubt, valid but it does not detract from the utility of this criterion for
assessing the capacity of States to raise resources. It is true that a more sophisticated formula of
revenue equalisation could be evolved using multiple factors as independent variables to estimate tax
effort. In fact, the National Institute of Public Finance and Policy has given us a study entitled

1

"Relative Taxable Capacity & Tax Effort of States in India", which we had commissioned, with the
intention of working out arefined formula for revenue equalisation. On examination,we found that a
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comprehensive formula of revenue equalisation would be quite complicated. We also thought that some
of the assumptions that might be made for evolving that formula might also be called into question by
States. On balance, therefore, we considered that it would be worthwhile to opt for a less complicated
formula. We are of the view that the distance of per capita income of States from the highest per
capita income of any State, which is a well accepted indicator of the relative backwardness of States,
would also be a good indicator of the capacity of States to raise resources. Such a formula was used
by the Sixth Finance Commission as an alternative to the criteria suggested to it by States for measur-
ing backwardness.

6.37 Before we proceed to explain the basis we have adopted for the distribution of excise duties
amongst the States, we would like to highlight two important considerations which have influenced our
decisions.

The first is the striking imbalances between the States, Our re-assessment of States' forecasts
shows that there are six States which have a surplus of Rs. 8,064 crores, while the remaining States
have a total deficit of Rs.18,485 crores on revenue account, before devolution from the Centre. The
percentage of revenue expenditure which is met by a State's own revenue receipts (i. e. excluding
Central transfers) is another indicator of the imbalance. We notice that the percentage of own revenue
receipts to revenue expenditure in 1982-83 varied between 42. 6 in the case of Orissa to 107.2 in the
case of Maharashtra among the 15 non-hill States. Amongst hill States, the corresponding percentage
is as low as 9.3 for Manipur. We think, that it should be the endeavour of a Finance Commaission to
minimise, to the extent possible, these imbalances without, however, hindering the progress of deve-
loped States.

The second consideration is that the recommendations made by the earlier Finance Commissions
regarding distribution of taxes and duties among States used to leave deficits in the revenue account of
a number of States. These were then covered by grants under Article 275. Notwithstanding that the
last Finance Commission raised the States' share of excise duties from 20 per cent to 40 per cent,
eight States still had deficits. This included the seven hill States of Himachal Fradesh, Jammu &
Kashmir, Manipur, Meghalaya, Nagaland, Sikkim and Tripura. That Commission estimated that these
States would receive Rs.42L 80 crores as their share of devolution, which would still leavethem with a
deficit of Rs.1036.20 crores. This was made good by recommending grants-in-aid under Article 275.
We are of the view that this pattern of distribution as between the amounts received as shares of taxes
and as grants needs to be corrected, so that the dependence on an inelastic source of revenue like the
grant-in-aid is minimised.

Having considered the problem in all its aspects, we are of the view that, if our scheme of devolu-
tion has to serve the aforesaid purposes, it should not only be based on a progressive and simple
formula of distribution among the States, but, it should also make a special provision to deal with the
revenue deficits of States.

6.38 As regards backwardness, various factors have been suggested to determine it. We have found
it difficult to choose a set of indicators which would adequately represent and reflect fully the economic
and social conditions of the States in our country, and to assign appropriate weightages to them so that
an index of backwardness could be prepared. We, however, feel that per capita income is a more
appropriate composite criterion than any other suggested to us, which reflects the level of backward-
ness of States as well as their capacities to raise revenues. The merit of this criterion is that it suf-
fers least from data deficiency and it is generally accepted by all States.

6.39 For this purpose, we prefer to use the average per capita income for at least three years so
that annual fluctuations are smoothened out. Details of State-wise per capita income upto 1979-80 are
available. A perusal of the data relating to 1979-80 shows that as the country's economy suffered a
serious setback in that vear owing to exceptionally bad weather, the per capita incomes of all States
have generally been affected. Ve, therefore, thought that it would not be proper to base our recom-
menlations on the basis of the average per capita incomes for the triennium ending with 1979-80. The
1980-81 data has not vet been made available to us. We have, therefore, considered it proper to take
the average per capita income of States of the three years ending with 197879 only. We have worked
out the simple average of the per capita incomes of States for the years 197677, 197778 and 197879,
as furnished to us hy the Central Statistical Organisation of the Government of India as shown in
Annexure VI-4,

.40 We have assigned a weightage of 25 per cent to population as we consider it to be a primary
criterion for determining, in general terms, the needs of all States. The population on the basis of
1071 census has been used for this purpose as required by para 7 of the President's Order. The share
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of each State is given by the percentage share of its population in the aggregate all-States' population.
6.41 Consideration to backwardness is given in two ways by using the average per capita income for
the triennium 197647 to 197879 in constructing the formula of distribution:~

(a) Firstly, the 1971 population of the States has been weighted with the inverse of the aforesaid
average per capita income to get an Income Adjusted Total Population. The share of a State is
determined by percentage of the income adjusted total population of that State to the aggregate
of the income adjusted total population of all States. We have assigned a 25 per cent weightage
to this factor in the distribution.

(b) Secondly, we have assigned a 50 per cent weightage to the distance of the average per capita
income of any State during the triennium 197677 to 1978-79 from that of the State which has the
highest average per capita income, which is Punjab,

6.42 It would be obvious that if the principle mentioned in sub-para (b) of the previous para is adopted
without any further modification, Punjab would not be eligible to receive any share from excise duties
under this criterion. This is what happened when the Sixth Finance Commission distributed 25 per cent
of the States' share of Union excise duties to States on the basis of 'distance' method without making
such adjustment. This was also the result when the Seventh Finance Commission assigned a weightage
of 25 per cent to the revenue equalisation factor in its formula of distribution. As we are assigning a
weightage of 50 per cent to this factor, we have considered it necessaryto ensure that all States get a
share under this principle. Therefore, while in the case of all States, except Punjab, the distance
between their average per capita income for the triennium 197677 to 197879 from the corresponding
average per capita income of Punjab has been multiplied by their 1971 population, in the case of Punjab

. we have used a special device to obtain such a product. The product in the case of Punjab has been
arrived at by multiplying its 1971 population with a notional distance factor equal to the distance of the
average per capita income of Punjab from that of the State which has the second highest per capita
income i.e. Haryana. In other words, the income distances in the case of Punjab and Haryana have,
for this purpose, been treated as equal.

The share of each State will be determined by the product of that State arrived at in the manner
indicated above as a percentage of the aggregate of the similar products for all the 22 States.

6.43 We would like to mention here that we have tried a large number of alternative combinations,
and we find that to impart progressivity to the inter se distribution in a significant measure, with due
regard to the capacity of States to raise resources, it is necessary to give a weightage of 50 per cent
to per capita income on the basis of the 'distance method'.

6.44 The special arrangement that we are making to help the deficit States is to set aside a certain
portion of the States' share of excise duties, which will be distributed only among those States which
have deficits on revenue account. The manner in which this amount is being distributed is explained in
the next paragraph.

6.45 It will be recalled that we have fixed the States' share at 45 per cent of the net proceeds of share-
able e:ic_is/e_d\uj;_ies excluding that on electricity. We recommend that this be distributed amongst the
States on the following basis:—

(a) 40 per cent of the net proceeds of shareable excise duties excluding that on electricity, be
distributed during each year of the forecast period among all States in the following manner:-
(i) 4th of this amount (i.e. 25 per cent) should be distributed among the States on the basis of
the 1971 population, as indicated in para 6.40.

(ii) Another %th (i. e. 25 per cent) should be distributed to States on the basis of inverse of per
capita income, as indicated in sub-para (a) of para 6.41.

(iii) The remaining 50 per cent should be distributed on the basis of the distance of per capita
income, as indicated in sub-para (b) of para 6.41 and para 6.42.

(b) The remaining 5 per cent of the net proceeds of excise duties excluding that on electricity, be
set aside and distributed to those States which have deficits after taking into account their
shares from the devolution of all taxes and diuties, including their shares of excise duties,under
clause (a) above and grants in lieu of the repealed tax on railway passenger fares, but excluding
their shares of estate duty and grants on account of wealth tax on agricultural property. This
distribution should be based on the proportion of the deficit of each State to the total of the
deficits of all States as estimated by us, worked out separately for each year of the forecast.
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6.46 The percentage share of each State in 40 per cent of the net proceeds of shareable excise duties
excluding that on electricity has been worked out and shown in the table below:—

Table 1 : Percentage: Share of States in 40 per cent of the net
proceeds of excise duties for the years 1984-89

Percentage Share in Percentage Share in
Name of State 40 per cent of the net Name of State 40 per cent of the net
proceeds of excise proceeds of excise
duties for the years duties for the years
1984-89 1984-89
1, Andhra Pradesh 8.587 12, Manipur 0,233
2, Assam 2,977 13. Meghalaya 0.194
3. Bihar 13.202 14, Nagaland 0,096
4, Gujarat 3.506 15, Orissa 4,592
5. Haryana 1,017 16, Punjab 1,317
6. Himachal Pradesh 0.589 17. Rajasthan 4, 695
7. Jammu & Kashmir 0,856 18, Sikkim 0. 039
8. Karnataka 5.077 19, Tamil Nadu 7.317
9. Kerala 3.800 20, Tripura 0. 292
10, Madhya Pradesh 8.852 21, Uttar Pradesh 19, 097
11, Maharashtra 6.216 22, West Bengal 7.449
Total: 100, 000

The percentage share of the deficit States in the 5 per cent of the net proceeds of the shareable
excise duties excluding that on electricity has been worked out by us for each of the 5 years commenc-
ing from 1st Apri1’1984 and these percentages are shown in the following table:-

Table 2 : Sha{-es of Deficit States in 5 per cent of the net Proceeds of Excise Duties

Share in 5 per cent to Deficit States

Name of the State

. 1984-85 1985-86 1986-87 1987-88 1988-89
1, Assam 12,728 12,578 12,713 13,418 12,023
2, Himachal Pradesh 10, 340 11,528 12,914 14,098 16,475
3. Jammu & Kashmir 15, 457 16,661 17.818 18,560 20, 254
4, Manipur 6.969 7.742 8,722 9, 545 11,217
5. Meghalaya 5. 575 6.180 6,944 7.570 8.863
6. Nagaland 8,837 9.944 11, 240 12, 371 14,482
7. Orissa 9, 214 8.154 5.457 3.109 0.598
8. Rajasthan 1. 940 - - - -

9, Sikkim 1.659 1.836 2,051 2,232 2,593
10, Tripura . 8.200 9.104 10, 207 11,162 12,956
11, West Bengal 19, 081 16,273 11,934 7.935 0.539

Total: 100, 000 100, 000 100, 000 100, 000 100, 000

6.47 Shri A.R, Shirali, for reasons explained in Chapter V, Income Tax, feels that for 1984-85 the
States' share of shareable Union excise duties (excluding that on electricity) may continue to remain
at 40% and be distributed according to the recommendations of this Commission in its Inferim Report
submitted in November, 1983 i.e. according to the percentages recommended by the Seventh Finance
Commission.

6.48 As for the period 1985-89, Shri A.R. Shirali feels that regard must be had to the difficult
revenue position of the Central Government as well as the wide disparities in the levels of surpluses of
the different States that would result if the share of Union excise duties (excluding that on electricity)
for all States is maintained at 40% with another 5% for deficit States only. Taking both these considera-
tions into account, he is of the opinion that a modest reduction in the share meant for all States would
be justified. On this basis, he suggests that the total States' share of Union excise duties (excluding
that on electricity) be maintained at 40% comprising 35% for all States and 5% for the deficit States
only., As regards the distribution of the States' share among the States, he agrees with the recom-
mendation of the majority., His Note of Dissent is appended,



CHAPTER VI

ADDITIONAL DUTIES OF EXCISE

7.1 Paragraph 6(b) of the President's Order invites our suggestions on the changes, if any, to be
made in the principles governing the distribution among the States of the net proceeds in any financial
year of the additional excise duties leviable under the Additional Duties of Excise (Goods of Special
Importance) Act, 1957, in replacement of sales tax levied formerly by the State Governments on each
of the following commodities namely: (i) cotton fabrics; (ii) woollen fabrics; (iii) rayon or artificial
silk fabrics; (iv) sugar and (v) tobacco including manufactured tobacco. The proviso to clause (b)
lays down that the share accruing to each State shall not be less than the revenue realised from the
levy of sales tax on these commodities in the financial year 1956-57 in that State.

7.2 This levy was the result of an agreement reached in the National Development Council in Decem-
ber, 1956, by which the States agreed to refrain from exercising their power to levy sales tax on the
commodities mentioned above in lieu of a share in additional excise duties to be levied by the Centre,
Their decision was recorded as follows:-

"The National Development Council agreed unanimously that sales tax levied in States on mill-
made textiles, tobacco including manufactured tobacco, and sugar should be replaced by a sur-
charge on the Central excise duties on these articles, the income derived therefrom being dis-
tributed among States on the basis of consumption, subject to the present income derived by
States being assured. The method of sharing and distribution should be referred to the Finance
Commission, " *

Accordingly, additional duties of excise have since then been levied and collected by the Centre, and
the entire net proceeds, other than the proceeds attributable to Union territories, are distributed
amongst the States., As observed by previous Finance Commissions, the agreement is in the nature of
a tax rental. Theoretically, the States are even now free to reimpose sales tax on the afore-men-
tioned commodities but there are two disincentives. First, a State which chooses to reimpose sales
tax would lose its share in the proceeds from additional excise duties unless the Central Government
otherwise directs. Secondly, in view of sections 14 and 15 of the Central Sales Tax Act, which dec-
lares these goods to be goods of special importance in inter-state trade and commerce, the rate of
sales tax, even if reimposed by the States, cannot exceed 4 per cent,

7.3 Having regard to the understanding on the basis of which these additional excise duties came to
be levied, the only proper principle on which to allocate shares to the States would obviously be the
consumption of the said commodities in each State. The problem is, how to ascertain the figures of
consumption., This problem was also faced by the previous Finance Commissions.

7.4 However, before describing the solutions found by the earlier Finance Commissions, and the
views of the States thereon, we propose to deal with the matter of the guaranteed amount. The agree-
ment reached at the National Development Council (December, 1956) guaranteed that the shares of the
States would not be less than the revenue they were deriving from the sales tax on these commodities
in 1956-57. The proviso to paragraph 6(b) of the President's Order incorporates that guarantee in our
terms of reference,

The Second, Third, Fourth and Fifth Finance Commissions decided to first set apart the guaran-
teed amount, representing the shares of the States on the basis of what they were realising from sales
tax on these commodities in 1956-57 and applied the principles of distribution evolved by them only to
the excess over the guaranteed amount, The Sixth and Seventh Finance Commissions observed that
setting apart the guaranteed amount first and then distributing the balance might confer an advantage on
some States that was not intended by the agreement of the National Development Council. They, there-
fore, decided to dispense with this procedure, because they felt that the revenues from additional

*Page 24 Summary Record of the Eighth Meeting of the National Development Council - (December -
1956) - Planning Commission, (Government of India)
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excise duties had attained such large proportions that, whatever be the principles of distribution adop-
ted by them, the States would in any case, not receive less than the guaranteed amount. We agree with
this reasoning. The revenues from additional duties of excise in lieu of the sales tax have now crossed
Rs, 670 crores in the Revised estimates 1983-84. Whatever be the basis of distribution, every State is
bound to get more than what it was realising as sales tax on these commodities in 1956-57 for, the
aggregate of the guaranteed amount for all States is only of the order of about Rs, 35 crores, We, there-
fore, do not see any necessity for setting apart the guaranteed amount first, Only four States, namely,
Gujarat, Karnataka, Maharashtra and Uttar Pradesh have argued in favour of first setting apart the
guaranteed amount. The others have no complaint against the method adopted by the Sixth and Seventh
Finance Commissions,

7.5 As regards the principles of distribution, the Second Finance Commission, which was the first to
deal with this question, recommended that the shares of the States in additional duties of excise should
be on the basis of the then available consumption figures, with population used as a corrective factor
for moderating the deficiencies in the data on consumption. The Third Finance Commission was of the
opinion that as additional duties of excise were being levied in lieu of sales tax, it would not be right to
ignore sales tax collections altogether, It, therefore, recommended that the receipts of additional
excise duties in excess of the guaranteed amount, be distributed among the States partly on the basis of
the percentage increase in the collection of sales tax in each State since 1957-58 and partly on the basis
of population, It was not indicated what relative weightages were assigned to these two factors, The
Fourth Finance Commissiom: dispensed with population as a factor, and relied exclusively on realisa-
tions of sales tax revenue in each State. It determined the shares on the basis of the proportion of
sales tax revenue in each State to total sales tax collections of all the States over the years 1961-62 to
1963-64. The Fifth Finance Commission felt that while sales tax collection was a relevant factor, it
would be necessary to exclude inter-State sales tax which was realised on 'exports' outside the State,
It also restored population as a factor for distribution, and recommended that equal weightage be given
to both these factors.,

7.6 The Sixth Finance Commission, however, took the view that sales tax revenue did not provide
even an indirect indication of the levels of consumption of textiles, sugar and tobacco because sales tax
was leyied on a host of commodities ranging from luxury goods to semi-luxuries, raw materials and
intermediate goods. That Commission, therefore, decided to exclude sales tax collections from the
principles of distribution and sought other indices of consumption.

7.7 It thought, the premise that consumption was directly related to levels of income could not be
doubted, and hence decided to adopt State Domestic Product (SDP) as one of the factors, It also recog-
nised that sugar, textiles and tobacco were in a sense articles of mass consumption and their consump-
tion was dictated by social habits and manners., Hence population as a factor could not be ignored. But,
where the Sixth Finance Commission differed from the earlier Finance Commissions, was in giving a
weightage to production also. In doing so it was influenced by the congideration that had sales tax not
been given up, the States would have also taxed sales of these commodities 'exported' to other States;
therefore, the portion of production relatable to the 'export' of these commodities also deserved to be
taken into account, The Sixth Finance Commission, therefore, determined the shares of the States on
the basis of three factors, namely, population, SDP and production with weightages of 70 per cent, 20
per cent and 10 per cent respectively atached to them. It assigned a relatively low weightage to produc-
tion, recognising that there was a ceiling on the rates at which inter-State sales tax could be levied,

7.8 Agreeing with the earlier Finance Commissions that the consumption of these articles in the
different States would be the most suitable basis for distribution of the receipts of additional excise
duties among them, the Seventh Finance Commission examined whether the household expenditure sur-
veys of the National Sample Survey, could give an adequate and reliable measure of consumption of
these articles in each State. The Commission even got the National Sample Survey Organisation{NSSO)
to make a special compilation for it. Though this survey included a large variety of items of household
consumption of sugar, tobacco and textiles, the Seventh Finance Commission found that the description
of these items was different from that of articles subject to additional duties of excise, The Seventh
Finance Commission enlisted the help of the Central Board of Excise and Customs to rearrange the data
to make the consumer expenditure survey conform as closely as possible to the articles on which
additional excise duties were leviable. However, the estimates so obtained, after rearrangement of the
data did not tally with the estimates of private final consumption at current prices of the Central Statis-
tical Organisation (CSO) and the Finance Commission could find no adequate explanations for these dif-
ferences, It further found that the NSSO's estimates did not also agree with the data of production of
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's;ugar, tobacco and textiles, and the discrepancies were not accountable, It also observed that the NSSO
consumer expenditure surveys did not fully capture the expenditure of the higher income groups and
therefore, were not likely to provide acceptable estimates of consumption of the varieties of tobacco
and textiles which contribute to a substantial extent, to the revenues from additional excise duties. It
also noticed that NSSO's surveys in any case covered only household expenditure, whereas both in the
case of sugar and textiles non-household consumption was also significant, Moreover, the Commission
was not inclined to use NSSO's data relating to 1972-73 for a period which would commence seven years
later. The Seventh Finance Commission, therefore, found itself unable to use the consumption esti-
mates provided by the NSSO and CSO. Hence, it had to devise other means of assessing consumption,

In doing so, it adopted different bases for sugar and for textiles and tobacco.

7.9 In respect of sugar, the Seventh Finance Commission decided to treat the despatches to the States
as an acceptable measure of consumption, Accordingly, it relied on the average of despatches of sugar
to each State in the three years ending 1976-77 as representing a fair approximation of consumption in
that State. As regards textiles and tobacco, that Finance Commission failed to find a similar method
for estimating consumption in each State, Nor did it see any merit in the suggestion of some States
that sales tax collections in a State would provide a reasonable basis for estimating consumption of the
articles subject to additional excise, It was of the opinion that the sales tax collections in the different
States were a doubtful measure of the relativities between them in the matter of consumption of textiles
and tobacco, It, therefore, preferred to rely on the generally accepted proposition that higher income
levels would lead to higher consumption of textiles and tobacco, specially the varieties which contribute
the major part of revenue from additional excise duties. Thus, it multiplied the average per capita SDP
of each State, for the three years ending 1975-76, by the population of the State according to the 1971
census, and worked out the percentage share of this product of each State in the corresponding all
States' total figure.

7.10 We turn next to the views of the States. Andhra Pradesh, Punjab and Sikkim favour the approach
of the Seventh Finance Commission, while Assam favours that of the Sixth Finance Commission. Bihar
prefers additional duties of excise to be distributed among the States on the same principles as suggested
by it for the distribution of basic excise duties. Gujarat, Karnataka and Uttar Pradesh would like the
excess over the guaranteed amount fo be distributed in the same proportion as the guaranteed amount,
Uttar Praesh has added that, in the alternative, population should be the sole criterion, Haryana and
Tamil Nadu have expressed themselves in favour of the distribution being made in proportion to the
sales tax revenue of each State to total sales tax collections in all States, Himachal Pradesh agrees
that consumption of these commodities would be the rational basis for distribution of the proceeds, but
adds that neither sales tax nor per capita SDP correctly indicate relative consumption in the various
States. It further desires that 20 per cent additional share should be given to hill States for tobacco

and textiles, over and above their share on the per capita domestic product basis, in case that principle
is adopted. In respect of sugar, it has suggested that both official and private despatches should be
taken into account,

Jammu and Kashmir considers that the criteria adopted by the Seventh Finance Comiission were
disadvantageous to it. It has proposed that inter-State distribution should be related to the trend in
growth of sales tax collections, so that a State is fully compensated for not levying the tax o these
commodities. Kerala has merely said that consumption should be the basis for distribution. Madhya
Pradesh is in favour of the Seventh Finance Commission's approach in respect of sugar, but for textiles
and tobacco it suggests that the distribution should be on the basis of population alone. Maharashtra has
suggested that the proceeds from the excise duty on sugar should be distributed with equal weightage
attached to inter-State sales tax collections and consumption as represented by despatches. In regard
to tobaccu and textiles it has proposed equal weightage to inter-State sales tax collections and consum-
ption represented by SDP, Manipur prefers the Seveth Finance Commission's approach for sugar, but
for tobacco and textiles it has urged that the data on actual consumption of these commodities in hill
States should be reviewed, if necessary, by having a special random survey conducted. Meghalaya
has suggested 70 per cent weightage to population and 30 per cent to backwardness in regard to textiles
and tobacco. Nagaland wouldlike 20 per cent of the net proceeds to be set apart exclusively for the hill
States, as it claims that consumption of these commodities in the hill areas is higher than in the plains.
For the balance of 80 per cent, it has proposed that it be distributed with 75 per cent weightage to
population and per capita SDP, and 25 per cent weightage to backwardness.

Orissa has suggested that the distribution be done on the basis of population alone, Rajasthan
agrees that consumption should be the basic criterion for distribution, and has suggested that if the
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National Sample Survey data are not acceptable or are not considered reliable, then average despatches
of sugar be taken into account in respect of sugar, and population in respect of textiles and tobacco.
Tripura, like Bihar, would like the same principles of distribution to be adopted for basic duties of
excise and additional duties of excise in lieu of sales tax, and favours the formula which was used by
‘the Seventh Finance Commission for basic duties of excise, with the slight modification that appropriate
weightage should also be given for the proportion of scheduled tribe population in excess of the All-India
average. West Bengal has not made any specific suggestions.

7.11 Our endeavours to obtain reliable estimates of consumption have not met with any greater success
than those of the last Finance Commission, We, too, sought data from the National Sample Survey
Organisation. They furnished to us estimates of consumption of sugar, textiles, and tobacco, in the
different States, based on the 32nd round and relying on a sample survey conducted during July, 1977 to
June, 1978, We are, however, not satisfied that this would be a correct basis for estimating consum-
ption in different States. As pointed out by the last Finance Commission, the NSSO survey

covers only household consumption, whereas there is a significant consumption of sugar and textiles
outside the household sector.

7.12 We also obtained information from the Ministry of Commerce (Department of Textiles) as to the
estimated per capita purchases of textiles in different States during 1981, Apart from the fact that there
were significent gaps in the data, the figures probably relate to purchases of all textiles whereas
additional duties of excise are leviable only on specified categories of textiles., Our attempts to obtain
State-wise figures of consumption of mill-made textiles from certain associations of textile units like
South India Textile Research Association, Bombay Textile Research Association, Ahmedabad

Textile Industries Research Association etc,, have not yielded any useful results,

7.13 With due deference to the previous Finance Commission, we do not consider that despatches of
sugar to different States would provide a satisfactory basis for estimating consumption therein. In
support of our view, we would cite merely one objection raised by the Government of Meghalaya., They
pointed out that, the consumption centres in Meghalaya are supplied by the markets in Assam because
of their proximity, and, hence, consumption in Meghalaya would get reflected in the despatches to
Assam. Therefore, it would not be correct to estimate the consumption in a State on the basis of des-
patches thereto., Clearly, if consumption is estimated on the basis of despatches, distortions can well
occur, where the markets in one State cater to the needs of the consumers in another,

7.14 The different factors used by the previous Finance Commissions for estimating consumption were
sales tax collections, either including or excluding inter-State sales tax, despatches of sugar, production,
State Domestic Product and population. Without repeating the well known objections to the use of sales
tax collections for estimating consumption, suffice it to say that we agree with the Sixth and Seventh
Finance Commissions on this point. As already stated, we are unable to accept the despatches of sugar
to a State as a satisfactory basis for estimating consumption of that commodity in different States. We
do not consider production as an appropriate criterion for distributing additional excise duties among
the States, because the additional duty of excise is in replacement of sales tax, which is essentially a
tax on consumption.

We accept the proposition that the higher the State income, the consumption of sugar, textiles,
and tobacco will tend to increase. State Domestic Product, therefore, appears to us to be a relevant
factor for distribution of proceeds of the duty among the States,

7.15 While it is reasonable to expect a positive relationship between the State Domestic Product and
consumption of these commodities, it is difficult to be precise about this relationship. Again, a
relationship based on household consumption data from sample surveys cannot hold good across the
States in a largecountrylike ours with wide variations in climatic conditions, dietetic habits, tastes etc,
Since factors other than SDP are important in influencing consumption of these commodities, we think
that significant weightage should also be given to population as an independent factor for distribution of
the proceeds of the duty among the States, Accordingly, we recommend that the shares of the States in
the additional duties of excise for all the three commodities viz. Sugar, Textiles and Tobacco,, be
distributed by giving equal weightage to SDP and population, We have worked out the shares of the States
on this basis taking the average SDP of the States for the years 1976-77 to 1978-79 and the population
figures as given in 1971 census.

7.16 As regards Sikkim, this State was given a share for the first time by the Seventh Finance
Commission in respect of sugar and tobacco, though Sikkim was not a party to the original agreement,
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reached at the meeting of the National Development Council in December 1956, as Sikkim was not then
a part of the Indian Union, In making -this recommendation, the Seventh Finance Commission proceeded
on the principle that the essential prerequisite for a State to qualify for a share, was that it should have
kept in abeyance, its right to charge sales tax on these commodities. As no sales tax was levied on
sugar and tobacco in Sikkim, the Seventh Finance Commission granted it a share in the proceeds of the
levies on these two commodities, but withheld it in respect of textiles as sales tax was being charged
in that State on cotton, woollen,rayon and artificial silk fabrics. The Seventh Finance Commission
added that as and when sales tax on textiles was given up in Sikkim, it would be entitled to a share for
this also, We concur with the last Finance Commission that the sine qua non for a State to be eligible
for a share in additional duties of excise, is that it should have refrained from exercising its right to
levy sales tax on these commodities. As Sikkim has since given up the levy of sales tax on textiles
also, we recommend that Sikkim be given a share in the net proceeds alongwith the other States,

7.17 As regards the share of Union territories, we recommend that all Union territories be treated

as one unit, and their share determined on the same basis as that of the States. Accordingly, the share
of Union territories amounting to 2,391 per cent, of the net proceeds of the additional duties of excise
on sugar, textiles and on tobacco in each year from 1984-85 to 1988-89 should be retained by the Central
Government as attributable to the Union territories, We recommend that the balance be distributed
among the States in accordance with the percentages given below :

State Percentage State Percentage
1. Andhra Pradesh 7.504 12. Manipur 0.178
2, Assam 2.566 13, Meghalaya 0.183
3, Bihar 8,627 14, Nagaland 0.098
4. Gujarat 5,941 " 15, Orissa 3.653
5. Haryana 2.488 16, Punjab 3.675
6. Himachal Pradesh 0.663 17. Rajasthan 4,827
7., Jammu & Kashmir 0. 853 18, Sikkim 0,039
8. Karnataka 5.561 19, Tamil Nadu 7.549
9, Kerala 3.963 20, Tripura 0.287
10. Madhya Pradesh 6.942 21, Uttar Pradesh 14,318
11, Maharashtra 11,461 22, West Bengal 8,624
Total 100,000

7.18 There remains the question of the Centre not fulfilling the assurances given to the States in regard
to additional duties of excise. As will be recalled, two assurances were given: first, that the proceeds
from additional duties of excise would attain atleast 10, 8 per cent of the value of clearances; and
secondly, that the ratio between basic duties of excise and additional duties. of excise on these three
commodities would not be greater than 2¢1, While in recent years the Centre has fulfilled the latter
assurance, the first still remains unfulfilled. There is no doubt that the States are rather agitated by
the fact that the former assurance has not yet been implemented; so much so, that they have even
suggested to us that the losses in revenue sustained by them on account of non-fulfilment of that assurance
should be made good by way of grants-in-aid. However, we are informed by the Union Ministry of
Finance that a Standing Review Committee for Additional Excise Duty was set up ‘with the Secretary, .
Planning Commission,as its Chairman. The Finance Secretaries of all the States were Members there-
of, This Committee has recommended that the incidence of 10, 8 per cent of the value of clearances

in respect of additional excise duty may be achieved by 1989-90 in three stages i.,e. 8.5 per cent by
1984-85, 9,75 per cent by 1987-88 and 10, 8 per cent by 1989-90, The Ministry of Finance have further
indicated that, as it is a long term matter, decisions may have to be taken on a year to year basis, We
trust that the latest recommendations made by the Standing Review Committee will be implemented by
the Centre within the time schedule contemplated.



CHAPTER VIII

ESTATE DUTY IN RESPECT OF PROPERTY OTHER THAN AGRICULTURAL LAND

8.1 Paragraph 6 (a) of the President's Order, requires us to suggest changes, if any, to be made in
the principles governing the distribution among the States of the net proceeds in any financial year of
estate duty in respect of property other than agricultural land.

8.2 Estate duty on property other than agricultural l1and, is one of the taxes and duties mentioned in
Article 269 of the Constitution, which are to be levied and collected by the Government of India, and
the net proceeds of which, except to the extent attributable to Union territories, are assigned to the
States within which the duty is leviable in that year., Further, the net proceeds are to be distributed
amongst the States in accordance with such principles of distribution as may be formulated by Parlia-
ment by law,

8.3 The Second Finance Commission examined for the first time the principles that should govern
the distribution of the net proceeds of estate duty among the States. In determining the principles of
distribution of both estate duty and the tax on railway passenger fares, that Commission was guided by,
what it believed would be, the most equitable manner of distributing the taxes levied under Article 269
of the Constitution. It said, "Except in relation to the Union territories and to the extentof a Central
surcharge, if any, the Union Government have no share in these taxes and are entrusted merely with
their levy, collection and distribution. It is obvious that these taxes have been placed under the Union
Government to ensure uniformity of taxation and convenience of collection. As regards distribution,
though Parliament is free to formulate any principles of distribution in respect of these taxes, we
consider that, to the extent to which they can be reasonably ascertained or estimated, each State
should receive, as nearly as may be, from these taxes the amounts which it would have raised if it had
the power to levy and collect them"., In consonance: with these observations, it took the view that for
estate duty which is a tax on property, the location of the property would be the most appropriate
principle for distribution. It, however, appreciated that it would not be possible to apply this principle
to the estate duty attributable to the movable property forming part of the estate and in regard to this
component some other principle was necessary., Hence, it recommended that : (i) out of the net
proceeds of estate duty in any financial year, the proceeds attributable to Union territories be first
retained by the Union; (ii) the balance be apportioned between immovable property and other property
in the ratio of the gross value of all such properties brought into assessment in that year; (iii) the sum
thus apportioned to immovable property be distributed among the States in proportion to the gross value
of the immovable property located in each State; and (iv) the sum apportioned to property other than
immovable property be distributed among the States in proportion to their population.

The succeeding four Commissions endorsed this approach.

8.4 The Seventh Finance Commission concurred with the views of the earlier Commissions that in
the distribution of the proceeds of estate duty, each State should get, as nearly as possible, a share
equivalent to what it would have obtained had it the power to levy and collect the duty, It also observed
that it would be incorrect to fix the share of a State in proportion to the collections of the duty in that
State, as the collections may include a duty assessed on properties located in other States.

8.5 In discussions with the Union Ministry of Finance and the Central Boad of Direct Taxes (CBDT),
the Seventh Finance Commission realised that in the State-wise statistics of the value of property
brought to assessment, the demands raised, etc. furnished to it by the CBDT did not represent the
location of the assessed property but were based on the assessments made in the different States. This,
it noted, was due to certain difficulties faced by the Department in compiling the requisite statistics.
While recongnising that the Department of Revenue might have difficulties in collecting relevant
statistics, the Seventh Finance Commission emphasised that the difficulties, whatever be their nature,
should not be allowed to frustrate the principle that the States should get in respect of a tax or duty
falling under Article 269 what they would have obtained if they had the power to levy and collect it
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themselves, Accordiug to it. this could best be ensured if State-wise location of the property subject
to tax or duty, was taken into account, '

3.6 The Seventh Finance Commission considered the question whether it would be possible to extend
the principle of location to movable property also. It said that, '"the rules framed under the Estate
Duty Act lay down the manner in which properties other than immovable property, which are held
abroad, should be treated for the purpose of determining location. These are principles which are well
established, and can equally be applied for the determination of the location of such properties in India",
It, therefore, recommended that 'the net proceeds of estate duty in respect of property other than
agricultural land brought to assessment in each of the years from 1979-80 to 1983-84, should be
distributed among the States in proportion to the gross value of the immovable property as also pro-
perty other than immovable property taken together 1ocated in each State, excepting in regard to pro-
located abroad'. In respect of movable property located abroad that Commission said that it should be
deemed to be in the State where it was brought to assessment.

‘8.7 That Commission expressed the hope that the Government of India would issue instructions to the
concerned authorities to ensure that statistics would thereafter be compiled in a manner which would
enable the share of each State to be computed in accordance with its recommendations,

8.8 In their memoranda submitted to us, a large majority of States have favoured continuance of the
existing principles of distribution. They are Andhra Pradesh, Bihar, Gujarat, Haryana, Kerala.
Karnataka, Maharashtra, Manipur, Meghalaya, Nagaland, Punjab, Rajasthan, Tamil Nadu, Tripura
and Uttar Pradesh, The Estate Duty Act, 1953 has not yet been extended to Sikkim, and consequently
that State is not entitled to a share in the net proceeds of estate duty. However, in its memorandum
submitted to us the Government of Sikkim has expressed its agreement with the existing principles of
distribution. The Government of West Bengal has not expressed any views about the principles of dis-
tribution of estate duty. Though the remaining five States (namely, Assam, Himachal Pradesh, Jammu
& Kashmir, Macdhya Pradesh and Orissa) have not agreed with the principles of distribution enunciated
by the Seventh Finance Commission, they have broadly endorsed the approach of the Sixth Finance Com-
mission, except Jammu and Kashmir, which wants backwardness of a State to be also one of the cri-
teria in the distribution of the proceeds from estate duty,

8.9 Under Article 269(2) of the Constitution the distribution of the duty or tax among the States has to
be '"in accordance with such principles .... as may be formulated by Parliament by law". It is obvious
from the words of that Article which we have quoted that the Finance Commission is free to recommend
any principle for distribution, which it thinks appropriate. The previous Commissions have also taken
the same view,

With regard to estate duty we are in agreement with the Seventh Finance Commission, and do not
recommend any change in the existing principle of distribution. In other words, we think, that the prin-
ciple of location of property should be applied to all kinds of properties, whether immovable or movable,
There can be no difficulty in determining the location of immovable property. So far as movable pro-
perty is concerned its location can be determined in accordance with the rules framed under the Estate
Duty Act, 1953. As for property located abroad, it should be deemed to be located in the State where it
is brought to assessment, Sikkim will also have a share in the proceeds if and when the Estate Duty Act
is made applicable in that State. The share of Union territories will be determined in the sarie manner
as that of the States, taking the Union territories as one unit for this purpose.

8,10 We are not attempting to determine the percentage share of States on the basis of our recommen-

dations, but leaving it to the Ministry of Finance to distribute every year the net proceeds of estate duty,
in respect of property other than agricultural land, in the light of the principles recommended by us. We
are also not taking into account the receipt of this duty for purposes of determining the revenue position

of the States after devolution but are leaving the proceeds to be utilised for the State Plans.



CHAPTER KX

GRANT IN LIEU OF TAX ON RAILWAY PASSENGER FARES

9.1 Paragraph 6(c) of the President's Order requires us to suggest changes, if any, to be made in the
principles governing the distribution among the States of the grant to be made available to them in lieu
of the tax under the repealed Railway Passenger Fares Act, 1957.

9.2 A tax on railway passenger fares is one of the taxes mentioned in Article 269 of the Constitution,
which are levied and collected| by the Government of India but assigned to the States. Such a tax was
levied by the Railway Passenger Fares Act for the first time in 1957, By an additional term of refer-
ence, the Second Finance Commission, which was then at work, was requested to recommend the prin-
ciples that should govern the distribution among the States of the net proceeds of that tax, Whilst deal-
ing with the taxes mentioned in Article 269(2) that Commission said:

"It is obvious that these taxes have been placed under the Union Government to ensure uniformity
of taxation and convenience of collection., As regards distribution, though Parliament is free to
formulate any principles of distribution in respect of these taxes, we consider that, to the extent
to which they can be reasonably ascertained or estimated, such State should receive, as nearly
as may be, from these taxes the amounts which it would have raised if it had the power to levy
and collect them''.,

Applying this principle to the tax on railway passenger fares, the Commission said:

"Although article 269 does not rule out any principle of distribution, we think that for this tax the
principle should be such as to secure for each State, as nearly as possible, the share of the net
proceeds on account of the actual passenger travel on railways within its limits".

The Commaission then evolved a formula for determining the 'actual passenger travel' within a State,

9.3 The recommendations of the Second Finance Commission were to be in force upto 1961-62, But,
the Railway Passenger Fares Act was repealed in 1961, and the tax were merged in the basic fares
witheffect from 1st April, 1961, This decision of the Government, to merge the tax with the fare, was
based on the recommendations of the Railway Convention Committee, before whom the Railway Board
had put forth the plea that the levy of the tax had curtailed the scope for raising passenger fares. In
order to compensate the States for the loss of the tax, the Government of India decided, again, on the
recommendation of the Railway Convention Committee, to make an ad hoc grant of Rs, 12,50 crores a
year to the States, in lieu of the tax, for the five year period 1961-62 to 1965-66. The grant was raised
to Rs, 16, 25 crores per annum from 1966-67. It was stationary at that level until it was, again, raised
to Rs, 23,12 crores for the period 1980-81 to 1983-84 in accordance with the recommendation contained
* in the Seventh Report of the Railway Convention Committee, 1980, .

9.4 Each Finance Commission, beginning with the Third, has been asked to make recommendations
as to the principles that should govern the distribution of that grant among the States. All the Commis-
sions upto, and including the Sixth, adopted substantially the same formula for distributing the grant as
the Second Finance Commission had adopted for distributing the tax,

9.5 The Seventh Finance Commission accepted the same underlying principle as its predecessors, It
said:

"The general principle for the distribution of proceeds of taxes and duties under Article 269 as
enunciated by the Commissions in the past is that each State should receive from such taxes, as
nearly as may be, the amounts which it would have raised if it had the power to levy and collect
them., "
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But, in the application of this principle it applied a different formula, as appears from the following
passage:

"In the light of this principle, we have given consideration to the question as to what the princi-
ples of distribution should be. It the tax had continued and were to be collected by the States,
each State would be competent to collect tax only on railway fares paid within that State, irres-
pective of the States through which the journeys may be performed. There can be no extra-terri-
torial collection by any State, Railway passenger fares are paid in advance before the com-
mencement of the journey. The tax was collected at source and was a percentage of the fare. It,
therefore, appears to us that the most appropriate distribution of the grant in lieu of the tax
would be in proportion to the non-suburban passeager earnings from traffic originating in each
Sta R "

The Commission also relied on section 6 of the Railway Passenger Fares Act 1971, which provided for
the distribution of a similar tax among the States on a similar formula,

9,6 The States in their memoranda have expressed divergent views. About one third are in favour of
retaining the formula adopted by the Seventh Finance Commission. An equal number want a return to
the formula of the earlier Commissions. Three States, namely, Himachal Pradesh, Meghalaya and
Tamil Nadu have urged that population should also be considered as a factor for distribution. Whilst
Himachal Pradesh would have population as the sole factor, Meghalaya and Tamil Nadu have suggested
50 per cent weightage to population 50 per cent to passenger earnings in the States, Manipur and Sikkim
have demanded that States which do not have railways, but have out-agencies, should also receive a
share in the grant as they contribute to the railway's earnings,

9,7 We think that the formula adopted by the Seventh Finance Commission was right, Article 269%d) of
the Constitution refers, inter alia, to 'Taxes on railway fares and freights'. The same words are re-
peated in Entry 89 of the Union List in the Seventh Schedule of the Constitution. These words must be
contrasted with the words in Entry 56 of the State List, That entry speaks of 'Taxes on goods and
passengers carried by road or on inland waterways', The crucial distinction to be borne in mind is that
whereas Article 269(d) of the Constitution, and Entry 89 in the Union List, refer to a tax on ‘'fares and
freights' Entry 56 of the State List refers to a tax'on goods and passengers carried'. The former tax
can be levied only by the Union, the latter only by the States. The tax which the States are empowered
to impose is commonly referred to as a 'transport' or 'carriage' tax.

In accordance with the principle that a State should be given what it would have got if it had power
to levy the tax, the assumption to be made is that the States have power to levy a tax on 'fares', On that
assumption, it immediately follows that each State would have got the tax recovered on the fare paid
within its boundaries, The taxable event is the payment of the fare. The length or the course of the
journey, for which it is paid, is totally irrelevant, Since the whole fare is paid within the State, and
that is what attracts the tax, no question of extra-territoriality arises. Therefore, in accordance with
the principle of restitution to the States, which all Commissions have accepted, the distribution must
necessarily be in accordance with the fare collected,

It is of the utmost importance that, throughout the reasoning, a tax on 'fares’' should not be con-
fused with a tax on 'transport' and 'carriage'. Further, the quantification of either of those taxes may
be made to depend on the fare. That only serves to measure the tax. Their intrinsic nature, and the
consequences which flow therefrom, still remain different.

9.8 We agree with Manipur and Sikkim that they are entitled to a share in the grant on the basis of
their out-agency collections. Having regard to rule 3 laid down in section 4 of the repealed 1957 Act,
they would have obtained the tax collected, at their out-agencies, in respect of the fare attributable to
the actual journey by railway.

9.9 There remains one other question. Though our terms of reference do not specifically call for any
suggestions or recommendations as to the quantum of the grant, a recommendation in the Seventh Report
of the Railway Convention Committee 1980, which has been approved by Parliament, clearly implies that
we should do so (vide Annexure IX.1). According to that recommendation, a sum of Rs, 23, 12 crores is
to be paid annually to the States for the period 1980-84 in lieu of a tax on railway passenger fares, and
a further increase in the quantum of the grant could be considered on the basis of the recommendations
of the Eighth Finance Commission. Therefore, we feel bound to deal with the quantum of the grant,
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9,10 All the States were agitated over the smallness of the grant being given to them, in lieu of the tax
on railway passenger fares. Many of them even asked for the re-imposition of the tax,

9.11 We drew the attention of the Ministry of Finance to the recommendations contained in the Seventh
Report of the Railway Convention Committee 1980, which were approved by Parliament (Annexure IX, 1),
The Ministry requested that, in considering the question of the quantum of the grant, we should take note
of the losses incurred by the Railways in having to run uneconomic railway lines and the running of
metropolitan services. We think, that while reviging the fare structure, from time to time, the Rail-
ways must have already taken such losses into account, A pertinent answer has been given by Punjab,
Uttar Pradesh and Bihar, They say that similar kinds of social burdens are borne by them in running
road transport and other public utility services.

9.12 After considering all the relevant aspects, we think, that the States should be compensated by being
given a grant equivalent to the tax element in the present non-suburban passenger earnings. Both the
Sixth and Seventh Finance Commissions found that the tax element in the fare structure, when the tax
was in force, was, on an average, 10,7 per cent, This was confirmed by officers of the Railway Board
in the course of the discussions we had with them. We, therefore, recommend that the States should be
paid 10, 7 per cent of the present non-suburban passenger earnings by way of grant in lieu of the tax,

The latest year for which separate State- wise figures of suburban and non-suburban passenger
earnings have been made available to us, is 1981-82, The non-suburban passenger earnings in that
year were Rs, 884,89 crores. Hence, we recommend, that 10,7 per cent of this amount, viz. Rs, 94,68
crores, or say Rs,95 crores, be paid to the States annually as a grant in lieu of the tax on railway pas-
senger fares, during the period covered by our Report,

Having regard to the difficult financial position of the railways, and their increasing burdens
resulting from mounting operational costs, we have refrained from suggesting an annual increase in the
quantum of the grant during the period covered by our Report,

9,13 We have obtained from the Railway Board the State-wise passenger earnings on the basis of origi-
nating stations located in each State for the Years 1978-79 to 1981-82, We have taken the average earn-
ings of each State over these four years and worked out the proportion it bears to the average earnings
of all States taken together and determined the shares of States accordingly (Annexure IX, 2),

9.14 In conclusion, we wish to refer to a communication received by us, towards the end of December
1983, from the Railway Board. This letter invites our attention to certain recommendations contained
in Part XI of the Report of the Railway Reforms Committee, submitted in October, 1983, That Com-
mittee made an in-depth study of certain uneconomic railway lines, and identified 40 railway routes,
where adequate road transport services had been developed to cater to the transport needs of the areas.
The Committee had, therefore, recommended a fresh dialogue with the State Governments with a view
to closing down these uneconomic lines. It had further suggested that, in the event of States not agree-
ing to close down those lines, they should be made to share 50 per cent of the losses from out of the
grant given to States in lieu of the tax on railway passenger fares, The Railway Board, therefore, re-
quested us to fix a period of two years for ascertaining the reactions of the State Governments and to
permit it, in the event that the States did not agree to the closure of the lines, to-effect adjustments of
the losses on account of these lines, from 1986-87 onwards, out of the grants payable to them in lieu of
a tax on railway passenger fares,

9.15 There is a difficulty in dealing with this request. The letter of the Railway Board was received
rather late for us to obtain the views of the States. It would obviously be improper for us to reach any
conclusion without giving them an opportunity to express their views, In these circumstances, we are
unable to accede to the request of the Railway Board, and we leave this issue to be resolved by negotia-
tions between the Government of India and the States concerned.

9.16 To sum up, we recommend that:

(a) the annual quantum of the grant in lieu of a tax on railway passenger fares be raised to Rs. 95
crores in each of the years 1984-85 to 1988-89; and

(b) the shares of States be allocated in the same proportion as the average of the non-suburban
passenger earnings in each State in the years 1978-79 to 1981-82 bears to the average of the
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aggregate non-suburban passenger earnings of all States in those years, On this basis, the
shares of States would be as follows:-

STATE Percentage share STATE Percentage share

1. Andhra Pradesh 7.68 12, Manipur 0,02
2, Assam 2,03 13. Meghalaya 0,05
3. Bihar 9,51 14. Nagaland 0.16
4. Gujarat 6.67 15, Orissa 1.58
5. Haryana 1.84 16. Punjab 3.88
6. Himachal Pradesh 0.14 17. Rajasthan 4,87

7. Jammu & Kashmir 0, 95 18, Sikkim 0.01**
8. Karnataka 3.43 19, Tamil Nadu 6. 61
9. Kerala 3.18 20, Tripura 0.04
10. Madhya Pradesh 5.85 21, Uttar Pradesh 17.85
11. Maharashtra 15.70 22. West Bengal 7.95
Total: 100. 00

** Rounded to 0.01 Actual percentage works out to 0.0045.

9.17 Shri A, R, Shirali has some reservations on the recommendation regarding the quantum of the
grant, He feels that determination of the grant on the basis of the amount of non-suburban passenger
earnings implies that the tax is still in force, which is not the case. He sees considerable force in the,
view taken by the Seventh Finance Commission that the growth in non-suburban passenger traffic is a
major element in the growth of passenger earnings. He is, therefore, of the opinion that, in the
determination of the quantum of the grant, greater weightage should be given to growth in passenger
traffic and a lesser weightage to growth in passenger earnings. The non-suburban passenger traffic
(in million passenger k. m.) in 1981-82 was 2,58 times that in 1961-62; the non-suburban passenger
earnings in 1681-82 were 6,44 times than those in 1961-62, Even if equal weightage were given to the
two factors, the quantum of the grant would work out, Rs, 12,5 crores being the grant in 1961-62, to

12.5 x 2,58 +12,5 x 6.44_ Rg, 56. 38 crores, which could be rounded off to Rs, 60 crores,
2




CHAPTER X
GRANT ON ACCOUNT OF WEALTH TAX ON AGRICULTURAL PROPERTY

10.1 We are required by paragraph 6(d) of the President's Order, to suggest changes, if any, in the
principles governing the distribution among the States of the grant to be made available to them on
account of wealth tax on agricultural property.

10.2 Wealth tax on agricultural property was first imposed with effect from the assessment year
1970-71, This was done by amending Section 2(e) of the Wealth Tax Act, 1957 by the Finance Act, 1969.
The tax was applicable over the whole of India, except Jammu & Kashmir.

10.3 Wealth tax is not one of those taxes which, under the provisions of the Constitution, is to be
shared with the States, Nor, is it levied by the Centre for the benefit of the States. Nevertheless, the
Central Government decided of its own accord that the net proceeds of wealth tax on agricultural pro-
perty should be made over to the States in the form of grants-in-aid.

10.4 The Sixth Finance Commission was the first to be asked to make recommendations regarding
the principles on which these grants should be made to the States. That Commission took the view that
wealth tax on agricultural property was similar to estate duty chargeable on immovable property. It,
therefore, recommended that the grant on account of wealth tax on agricultural property should be
distributed among the States in proportion to the value of the agricultural property located in each State.
It did not consider either population or collection as an appropriate basis for determining the share of
the States, for, the former had no relation to the value of the agricultural property brought to charge
and the latter could include tax paid on property located outside the State. The 3ixth Finance Commis-
sion did not think that the backwardness or developmental needs of a State were germane for the pur-
pose of distribution. Having regard to the comparatively low and uncertain yield from this tax, the
Sixth Finance Commission left out of account the grants likely to be paid to the States while computing
their revenue position after devolution. The grants were left to be treated as a resource for the State
Plans,

10.5 The Seventh Finance Commission was required to suggest changes, if any, in the existing prin-
ciples of distribution of these grants. It noted that, though the Sixth Finance Commission's recommen-
dation was accepted by the Government of India, the grants were actually made to the States on an
altogether different basis. This was because the Central Board of Direct Taxes found that a dispro-
portionately large amount of work would be involved in maintaining the statistics of wealth tax assess-
ments in such a manner as would permit it to ascertain the value of agricultural property located in
each State and brought to assessment in any year, Moreover, from the assessment year 1975-76, the
separate exemption given to agricultural l1and was withdrawn and agricultural property then stood on the
same footing as any other asset. This made even more difficult the segregation of the tax attributable
to agricultural property from the tax on all the assets. In 197¢, the Union Ministry of Finance, there-
fore, decided that distribution of the grants to the States from 1974-75 onwards should be in proportion
to the value of agricultural property brought to assessment in any State to the total value of such assess-
ments in all States taken together,

10.€¢ The Seventh Finance Commission also observed that there were inexplicably wide differences
between the collections shown in the Finance Accounts of the Central Government prepared by the Comp-
troller and Auditor General and those reported to the Commission, That Commission therefore expres-
sed the hope that these matters would be looked into, and that the Government of India would take adequ-
ate measures to ensure that the States received their proper share of the grants.

10,7 The Seventh Finance Commission stated that, in the normal course, it would have suggested
continuance of the principles recommended by the Sixth Finance Commission, However, considering
the difficulties encountered by the Central Board of Direct Taxes and the Ministry of Finance in giving
effect to the recommendation of the 3ixth Finance Commission, it recommended that the share of each
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State in the grant in each year from 1979-80 to 1983-84 should be an amount equivalent to the net collec-
tion in that State in that year. The Commission further recommended that Sikkim would also become
entitled to a share in the grant if, and when, the levy of wealth tax was extended to that State in the
period covered by its Report. Like its predecessor, the Seventh Finance Commission also decided to
ignore the shares of the States in the grant while computing the revenues position after devolution, and
left the amount of grant to be treated as a Plan resource of the States,

10,8 We have studied the views of the States as to principles that should govern the distribution of the
grant, However, it is not necessary to .narrate their views as the position with regard to wealth tax on
agricultural property has completely changed from the assessment year 1981-82, As a result of the
amendment under the Finance (No.2) Act, 1980, wealth tax was not chargeable on agricultural property
with effect from the assessment year 1981-82, except on four specific types of plantations, namely, tea,
coffee, rubber and cardamom, The wealth tax on these four plantations has also been withdrawn by the
Finance Act, 1982 and thus, now, wealth tax on agricultural property totally stands discontinued from
the assessment year 1983-84,

10,9 Though wealth tax on agricultural property is not leviable at present, the principles of distribu-
tion of the grant still have to be decided so as to enable the distribution of the arrears, if any, that may
be collected during the period covered by our Report. As the amounts to be distributed would be quite
small, and for the sake of continuity, we adopt the same principle as the Seventh Finance Commission
and recommend that the share of each State in the grant in each year from 1984-85 to 1988-89 should be
an amount equivalent to the net collection in that State in that year. We too, have left the grants to be
treated as the States' Plan resources, and not brought them into computation of the revenue position
after devolution,



CHAPTER XI

FINANCING OF RELIEF EXPENDITURE

11,1 By paragraph 10 of the President's Order we are required to review the policy and arrangements
in regard to financing of relief expenditure by the States affected by natural calamities, and, to suggest
such modifications, as considered appropriate, in the existing arrangements, having regard, among
other considerations, to the need for avoidance of wasteful expenditure, '

11.2 That financing of relief expenditure is primarily the responsibility of State Governments has been
accepted as almost exiomatic by earlier Commissions., Notwithstanding this view, successive Finance
Commissions have been recommending schemes of Central assistance for meeting relief expenditure.
They obviously realised that, on occasions, the magnitude of expenditure required to be incurred might
well be beyond the means of the States,

The Second Finance Commission introduced the concept of 'margin money', and built it into the
expenditure requirements of the States. This concept was retained by the succeeding Commissions,
though they varied the manner of computation of the same. This was done with the object that the mar-
gin money should be immediately available for use in the event of calamities of more than moderate
severity. It was only if the expenditure requirements exceeded the 'margin money' that Central assis-
tance was to be extended.

11,3 We will briefly describe the existing arrangements which are based on the recommendations of
the Seventh Finance Commission, According to the recommendations of that Commission margin
moneys aggregating Rs, 100, 55 crores annually are to be provided by the States in their budgets. That
Commission considered that these provisions should enable the States to bear the burden of relief
expenditure better than had been the case until then, Where the expenditure required to be incurred is
estimated to exceed the 'margin money', the State concerned has to present a memorandum to the
Centre setting out its demands for Central assistance, The memorandum is examined by the Union
Ministry of Agriculture, which is the coordinating Ministry for this purpose. Thereafter a Central
team consisting of officers drawn from different Ministries is sent to make an on-the-spot assessment
and make a report. This report is considered by the High Level Committee on Relief, which recom-
mends ceilings of expenditure for different items. Based on these recommendations, the Ministry of
Finance fixes the ceilings of expenditure and communicates them to the State concerned. Expenditure
in excess of margin money, subject to the ceiling so fixed, qualifies for Central assistance,

11.4 The Seventh Finance Commission distinguished between droughts on the one hand, and, floods,
cyclones, earthquakes, etc. on the other, and suggested different patterns of Central assistance for
these two categories of natural calamities.

11,5 For expenditure on droughts, the Seventh Finance Commission recommended that the State
concerned should contribute from, its Plan, the contribution being subject to assessment by the Central
teams and the High Level Committee on Relief, Such contribution is, however, not to exceed 5 per

cent of the Annual Plan outlay, and, is to be treated as an addition to the Plan outlay of the State in that
year. To enable the State to make this contribution, the Centre provides assistance which is treated as
advance Plan assistance, If, however, the expenditure requirement as assessed by the Central team
and the High Level Committee on Relief cannot be contained within 5 per cent of the Plan outlay, the
extra expenditure is to be taken as an indication of the special severity of the calamity, which would
oblige the Central Government to assist the State to the full extent of the extra expenditure. This assis-
tance is to be given half as grant and half as loan, and, is not adjustable against the Plan assistance of
the State.

11,6 For expenditure on relief, and, on repairs and restoration of public works following floods,
cyclones and other calamities of a sudden nature, the Seventh Finance Commission recommended that
the assistance should be given as a non-Plan grant to the extent of 75 per cent of the total expenditure
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in excess of the margin, The remaining 25 per cent is to be borne by the State in order to discourage
wasteful expenditure, The Central assistance is not adjustable against the Plan of the State or against
the Central assistance for the Plan, The Seventh Finance Commission also added that where a cala-
mity is of 'rare severity', it might be necessary for the Central Government to extend assistance to
the States concerned on a scale even more liberal than suggested by it.

11,7 Before proceeding to consider what recommendations we should make, it will be useful to briefly
mention the important points made in the Memoranda of the States, the Ministry of Agriculture, Minis-
try of Finance, and, the Planning Commission,

11.8 Andhra Pradesh, Karnataka, Tamil Nadu and Uttar Pradesh have suggested retention of the
existing levels of margin money, whereas Gujarat and Haryana have said that the margin money should
be a modest amount, Others have suggested an increase in the quantum of margin money by varying
amounts. Yet other States have suggested specific amounts of margin money for which provision should
be made. Some States have even pleaded that the expenditure incurred by them out of the margin money
should be accepted without question by the Centre, There is a divergence of opinion amongst the States
as to the period for which the actuals of expenditure should be taken to obtain an average for computing
the margin money,

11,9 Andhra Pradesh, Gujarat, Haryana, Orissa and West Bengal have opposed the distinction pre-
sently being made between drought on the one hand and floods, cyclones, etc. on the other, As many
as thirteen States have opposed linking of relief expenditure with the Plan., Some of them are also
against the grant of Central assistance by way of advance Plan assistance, and its subsequent adjust-
ments. They say that, since the major portion of Plan outlays is pre-empted by priority sectors like
irrigation and power, it would be unrealistic to expect them to accommodate the relief expenditure
within the Plan, They further say that to treat relief expenditure incurred for accelerating on-going
Plan schemes, or, on new Schemes as additional Plan expenditure in the year in which the calamity
occurs, distorts their priorities, and inevitably leads to a cut back in the allocation for these schemes
in the future years, Moreover, in many States the concept of district planning has been accepted
which would render it difficult to transfer resources from one district or area to another,

11.10 With respect to the pattern of Central assistance, some States are in favour of the assistance
being in the form of 100 per cent grants while others have suggested that the grants should be to the
extent of 75 per cent and the rest as loan, Some States have suggested different patterns of assistance
for drought and floods., A few States like Bihar and Haryana have said that Central assistance should
be given to the extent of 100 per cent as non-Plan grant under Article 275 of the Constitution. Kerala
is of the view that the entire responsibility for incurring expenditure on natural calamities should be
that of the Centre,

11.11 Some other suggestions of a miscellaneous nature received by us are: that expenditure to meet
relief of distress caused by fire and hailstorms should also qualify for Central assistance; that there
should be no arbitrary cut-off point like the financial year in the grant of Central assistance, but, that
Central assistance should be related to the agricultural year; that spill-over expenditure into the next
financial year should also qualify for Central assistance; that the assessment by Central teams and
the scales of assistance fixed by them should be realistic; that provision should be made for the non-
wage component in employment generation works; that a representative of the State Government
should be included in the Central team; that loss of revenue arising from natural calamities should
also be compensated by Central assistance; and that there should be no insistence that the unspent
margin money in any year should be invested in easily encashable securities,

11,12 The suggestions received from the Ministry of Agriculture emanate from two basic considera-
tions: first, any scheme for financing of relief expenditure should contain disincentives to discourage
States from rushing to the Centre for help; secondly, State Governments are primarily responsible
for meeting expenditure on natural calamities from their own resources, They, therefore, suggest
that no distinction should be made in the pattern of assistance for drought and for other natural cala-
mities, that only 50 per cent of the expenditure should be met by the Centre by way of advance Plan
assist 'nce, and that the remaining 50 per cent should be found by the States from their own resources.
They have also suggested that advance Plan assistance given to States should be adjusted strictly in
accordance with the recommendations of the Finance Commission and that no assistance should be
given for restoration and repairs of public properties damaged by natural calamities, for which, at
the most, ways and means advances be given to the States.
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11,13 The Ministry of Finance are of the opinion that (a) relief expenditure is primarily the respon-
sibility of the State concerned; (b) the present arrangements are totally unsatisfactory leading to abuse
of the system and inflated demands; and (c) the scheme of financing of relief expenditure should

aim at curbing the present abuses, and, discouraging States from making unnecessary and unjustified
demands. The Ministry has put forth two alternative schemes,

According to the first, the State Government should meet the expenditure from its own re-
sources to the extent of 5 per cent of its Plan outlay for the financial year in which the calamity
occurs, by suitable adjustments within its Plan and non-Plan outlays. This amount should be found
by the States over and above the margin money fixed by the Finance Commission. No distinction need
be made between drought and other natural calamities like floods, cyclones, ete, In the event of the
expenditure requirement exceeding the margin money and 5 per cent of the State's Plan outlay, the
excess expenditure should be met through a five-year non-Plan loan from the Centre,

The second scheme keeps intact the present distinction between drought on the one hand, and,
floods, cyclones, etc. on the other, For drought, the suggestion is that the expenditure in excess of
the margin money be shared between the Centre and the State in the ratio of 60:40, the Central assis-
tance being advance Plan assistance adjustable within five years from the date of release of assis-
tance. For floods, the sharing of expenditure in excess of the margin money would be in the same
proportion, but the Central assistance would be given as a non-Plan loan to the State to be repaid
within five years.

The Ministry suggests that the present procedure of sending a Central team to the affected State
and placing its report before the High Level Committee on Relief should continue in both cases.

11, 14 The Planning Commission has said that the present distinction between droughts, and, floods,
cyclones, etc.,originated by the Seventh Finance Commission, should be maintained. It also does not
think that any change is called for in the existing criteria governing Central assistance for various kinds
of natural calamities; except that in the case of States which have had droughts for more than four or five
successive years, the entire assistance should be considered for being given as a grant,

11,15 We turn our attention, first, to the alleged deficiencies of the present system. There is no doubt
that relief expenditure has increased enormously in recent years; and, also, that the burden of the
expenditure has, in the course of time, come to fall more heavily on the Central budget. But, these
phenomena could, to a large extent, be the result of forces beyond the control of both the Centre, and the
States, e.g. the greater severity of the calamities, and the rise in prices. Therefore, they do not neces-
sarily indicate any intrinsic defect in the system as such,

11.16 However, a comparison of the demands made by the States, and the ceilings fixed by the Centre
on the recommendations of the High Level Committee on Relief does show that the claims made by the
States tend to be exaggerated, We have made such a comparison in Annexure XI-I. It could be that
inflated demands are made by the States as a matter of precaution thinking that no matter how realistic
their claim, it is bound to be cut down by the Centre,

11,17 There may, again, be good reason to believe that all the money granted for relief expenditure is
not properly employed. However, the present system provides adequate safeguards to minimise that
possibility. As we have mentioned already, a Central team is deputed to make an on-the-spot study as
soon as a memorandum is received from the State, Of course, it can be said that such a team makes its
assessment only on an "impressionistic view', but, we are unable to discover any other method by which
it could make a better assessment. It is further true that there is a degree of subjectivity involved, but,
given the fact that the Central teams, which go to different States, comprise different officials, who are
required to make an assessment in a hurry, some degree of subjectivity is inevitable.

11.18 It seems to us that, even if some flaws have appeared in the functioning of the existing scheme,
these are not of such a nature as to indicate that the scheme itself is misconceived. On the contrary,
we think, that having regard to all aspects of the problem, it is not easy to devise a better scheme. It
contains many checks and balances which, if properly worked, should operate as safeguards against
abuse. According to the Union Ministries, the basic flaw in the present system arises from the fact
that the Centre is required to subscribe towards relief expenditure. To this, the answer is that there
are inbuilt disincentives in the scheme. Assistance by the Centre to a State in the case of drought is
given in the form of advance Plan assistance to be adjusted in succeeding years. Though in the case of
a flood, a non-Plan grant is given, but, 25 per cent of the expenditure in excess of the margin money
has to be borne by the State itself. We think these are considerable deterrents to the misuse of the
system.
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11.19 Our analysis of relief expenditure, and, relief assistance over the last few years has shown that
the margin money fixed by the last Commission has, in practice, proved insufficient in many cases.
The earlier Commissions took the average of relief expenditures incurred over a few years and fixed
them as the margin moneys for each State. The Second, Fourth and Fifth Finance Commissions took
the average of these expenditures for 10 years, 8 years and 9 years respectively, while the Sixth Fin-
ance Commission adopted the average of such expenditure for the period 1956-567 to 197172, i.e. over

a period of 16 years. The actual expenditures taken into account by them included not only expenditure
on items of direct relief like gratuitous relief, drinking water arrangements, arrangements for supply
of fodder, and other emergent expenditure immediately following a calamity, but, also, expenditure on
relief works. These Commissions, however, did not provide for any element of repairs and restora-
tion of public assets, which entails considerable expenditure following floods, cyclones, etc. The
Seventh Finance Commission did take such expenditure into account while computing the margin money,
but, left out of reckoning the expenditure on relief employment. It took the average annual expenditure
for each State for the years 196970 to 1977-78 on direct relief other than relief employment, and on
repairs and restoration of public properties damaged by floods, cyclones and earthquakes, This 9
year average was increased by 15 per cent to allow for the increase in price levels. The margin money
for each State was fixed on this basis after making appropriate adjustments in the case of individuals
States where there were exceptionally large expenditures, because of calamities of unprecendented
magnitudes, like, for instance the cyclones in Andhra Pradesh and Tamil Nadu in 1977.

11.20 We observe that relief expenditure in many States reached hitherto unprecedented proportions
from the year 1977-78 onwards. Fixing the margin money on the basis of a long-term average would,
therefore, operate to the disadvantage of the States. We, therefore, think that the margin money
should be fixed with reference to the average expenditure over the five years ending 1982-83 as this
would correctly reflect the possible needs of the States. Further, we agree with the view of the pre-
vious Commission that the margin money should be meant to cover items of direct relief expenditure,
and, repairs and restoration of public assets, and not the expenditure on relief employment.

11.21 We have, therefore, taken the average of the expenditure in each State over the period 1978-83
classified as 'non-Plan' expenditure which would accord with the items of expenditure taken into
account by the Seventh Finance Commission. The total annual requirement of provisions for all States
works out to nearly three times the total annual provision allowed by the last Commission. In the case
of some States, we found, that fixation of margin money on this basis resulted in wnusually large
amounts because of abnormal expenditures in particular years. We have, therefore, moderated the
margin money calculated in this manner in the case of such States by limiting the total margin money
provision to three times of what was provided by the Seventh Finance Commission. In the case of a
few States, the margin money provision, calculated by us on the basis of the five-year average, worked
out to even less than what was allowed by the last Commission. In such cases, we have provided what
was allowed by them. The margin moneys calculated by us in the light of the foregoing, with the above
mentioned modifications, have been rounded-off to the next higher Rs.25 lacs. On this basis the
aggregate margin money for all the States taken together works out to about Rs.240.75 crores as
against an aggregate margin money of Rs.100.55 crores provided by the previous Commission.

11,22 In one important respect, however, we wish to make a departure from the previous Commis-
sions i.e. in the manner of funding the margin money. The earlier Commissions made a provision
equal to the margin money, determined by them, in the revenue forecast of each State. In our scheme
of financing the relief expenditure, we propose that the Centre should contribute 50 per cent of the
margin money, determined for each State, in every year. We further propose that on the occurrence
of a natural calamity, a State will be entitled to draw on the Centre's share after it has exhausted its
own share of the margin money. The Centre should make this money available on demand. If, in any
year, the Centre's share of the margin money or a portion thereof is not paid to any State, it shall be
carried forward into the next year. The accumulated balances lying to the credit of a State will then
be available to it in a year of need together with that year's contribution from the Centre. We are
advisedly not suggesting that the unspent balances in the margin money should be invested in easily
encashable securities, for, we are aware that in practice this does not happen. While the unspent
balances in the margin money need not be invested in easily encashable securities, the balance out of
the margin money in any year would be deemed to have been notionally carried forward into the next
year. Ina year in which a natural calamity occurs necessitating Central assistance, the Centre would
naturally take note of all the unspent balances in the margin money from the previous years while
determining the quantum of Central assistance.
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11,23 Now that we have enlarged the margin money on the basis of an average derived from the annual
expenditure during the five years ending as recently as 1982-83, and, have further recommended that
50 per cent of the margin money should be contributed by the Centre. We think that, in the ordinary
oourse, it should be possible for the States to cope with a natural calamity without having to seek any
further assistance from the Centre. As regards the situation in which such further assistance may
become necessary, we think, no change is necessary to be made in the existing scheme of Central
assistance based on the recommendations of the Seventh Finance Commission. Accordingly, we
recommend that, as at present, there should be a distinction between drought on the one hand, and,
flood, cyclones, earthquakes, etc. on the other. Further, the present arrangements relating to
Central assistance for these two categories of natural calamities should continue during the period
ocovered by our report. The only changes that we recommend are in respect of the quantum of margin
money and the manner of its funding.

11.24 Now, reverting to the other points raised by the States, some of them have represented to us
that expenditure incurred on relief of distress caused by hail-storms and fire should also be deemed to
be expenditure on natural calamities. We understand that expenditure on relief necessitated by hail-
storms qualifies for Central assistance even in the scheme as it exists, so no. recommendation by us is
required. The position in regard to fire has hitherto not been very clear. We recommend that expen-
diture for relief of distress caused by fire should be treated on the same footing as a natural calamity
of the category of floods, cyclones, earthquakes, etc.

1125 It has been suggested by some States that expenditure on staff and establishment sanctioned on
a regular basis to meet a calamity, which recurs annually, should be treated as a legitimate charge
on the margin money of the State. We think that expenditure on regular staff and establishment
should not normally be a charge on relief expenditure, except where additional staff has been
specifically recruited for the purpose of relief operations.

11.26 As for the point made by some States that Central assistance should not be related to the financial
year, but, to the agricultural year, we understand that the Centre does sanction additional assistance

in the succeeding financial year in respect of natural calamities like drought, which continue beyond the
financial year. However, there is no doubt that it would make for better planning and continuity of relief
operations if the Centre, while sanctioning its assistance, were to indicate the likely quantum of

Central assistance even for the period falling in the next financial year. If budgetary constraints require
the sanctions to be restricted to the financial year, the ceilings of expenditure can be fixed with refer-
ence to the full duration of the calamity in question, but, the financial sanctions could be suitably divided
to fall in the respective financial years.

11,27 Some of the States have said that Central assistance should take into account the non-wage ele-
ment in expenditure on relief employment. We gather that this is already being done.

Some States have complained that cost norms adopted by the Central team for items such as repairs/
reconstruction of damaged houses are too low. We suggest that Central Government may review the norms.

11,28 As regards the complaint of some States that spill-over requirements are not met by the Centre,
we feel that the States have a good case. Though a flood or a cycrlone may have ended, the expenditure

on the repairs and restoration of public works, which it entails, may spill over into the next, and,
succeeding financial years. We understand that under the existing arrangements the Central assistance
is restricted to the financial year in which the natural calamity occurs, and, that all spill-over expendi-
tures are expected to be met by the States themselves by making suitable provisions in their budgets for
the subsequent years. We are of the view that this is unfair to the States. If after an on-the-spot assess-
ment, the Centre is satisfied about the extent of expenditure required to be met, than the Central assist-
ance should extend to the whole of the expenditure on the repairs and restoration of public works,
regardless of whether it can be incurred in the financial year in which the calamity occurs, or, whether
it will have to be spread over the next and subsequent years. Technicalities of financial years should
not be allowed to come in the way of sanctioning what has been assessed as legitimate expenditure.

11,29 As regards the suggestion that a representative of the State Government should be included in the
Central team, we think, this will cause unnecessary difficulties, and, we do not, therefore, favour this
suggestion.

11.30 We would like to add a word regarding the existing procedure for providing relief assistance fo
the States. Some States have complained that there is considerable delay in sending Central teams to the
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States and sanctioning Central assistance. It hardly needs to be emphasised that when there is a natural
calamity, the situation is one demanding urgency on all hands. We, therefore, think that the procedures
should be streamlined as much as possible, and, the Centre should give its attention to this aspect. In
any case, we think, it should be possible for the Centre to send a team within 15 days of receipt of a
report from the State giving a broad assessment of the damage caused by the calamity, and, the assist-
ance required. Sending of the Central team should not be delayed to await a detailed memorandum. I
should also be the endeavour of the Centre to sanction relief within 15 days of the return of the Central
team,

11,31 Lastly, we turn to the objections of certain States to linking of Central assistance to Plan assist-
ance. Though the arguments of the States are not without some force, the fact remains that the major
portion of advance Plan assistance is for relief employment, and, drinking water supply schemes. It
should not be difficult for the States to dovetail these with their Flan programmes either by accelerating
the existing Plan schemes or by taking up schemes which, in any case, would have been taken up in the
near future as a part of Flan programmes, Dovetailing of relief expenditure with the Plan should not
prove too difficult, if, the States have a shelf of schemes ready in advance.

11,32 To sum up, therefore, we recommend that the scheme of financing of relief expenditure as re-
commended by the Seventh Finance Commission should continue. The further relief we have proposed is
in regard to the quantum of margin money and its sharing between the Centre and the States.

11.33. The revised margin moneys fixed by us for the different States are shown in the following Table.
The margin moneys allowed by the last Commission are also shown alongside,

Margin moneys as recommended by the Eighth Finance Commission and
the Seventh Finance Commission.
(Rs. crores)

Margin Money recommended Margin Money recommen-

STATE by Eighth Finance Commission ed by Seventh Finance
Commaission
1 2. 3

1 Andhra Pradesh 24.50 8.58
2. Assam 7.25 3.46
3. Bihar 33.75 13.08
4. Gujarat 28.75 9.56
5. Haryana 4.50 1.47
6. Himachal Pradesh 175 0.51
7. Jammu & Kashmir 1.50 130
8. Karnataka 6.00 2.00
9. Kerala 5.00 1.59
10, Madhya Pradesh 4.75 1.83
11, Maharashtra : 7.25 4,57
12, Manipur 0.25 0.08
13. Meghalaya 0.25 0.07
14, Nagaland 0.25 0.14
15, Orissa 26.25 8.71
16. Punjab 6.00 2.68
17, Rajasthan 16.75 7.74
18, Sikkim 0.25 0.01
19, Tamil Nadu 8.75 8.59
20, Tripura 0.75 0.18
21, Uttar Pradesh 32,50 10.80
22, West Bengal 23.75 13.60
TOTAL : 240.75 . 100, 55

Half the margin money for each State, as now fixed by us, has been taken into account in the reassessment
of the State's forecasts, We recommend that the remaining half of the margin money should be provided
by the Centre.



CHAPTER XII
UPGCGRADATION OF STANDARDS OF ADMINISTRATION

12.1 In making our recommendations, para 5(vi) of the President's order enjoins us to have regard,
among other considerations, to 'the requirements of the States for upgradation of standars in non-
developmental sectors and services, particularly of States which are backward in general administra-
tion, with a view to bringing them to the levels obtaining or likely to obtain in the more advanced
States', and to indicate the manner in which such expenditure could be monitored.

12.2 Such a consideration was first mentioned in the terms of reference of the Sixth Finance Commis~
jgion. It was asked to have regard to the requirements of States which were backward y}g_ndards

of general administration, for upgrading the administration with a view to bringing it To the levels
obtaining in the more advanced States over a period of ten years. For this purpose, that Commission
adopted the yardstick of the per capita expenditure onmadministrative and social services in different
states. Those States which fell below the all States' average in per capita expenditure in selected

3 ectors were g1ven supplemental provisions in the re-assessed forecasts by way of upgradation
provisions. The Sixth Finance Commission confined itself to the expendlture on revenue account in
estimating these reéquirements,

The corresponding term of reference to the Seventh Finance Commission was similar to ours., That
Commission examined the requirements of upgradation of standards of administration according to
physical norms. It also had regard to the feasibility of approved schemes supported by upgradation
grants during the period covered by the Report of the Commission. It did not make a larger provision
for any State than that proposed by the State itself.

12,3 Though we agree with the approach of the Seventh Finance Commission that the standards of
service in the selected sectors should be judged according to physical norms, we do not do not think that the
provisions made should necessanly be restricted to the amounts reQuested by the State. "Thus, we

have made provisions for upgradation on the bas15 of physmal norms, uninhibited By the amount named
by the State.

12.4 The proposals for upgradation received from all States would require a total outlay of Rs. 19,424
crores. The proposals cover the whole gamut of administration. Given the limitation of resources,
it is obviously not possible for us to provide for all the upgradation needs for which we have received
requests, norto the total extent asked. We have, therefore, selected the following sectors for upgra-~
dation. They are:

((LW
ii) education;

uliY ]axl administration;

(iv) tribal administration;

(v} health;

(vi) judicial administration;

(vii) district and revenue administration;
(viii} training; and

(ix) treasury and accounts administration

12.5 Itis, perhaps, for the first time that a Finance Commission has decided to support training by
wpgralation. We think that management training is essential for public servants as they are involved in
every sphere of the nation's activities and their role is immense. I is obvious that such training will
enhance their effectiveness. Though education and health are conventionally treated as developmental
sectors, we have selected them for upgradation in view of their crucial importance. Besides, 33 years
of Planning have brought into existence large-sized infrastructural facilities in health and education
gedors. But, the vital inputs which these sectors need are lacking. Accordingly, we have sought to
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rectify some of the deficiencies in these two sectors. In addiition to the nine sectors enumerated above,
we have taken into consideration the special problems of the States for which we have tried to provide
reasonable outlays.
While we have estimated the outlays required for upgradation and special problems in this Chapter,
we have indicated the amounts of grants-in-aid recommended by us for this purpose in the following: Chapter

POLICE

12,6 In the police sector, we have received proposals aggregating to Rs. 4341 crores. The proposalg
encompass the whole range of police administration. As a result of our discussions with the Union Home
Secretary and the State Governments, we have chosen four programmes in the police sector for upgrada~
tion namely, police housing, pucca buildings for police stations and out posts located in the rented or
temporary structures, opening of new police stations and augmentation of the number of women police
constables.

Police Housing

12,7 In regard to police housing, we have tried to follow up the efforts of the Seventh Finance Commig-
sion, That Commission determined the minimum desirable police housing satisfaction level at 58. 2

per cent of the total police subordinate force. It also decided that only 14 per cent of the lower subordi-
nates need be provided family type accommodation. Several States have represented to us that barrack
type of accommodation for the majority of police subordinate ranks is not acceptable to the police lower
subordinates, and is not in keeping with modern times. The National Police Commission also PeOOminend-
ed that 100 per cent family accommodation be wiformly provided to all the ranks of the police. We have,
therefore, decided to prévide outlays for family accommodation to all ranks of the subordinate police fOrce

12.8 Regarding the unit cost of police housing, our Secretary had discussions - with the Housing and
Urban Development Corporation. After taking into consideration all the relevant aspects, we consider
that a plinth area ef 35 square metres should be provided for the residential unit of a lower subordinate
and a plinth area of 95 square metres for the residential unit of an upper subordinate. We, accordingly,
estimate the unit cost of housing for lower subordinates at Rs. 24,500 and Rs. 66,500 for upper subor~
dinates. We have also allowed 30 per cent mark-up for the hill States of Himachal Pradesh, Jammy &
Kashmir, Manipur, Meghalaya, Nagaland, Sikkim and Tripura.

12.9 The size of subordinate police force has increased from 7.40 lakhs from the time of the Seventh Finance
Commission to 8,68 lakhs in 1981, It has thus registered an increase of 17.3 per cent. Presently the

housing satisfaction is 48.95 per cent. In spite of the significant increase in the size of the subordj-

nate police force, we have set the minimum desirable housing satisfaction level at 60 per cent of the

total subordinate police force. Accordingly, we have provided an outlay of Rs. 299, 81 crores for the
construction of 1,01,131 additional residential quarters.

Police station buildings

12,10 Regarding the provision of pucca buildings to the existing police stations and out-posts located iy
temporary or rented buildings, we find that presently, out of 15,061 police stations and out-posts,

9,884 police stations and out-posts are located in pucca Government buildings. The remaining police
stations and out-posts are in rented buildings or temporary structures. The percentage of police statjopg
and out-posts which are located in pucca Government buildings works out to 65.63 per cent. We con-
sider 80 per cent as the minimum desirable norm for this purpose. We have accordingly provided oyt~
lays for the construction of 2,452 new pucca buildings for the police stations and out-posts. In providing
owtlays for the new buildings to the police stations and out-posts, we have taken into consideration the
type designs for the police station buildings published by the National Buildings Organisation. It is
reasonable to expect that some of the police stations may require larger plinth area because of their
location in rapidly growing towns. We have, therefore, provided 222 square metres of plinth area per
police station to one-third of the new police station buildings to be constructed. For the remaining two-
thirds of the new buildings, we have provided a plinth area of 131 square metres per police station.

The unit cost for the bigger police station building will be Rs. 2.22 lakhs and for the smaller pol;jce
station building the unit cost will be Rs. 1.31 lakhs. We have added 30 per cent mark up to the unit
costs in case of seven hill States, i.e., Himachal Pradesh, Jammu & Kashmir, Manipur, Meghalaya,
Nagaland, Sikkim and Tripura. We have thus provided Rs. 40.29 crores for the construction of 2452

additional buildings to the police stations and out-posts now located in rented buildings or tempo rary
structures.
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Police Statj

12.11 A police station is the basic unit of the department and is the level at which the police and the
public come into contact with each other. There is an urgent need to increase the coverage of police
stations, especially in rural areas. We have, therefore, decided to provide outlays for augmenting

the number of police stations. For this purpose, we have taken into consideration the norms of crime,
area and population, suggested by the National Police Commission. Presently, there are 9,174 police
stations. In view of the shortage >f resources, we have provided a 10 per cent increase over the exist-
ing number of police stations. W e have, however, provided a minimum number of 10 additional police
station in respect of small States like Himachal Pradesh, Manipur, Meghalaya, Nagaland, Sikkim and
Tripura where a 10 per cent increase works out to less than 10 police stations. We have taken the police
strength at 15 persons per new police station. In computing staff cost, we have adopted State specific
emolument levels. We would strongly suggest that the new police stations should be established in
rural areas. For the establishment of the new police stations, we have provided Rs. 34.09 crores.

Women-Police Wing

12.12 The National Police Commission recommended augmentation of the number of women in the
police. It is stated by that Commission that women constitute 0.4 per cent of the total police force.
This percentage is low compared to our neighbouring countries like Bangla Desh and Singapore where
thewomen constitute 2.5 per cent and 12 per cent of the total police force respectively. Women in the
police are a necessity for the investigation of offences involving women and juveniles. We have, there-
fore, decided to provide for the augmentation of the women police constabulary. In computing staff
cost, we adopted State-specific emolument-levels, We have accordingly provided Rs. 7.08 crores for
the creation of additional posts of 3,252 women police constables.

Armed Police

12.13 Since we have decided to provide significant outlays for strengthening the civil police for establish-
ment of new police stations, provision of pucca buildings for the existing police stations, augmentation

of the number of the women police constables and police housing, we do not consider it necessary to pro-
vide support for upgradation of Armed Police.

However, we have made an exception in case of Meghalaya. The Second Armed Police Battalion
of Meghalaya was raised in 1981-82. We have provided Rs. 0.32 crore for the construction of head-
quarter buildings for this battalion.

To sum up, we have provided Rs. 38L 58 crores for the police sector. The State-wise and scheme-
wise details may be seen at Annexure XII-l.

EDUCATION

School Buildings

12.14 In the education sector, we have received requests from the State Governments aggregating to
Rs.3966.25 crores. The proposals of the State Governments include appointment of additional teachers,
provision for furniture and equipment, construction of buildings, provision for mid-day meals and

other schemes of that kind. The Ministry of Education emphasised the need for clearing the backlog

of pucca buildings for the primary and middle schools, the conversion of single-teacher schools into
two-teachers schools, and provision of adequate inspecting staff and administrative facilities. The
Ministry of Education have placed the financial requirements for the above schemes at Rs. 3,247.86
crores. It seems to us that lack of pucca buildings for the primary schools and the existence cf single-
teacher primary schools constitute two basic weaknesses in the education system. Presently,
1,85,666 primary schools accounting for 40. 88 per cent of total number of primary schools in all the

22 States are functioning in thatched huts, tents, etc. We have decided that the States in which the
percentage of primary schools without pucca buildings exceeds 40 per cent, should be helped with
upgradation outlays to bring down the percentage of such primary schools to the all-India average,

i.e., 40 per cent. We have assumed a unit cost of Rs.40,000 for a school building of two class-rooms.
We have added 30 per cent to the unit cost for the hill States. We have thus allocated Rs.164.39

' crores for the construction of 38,946 additional school buildings in 11 States to bring them to the all-
India average of 60 per cent building satisfaction in respect of primary schools.
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12,15 Another facet of the education sector, which caused us concern, was the preponderance of
single-teacher primary schools in some States. Out of the 4,54,213 primary schools in the 22 States,
1,65,848 schools function as single-teacher schools. Thus, they form 36.5 per cent of the total
number of primary schools. We have decided to extend our support to those States where the proeportion
of single-teacher schools exceeds 35 per cent, which is the all-India average. The States wherein the
proportion of single teacher primary schools exceeds 35 per cent are Andhra Pradesh, Gujarat,
Himachal Pradesh, Jammu and Kashmir, Karnataka, Madhya Pradesh, Maharashtra, Meghalaya,
Orissa, Rajasthan and Tripura. We have provided outlays for the appointment of 45, 255 additional
teachers to bring these States to the all-India level. In the computation of upgradation outlays, we
have adopted State-specific emolument-levels for each of the 11 Statés. We have thus provided
Rs.122.01 crores. With this provision, it should be possible to raise the number of primary schools
with two teachers or more, in the 11 States, to 65 per cent, which is the all-India average. We have
provided a total sum of Rs. 286.40 crores for upgradation of the education sector. The State-wise and
scheme-wise break up may be seen at Annexure XII-2.

JAIL ADMINISTRATION

12.16 We have received upgradation proposals from the State Governments in respect of jail adminis-
tration totalling to Rs.530.09 crores. We have also received the recommendations of the Union Minis-
try of Home Affairs. The Ministry of Home Affairs have recommended the following areas in jail
administration as deserving of our support:—

(i) stepping up direct expenditure on prisoners for diet, medicines, clothing and other facilities;
(ii) separate jails for women and juveniles;
(iii) special jails for lunatics;
(iv) establishment of new sub-jails;

(v) provision of basic amenities in jails like electricity, water supply and sanitation;

(vi) vocational training for prisoners;
(vii) - establishment of open and semi-open jails;
(viii) staff quarters;
(ix) staff training; and
(x) strengthening of supervisory structure of the jail department.

12.17 Out of these, we have stepped up the provisions for direct daily expenditure on the prisoners,
and provided outlays suitably in the revenue expenditure estimates. We do not, therefore, propose to
provide separately for the daily expenditure on prisoners in this chapter. We propose to support the
following areas in jail administration through suitable outlays:—

(i) establishment of new sub-jails; (iv) separate institutions for juveniles;
(ii) provision of basic amenities in the existing sub-jails; (yv) separate institutions for lunatics; and
(iii) separate institutions for women; (vi) staff quarters..

New Sub Jails

12.18 A sub-jail constitutes the basic unit of the Indian prison system. The average daily prisoner
population of 822 sub-jails in the country is said to be 19,900. There are many district, sub-division
and tehsil headquarters which have no sub-jail, but where criminal courts function. This causes great
inconvenience in transporting undertrials and convicts over long distances from the jails to the courts.
Besides, there is considerable over-crowding in the existing sub~jails. The Ministry of Home Affairs
have identified 252 headquarter-towns of districts, sub divisions and tehsils which have no sub-jails,
but have courts. We, accordingly, recommend the establishment of 252 new sub-jails, with a total
capacity of 17,100 prisoners. We recommend prisoner capacity of 50 for tehsil and sub-division head-
quarters and a capacity of 100 for district headquarters. We have adopted a unit cost of Rs. 50,000 per
prisoner capacity to be created. We have added 30 per cent extra for the seven hill States. We have
thus provided capital outlays of Rs.89.18 crores.
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Basic amenities in the existing Jails

12.19 The Ministry of Home Affairs have informed us that there are 235 jails without electricity and
722 jails without proper sanitation or adequate water supply. We consider provision of electricity,
water supply and sanitation facilities as of foremost importance. In our computation, we have adop-
ted a unit cost of Rs. 5000 per prisoner capacity for provision of electricity and Rs. 2500 per prisoner
capacity for provision of water supply and sanitation facilities. We have provided 30 per cent addi-
tional outlay for the seven hill States. We have thus provided Rs. 38.60 crores for the provision of
basic amenities.

Jails for women

12.20 According to the Ministry of Home Affairs, the number of women prisoners by the end of
December 1980 was 3401 constituting 2.13 per cent of the total prisoner population. Only six States
have separate prisons for women. In view of the small number of women prisoners, their position in
jails becomes vulnerable. It has been recommended by the Ministry of Home Affairs, that States
having women convicts exceeding 100 should have a separate prison for women. Only one State falls
into this category, namely Madhya Pradesh. We have provided one separate prison for women with a
capacity of 100 prisoners for Madhya Pradesh. For the other States, including Madhya Pradesh, we
have provided outlays for construction of separate prison annexes for the women convicts. We have
assumed a unit cost of Rs,. 50,000 per prisoner, with 30 per cent step up in the cost for the seven hill
States: Accordingly, we have provided an outlay of Rs.12.31 crores for creation of a separate jail
and jail annexes for women prisoners.

Jail for Juveniles

12.21 According to information furnished by the M inistry of Home Affairs, there were 15,617 juvenile
offenders at the end of December, 1982. The capacity of Borstal schools and juvenile jails is of the
order of 3,930. The Ministry of Home Affairs have recommended creation of separate institutions for
the care of juvenile offenders. We were given to undertand that the custodial institutions for young
prisoners may provide either medium level security or minimum level security. It was also suggested
by the Ministry that two-thirds of the new institutions may have provision for minimum type of security
and the balance may have provision for medium security. We have accepted this recommendation. It
has been suggested to us that a unit cost of Rs. 20,000 per in mate for minimum security institution and
a unit cost of Rs.35,000 per inmate for medium security institution would be adequate. We have added
-30 per cent step-up in case of hill States. We have accordingly provided for an outlay of Rs.29. 83
crores for providing institutional care to 11, 823 juvenile offenders.

Jails for lunatics

12.22 According to information furnished by the Ministry of Home Affairs, the number of lunatics in
Indian prisons was 2, 333 by December, 1980. The need for special institutions for the care of "insane
prisoners is self-evident. We have, therefore, provided for the establishment of special institutions
for the care of lunatic prisoners in the States of Assam, Maharashtra, Meghalaya, Nagaland and West
Bengal where the lunatic prisoner population exceeds 75, and where such facilities do not exist. In
case of lunatic prisoners, the jails should serve both as custodial and therapeutic institutions. For
this purpose, we have adopted a unit cost of Rs.1 lakh per lunatic prisoner. We have as usual added
30 per cent step-up for the seven hill States. We have accordingly provided Rs.7.60 crores for this
purpose.

Staff quarters

12.23 According to the Ministry of Home Affairs, there are 32000 prison-staff in the country. Resi-
dential quarters are stated to be available for 45 per cent of the staff. We think that the prison staff
should be provided with Government accommodation upto the same level that the police subordimte
staff have been provided. We have, accordingly, determined the minimum desirable norm of housing
satisfaction for prison staff at 60 per cent. We have adopted the same unit cost of housing as in the
case of police housing. Since the Commission did not have State-wisée data of the available accommo-
dation or the break-up of the prison staff into upper subordinates and lower subordinates, we have
distributed the additional outlay of Rs.13.88 crores among the States in proportion to the prisoner-
capacity existing in'the States. We have assumed that 10 per cent of the total staff quarters would be
needed for the upper subordinates. Accordingly, we have provided Rs. 13. 88 crores for construction
of 4800 housing units.
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12.24 To sum up, we have thus provided Rs.191.39 crores for upgradation of jail administration. The
State-wise and scheme-wise details are available at Annexure XII-3.

TRIBAL ADMINISTRATION

12.25 We have received requests for upgradation of tribal administration amounting to Rs.1068.81
crores. The Ministry of Home Affairs have sent us a memorandum in which they have supported, in a
general way, the requests of the State Governments. The requests for upgradation relate to the
following areas of tribal administration:—

(i) grant of compensatory allowances to Government servants and the employees of the local bodies;
(ii) construction of staff quarters for the public servants working in the tribal areas;
(iii) provision of recreation facilities for the staff;

(iv) construction of office buildings for the various departments of the Government;

(v) establishment of public health facilities like hospitals; and
(vi) establishment of better communications.

Out of the above schemes suggested by the State Governments and recommended by the Ministry of
Home Affairs, we have selected the following for support through upgradation provisions:—
(i) grant of compensatory allowances;
(i)  construction of Staff Quarters; and
(i)  provision of infrastructural facilities in tribal areas.

Haryana, Jammu & Kashmir and Punjab have no tribal population. These States, therefore, do not

have the need for upgradation in tribal administration. In the States of Meghalaya and Nagaland, the
tribal population accounts for more than 80 per cent of the total population. We, therefore, consider
that no earmarked outlays are necessary for upgradation in tribal administration in these two States.

Compensatory Allowances

12.26 1t is well known that public services in tribal areas are thinly spread. One of the reasons for
the low level of public services in tribal areas is the reluctance on the part of the transferable Govern-
ment servants to move to tribal areas with their families, Their reluctance is due to the fact that
living conditions in tribal areas entail considerable hardships. The Seventh Finance Commission took
this fact into consideration and provided Rs. 30, 71 crores towards compensatory allowances for the
transferable Government servants working in the tribal areas. Though all the State Governments and
the Ministry of Home Affairs have requested provision for the sanction of compensatory allowances,
no details are forthcoming about the number of Government servants, working in the tribal areas, who
are still to be covered by the scheme of compensatory allowances. We are, therefore, slightly handi -
capped in assessing the quantum of outlay required for carrying further the process initiated by the
Seventh Finance Commission. We, however, think that we should provide an outlay roughly equal to
what the Seventh Finance Commission provided. We have, therefore, provided Rs. 30 crores for pay-
ment of compensatory allowances to the transferable Government servants working in the tribal areas.
We have distributed the grant as follows: First, we multiplied the Government servants-strength of

a State by the percentage share of tribal population to the total population of the concerned State (1971).
We have totalled the products thus obtained and computed the share of each State in the aggregate.
Then, we have allocated to each State a share in the grant of Rs.30 crores equal to the State's share

in the aggregate of Government employees, of all States multiplied by tribal population percentage. We
wish to make it clear that this amount should be utilised by the State Governments for the benefit of the
transferable Government employees who could not be granted compensatory allowances earlier eue to
the paucity of the resources. The scale of compensatory allowances will, of course, be according to
the local norms prevalent in the concerned State. The liability on account of grant of compensatory
allowance flowing from the Seventh Finance Commission's recommendation has already been taken into
account as committed liability in the expenditure forecasts of the State Governments.

Staff Quarters
12, 27 Regarding the staff quarters, State Governments have not furnished to us the number of Govern-

ment servants working in tribal areas and the present level of available accommodation. In the ab-
sence of requisite data, we have decided to allocate to each State staff quarters equal in number to 10
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per cent of 93, 846 tribal villages in the States. We have adopted a unit cost of Rs. 40, 000 per house.
We have also provided an additional mark up of 30 per cent for the hill States. Accordingly, we have
provided a sum of Rs. 37. 83 crores for the construction of 9,385 Staff quarters.

Provision of infra -structural facilities

12.28 The official Report of the "Group on Administrative Management and Personnel tolicies in Tribal
Areas' headed by Shri Maheshwar Prasad, the then Secretafy, Department of Personnel and Adminis -
trative Reforms recommended the creation of "requisite physical facilities in tribal areas'. The Study
Group have highlighted, in particular, the need for creation of "communications, education and health
institutiona" in tribal areas. The above recommendations of the Study Group are pertinent for render -
ing service in tribal areas attractive. We, therefore, suggest that facilities like schools, dispensaries,
drinking water facilities and other related conveniences be created in selected tribal villages. We
suggest that one per centofthe 93,846 tribal villages should be.provided with infrastructural facilities

in the education and health and communications sector, and we have accordingly provided a sum of

Rs.5 lakhs per tribal village for 941 t;'ibal villages for provision of the requisite facilities, amounting
to R8.47. 05 crores. In all, we have thus provided Rs. 114, 88 crores for upgradation of tribal adminis -
tration. The State-wise and scheme -wise break-up may be seen at Annexure XII-4,

HEALTH SECTOR

12.29 State Governments have requested for a sum of Rs. 2977.23 crores as upgradation assistance in
medical and public health sectors. The proposals of the State Governments cover the entire medical
and public health administration. In order to obtain a clear picture of the priorities in this sector, we
had discussions with the Union Secretary of Health and Family Welfare.

12.30 The Ministry of Health and Family Welfare regard the following as the priority areas:—

i) staff quarters for doctors working in primary health centres;
(ii) provision of rural allowance at Rs.250/- p. m. per doctor working in primary health
centres;
(iii)  Sanction of house rent allowance for doctors in primary health centres who have not been
provided Government accommodation;
@iv) supply of professional equipment to the doctors of primary health centres;
) upgradation of select number of primary health centres into community health centres by
provision of front-line specialities like medicine, surgery, gynaecology and obstetricts,
paediatrics and dentistry.

The Union Health Ministry had estimated the requirements of funds at Rs. 108.5 crores for schemes
suggested by them.

12.31 Out of the schemes suggested by the Ministry of Health and Family Welfare, we have selected
the following for our support:—

(a) Sanction of rural allowances to the doctors of primary health centres as an incentive for
working in rural areas;

(b) payment of house rent allowance to the doctors not provided with Government accommodation;

(c) construction of staff quarters for all the doctors working in the primary health centres; and

(d) supply of professional equipment to the primary health centres.

Staff Quarters

12.32 There are 5,575 primary health centres in the 22 States. The authorised strength in each
primary health centre is three doctors. Out of the 16,725 doctors, 8,828 doctors have Government
accommodation, thus accounting for 52.78 per cent housing satisfaction. We have decided that all the
doctors of the primary health centres should be provided with Government accommodation. Accordingly,
we have provided for the construction of 7,897 additional quarters. We have adopted a unit cost of
Rs.66,500 per quarter. We have also added 30 per cent step up to the unit cost for the hill States.

Thus, we have provided Rs.53.53 crores for the construction of 7,897 additional quarters to ensure 100
per cent satisfaction.
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Allowances and Equipment

12.33 Pending the construction of additional quarters, we have provided an outlay of Rs.5.69 crores
for payment of house rent allowance to doctors at Rs. 150/- per month per doctor. We have also made a
provision for payment of rural allowance to the doctors working in the primary health centres at the
rate of Rs. 250/~ per month per doctor. We have, acdordingly, provided Rs.25, (9 crores for the entire
authorised strength of 5,575 primary health centres. We have provided Rs. 10,000 per primary health
centre to enable the doctors working in the primary health centres to obtain requisite professional
equipment. For this purpose, we have included Rs.5. 58 crores for the upgradation of the health sector.
In all, we have provided Rs.89.88 crores for upgradation of the health sector. The State-wise angd
scheme-wise distribution may be seen at Annexure XII-5.

JUDICIAL ADMINISTRATION

12.34 In the judicial administration sector, we have received upgradation proposals from 18 States
amounting to Rs.630.24 crores. The proposals of the State Governments include creation of new courts,
appointment of additional staff, construction of buildings, supply of office aids and similar facilities.
According to the information supplied by the State Governments, there were 90.74 lakhs of cases pend-
ing on 31.12. 1981, in the district'and subordinate courts. Out of the provosals of the State Governments,

we have selected the following four schemes for support through upgradation:—
i) creation of new courts to cope with the arrears;

(ii) construction of pucca buildings for the courts now located in rented buildings;

(iii) structural alterations and extensions for providing amenities to the public and the staff,
like record rooms, lock-up rooms, malkhanas or property rooms, waiting halls for
litigants; and

@iv) construction of staff quarters for judicial officers.

Creation of new Courts

12.35 The State Governments have furnished us the year -wise figures about institution of cases and
their disposal for four years, viz., 1978 to 1981, We have worked out the weighted annual average for
these four years for both institution and disposal. Thereafter, we have calculated separately (i) the
annual disposal as a percentage of institution and (ii) as a percentage of pendency, as on December
31,1981. The all-States average of annual disposal as a percentage of institution in the district courts
is 96.76. In the case of subordinate courts, the all-States average disposal as a percentage of insti-
tution is 94.07. In the district courts the all -States average of annual disposal as a percentage of
pendency (as on 31. 12, 1981) is 115.90. Similarly in the subordinate courts the all-States average of
annual disposal as a percentage of pendency is 110.

12,36 The Seventh Finance Commission made provisions for creation of new courts on the assumption
that criminal cases would be disposed of within six months and civil cases within 12 months from their
institution. We did not get information separately about the civil and criminal courts. We have, there-
fore, proceeded on the basis that the States where the arrears exceed one yeur's institution require
additional courts. In determining the number of additional courts, we have divided the pendency in
excess of one year's institution by the State-specific annual disposal per court or all-States average
whichever is higher. We have, thereafter, provided annual phasing for five ye:rs and determined
accordingly the number of additional courts. We have thus determined that 210 additional courts (38
district courts and 172 subordinate courts) are needed. For the new courts to be established, we
have allowed a staff strength of 8 for a subordinate court and 9 for a district court. In calculating the
staff costs, we have adopted State -specific emolument levels. Besides, we have also included in our
estimates non-recurring outlay of Rs.50, 000 per new court for furniture, law books and other ___._
miscellaneous requirements. Accordingly, we have estimated the outlay required for 210 new courts
at Rs.9.37 crores.

Pucca Buildings for the Courts

12.37 From the information given by the State Governments it appears that there are 429 courts in
the States located in rented buildings. We have decided that all the 429 courts should be provided with
pucca Government buildings. For this purpose, we have assumed a unit cost of Rs.4 lakhs per court
building. We have provided 30 per cent increase for the hill States. Accordingly, we have provided
Rs. 17.40 crores.

Structural alterations

According to the information given by the States, there are 7647*courts in the 22 States. We have
not received information from all the States regarding the number of courts which require Structural
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alterations or extensions for provision of facilities to tlie public and the staff. We have, therefore,
assumed that 25 per cent of the 7647, i.e., 1912 courts will be requiring structural alterations/ex -
tensions for the creation of better amenities. We have assumed a unit cost of Rs. 1 lakh per court for
provision of amenities. We have also added 30 per cent extra to the unit cost for the hill States. Thus,
we have provided Rs. 19.36 crores for this purpose.

Staff quarter

12;38 According to the information given to us by the State Governments, out of the 7238* judicial
officers, 3819 officers have been allotted the Government accommodation. This represents 52.76 per
cent housing satisfaction level. We think that the minimum desirable level of housing satisfaction for
the judicial officers should be 80 per cent, and have accordingly provided outlays for the construction
of 2107 additional residential quarters. We have assumed a unit cost of Rs. 70, 000 per quarter. We
have allowed 30 per cent extra for the hill States. We have thus provided Rs. 14. 94 crores for this
purpose. In total, we have provided Rs.61. 07 crores for upgradation of judicial administration. The
State-wise and scheme-wise break-up may be seen at Annexure XII-6.

DISTRICT AND REVENUE ADMINISTRATION

12.39 District and Revenue Administration provides the general framework of Government. In this
sector, we have received proposals from 21 State Governments amounting to Rs. 1246, 62 crores com-
prising the following programmes :—

(i) Creation of new revenue divisions, districts, sub-divisions, tehsils, circles and villages,
(ii) strengthening of staff in the existing offices;

(iii)  construction of office buildings for offices not having buildings of their own;

(iv) reconstruction of old buildings;
v) amenities and extensions to the existing buildings;

(vi) construction of residential quarters; and

(vii) vehicles and office aids.

The Commission had discussion with the Union Home Secretary who was of the view that it would be
better to improve the working of the existing offices rather than to create new offices.

Buildings for Revenue Offices at sub -division/tehsil level and below

12,40 Agreeing with the views of the Ministry of Home Affairs, we have decided to support two schemes,
namely construction of buildings for the offices at sub-division/tehsil level, circle/firka/kanungo
(supervisory) level and village offices and provision of better amenities through structural alterations
and extension for the offices at the sub-division/tehsil and lower levels. We have decided that provi-
sions should be made for pucca buildings for 5 per cent of the offices at the sub-division/tehsil level,
10 per cent of the offices at circle/firka/kanungo (supervisory) level and 1 per cent of the offices at
the village level (offices require new buildings). We have adopted a unit cost of Rs.4 lakhs for a sub-
division/tehsil level building, Rs. 1 lakh for the circle/firka/kanungo (supervisory) level and Rs. 0. 25
lakh for the village level offices. We have added 30 per cent to the unit cost in case of hill States. We
have accordingly provided for construction of 183 sub-division /tehsil level building, 1256 circle/firka/
kanungo (supervisory) level and 1452 village level offices. We have thus provided in the outlays a sum
of Rs.23. 93 crores for the construction of new buildings in the revenue and district administration.

Structural alterations to the buildings at Sub-Division /Tehsil level and below

12.41 We have similarly made provision for meeting the cost of structural alterations and extensions
for creation of amenities like toilets, cycle stands, waiting halls, record rooms, etc. in respect of:

10 per cent of the sub-division/tehsil level buildings, 20 per cent of the circle/firka/kanungo (super-
visory) level offices and 5 per cent of the village level offices. We have adopted a unit cost of Rs. 1 lakh
per sub-division/tehsil level office, Rs. 0.25 lakh per circle/firka/kanungo (supervisory) level and

Rs. 0. 05 lakh for village level offices. We have added 30 per cent to unit costs in case of hill States.

* According to the information furnished by the State Governments, in Madhya Pradesh, Punjab,
Uttar Pradesh and West Bengal, the number of courts is 568, 176, 1368 and 410 respectively,
while the number of judges in those States is 561, 161, 1000 and 379 respectively. There is a
short-fall in the number of judges by 421 in these four States. In the case of Gujarat and
Maharashtra, the number of courts is 412 and 699 while the number of judges is 420 and 703
respectively, There 18 thus excess in the number of judges over that of number of courts by 12,
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We have accordingly provided Rs. 13.79 crores for this purnose. The total outlay provided by us for
the district and revenue administration is Rs.37.72 crores. The State-wise and purpose-wise distri-
bution may be seen at Annexure XII-7.

TRAINING

12.42 Eleven States have submitted nroposals to us for upgradation of training facilities. The amount
requested by the States is Rs.40.72 crores. The Association of the State Training Institutes of India
nresented a memorandum to the Commission requecting a grant of Rs.75 crores for ungradation of the
training sector. The State Governments have sought support for strengthening the infrastructure of
training institutes. The Association of State Training Institues also highlighted the need for augmenting
the training facilities in the States through adequate provision for buildings, libraries, audio-visual aids
and other miscellaneous facilities. The Commission recognise that training forms a cost-effective
investment for imnroving the over-all ver formance of public administration. Our discussions with the
State Governments and the Union Government have convinced us that there is acute need for updating
the management skills of public servants through anpronriate training nrogrammes. We have,
accordingly, provided an outlay of Rs. 23.90 crores and recommend its distribution among the States in
prooortion to the number of Government employees. The State -wise distribution of outlays may be
seen at Annexure XII-8.

TREASURY AND ACCOUNTS ADMINISTRATION

12.43 Twenty States have submitted pronosals for ungradation of treasury and accounts sector. The
pronosals entail an outlay of Rs.208. 18 crores. The broad nurnoses for which grants have been re-
quested from the Commission are the following:—

(a) Creation of the Directorates of Treasuries where they do not exist;

(b) establishment of staff training institution;

(c) establishment of data processing centres;

(d) conversion of district treasuries into Pay and Accounts Offices;

(e) establishment of new district treasuries and sub-treasuries;

(f) construction of buildings for the treasuries;

(g) provision of office aids like typewriters, calculators, telephones, etc.,
(h) construction of staff quarters; and

(i) increasing the staff -strength of existing treasuries.

Based on our discussions and corresnondence with the Accountants -General and the State Governments,
we have selected the following schemes for suvnort through ungradation outlays:—

(a) Establishment of additional sub -treasuries;

(b) construction of pucca buildings for the existing sub-treasuries;

(c) structural additions or extensions for vrovision of amenities like toilets, cycle-sheds, waiting -
halls for the public, record rooms, strong rooms etc., and

(d) staff training.

Establishment of new sub-treasuries

12.44 From our discussions, we have found that one of the weaknesses in the treasury administration
of the States is the inadequate number of sub-treasuries. We have, therefore, adonted a normative
approach and estimated the total requirement of sub-treasuries at the rate of one sub-treasury for two
Community Development Blocks. According to this calculation the number of new sub-treasuries
needed works out to 649. For a sub-treasury, we have vrovided a staff strength of seven consisting of
one. sub -treasury officer, one accountant, four assistants or clerks and one peon. In computing the staff
cost, we have adopted State -specific emolument levels. Besides, we have also nrovided non-recurring
revenue exvenditure of Rs. 25, 000 per new sub-treasury for facilities like typewriters, furniture and
other miscellaneous aids. We have thus provided Rs. 15. 03 crores for establishment of new sub-trea-
suries.

Buildings for the sub-treasuries

12.45 Another weakness in the treasury administration is the lack of proper buildings for the sub-
treasuries. Since all the States have not given us the factual information regarding the number of sub-
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treasuries presently located in rented buildings, we have assumed that 5 per cent of the sub-treasuries
will require pucca buildings. We have adopted a unit cost of Rs.2 lakhs per sub-treasury building. We
have provided 30 per cent step up for the hill States. We have accordingly provided Rs. 2. 40 crores for
the construction of 118 new buildings for the existing sub-treasuries.

Structural alterations to the sub-treasury buildings

12.46 We also find that the existiag buildings of the sub-treasuries are in need of structural alterations
or extensions for greater convenience of the staff and the public. Here again, we have not received
complete data from all the States. We have, therefore, assumed that 10 per cent of the ei(isﬁng sub-
treasuries will need structural alterations and extensions. We have adooted a unit cost of Rs.1 lakh

per sub-treasury for structural alterations. We have also provided 30 per cent mark up for the hill
States. Accordingly, we have provided Rs.2.41 crores for this purpose.

‘Treasury staff training

12.47 In our opinion, staff training constitutes a vital input for efficient functioning of the Treasury
and Accounts Administration. In the absence of complete information, we have provided Rs.20 lakhs
each for the purnese of training for the 15 large States. For the hill States of Himachal Pradesh, Jammu
& Kashmir, Manipur, Meghalaya, Nagaland, Sikkim and Tripura, we have provided an outlay of
Rs. 15 lakhs each. We have thus nrovided Rs.4. 05 crores for the training of the nersonnal of Treasury
and Accounts Departments.
On the whole, we have provided Rs. 23. 89 crores for upgradation of Treasury and Accounts Administra-
tion. The State-wise and scheme-wise distribution of outlay may be seen at Annexure XII-9.

SPECIAL PROBLEMS

12.48 We consider that one of the objectives of grants-in-aid is to support the States in their efforts
to solve special oroblems facing them. The special problems are of a varied nature, e.g., the terrain,
large tribal populations, etc.

12.49 Several States have requested us to provide suonort through ungradation outlays for the special
vroblems facing them. We have carefully considered these requests and our views are exvlained in the
subsequent paragraphs.

District Autonomous Councils of Assam, Meghalaya and Trioura

12.50 The State Governments of Assam, Meghalaya and Trioura have requested uogradation outlays
for the District Autonomous Councils functioning in their States. The District Autonomous Councils
have legislative, executive and judicial functions. They also have separate administrative machinery.
The Government of Assam have requested for a recurring annual grant of Rs.2.72 crores for making
up the revenue deficits in the two District Autonomous Councils of Karbi Anglong and North Cachar

Hill Districts. Having regard to all the circumstances, we recommend a total outlay of Rs.5 crores
for both the District Autonomous Councils in Assam for the forecast neriod. The Government of
Meghalaya have requested a grant of Rs. 1. 61 crores to enable the three Autonomous District Councils
(Khasi hills, Garo hills and Jaintia hills) to establish the necessary administrative machinery for
administering laws for the regulation of the transfer of land, trading by non-tribals and grazing of
cattle. We recommend an outlay of Rs. 1 crore to Meghalaya for this purpose during the forecast neriod.
The Government of Tripura have requested a grant of Rs. 30.72 crores for the following nrogrammes:—

i) Construction of office buildings for village committees;
(i) construction of office buildings for village councils;
(iii) construction of office buildings for special blocks;
(iv) construction of buildings for large-sized cooperative societies;
(v} improvement of communications;
(vi) setting up of growth centres; and
(vii) office buildings and other facilities for Autonomous District Councils.

From out of the above programmes, we think, it will suffice if we provide for the construction of office
buildings and related facilities for the Autonomous District Councils, with an outlay of Rs.0,8 crore.
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Creation of new sub-divisions in Sjkkim

12,51 Sikkim has requested upgradation outlay of Rs, 5 crores for the creation of 21 sub-divisions in
the State. Being the youngest State in Iridia, Sikkim does not have administrative net-work at the
grass -roots level. Recognising this, we recommend an outlay of Rs. 1 crore for establishment of
necessary administrative net work at the sub-division level and below.

Development of Bastar District in Madhya Pradesh

12.52 The Government of Madhya Pradesh have submitted a comprehensive nronosal for the develop-
ment of Bastar district, which is entirely a tribal area. Bastar district has an area of 39,000 kilo .
metres. The State Government have imnressed on us the need for developing this vast region, and
have formulated a develorment nlan with an outlay of Rs.45.21 crores. Recognising this special burden
cast on the State Government, we recommend an uongradation grant of Rs.10 crores for development of
necessary infrastructural facilities in Bastar district.

Border problems of Punjab

12,53 The Government of Punjab have brought home to us the special strains and stresses which the
State has to suffer due to being a border State. In this State, cultivation of land takes nlace right un to
the international borders. This necessitates maintanance of continuous vigil by the State police., We
aporeciate the need for maintenance of a large nolice force in a border State like Punjab. Similarly,
the State Government have to invest large amounts in construction and maintenance of flood nrotection
works in the river courses running adjacent to the international boundaries. Recognising these special
burdens cast on Government of Punjab we recommend an outlay of R8.20 crores.

Development of desert areas in Rajasthan

12.54 Develooment of the desert areas of Rajasthan deserves our supnort through ungradation outlays.
Communication and water suonly are the two important needs of desert areas. We accordingly recom-
mend an outlay of Rs. 10 crores for dealing with these two problems.

Creation of infrastructure in Leh District of Jammu & Kashmir

12,55 The Government of Jammu & Kashmir have requested an ungradation grant of Rs. 2. 48 crores
for the creation of necessary storage facilities for food and essential articles, construction of office
buildings and other related facilities in the Leh district. The State Government have represented to us
that Leh district is totally inaccessible during the winter months on account of heavy snow-fall. We
recognise that this is a special nroblem of Jammu & Kashmir. We, therefore, recommand an outlay
of Rs.2.48 crores for the construction of necessary facilities in Leh district.

Construction of Central Jail at Shimla

12.56 The Government of Himachal Pradesh have asked for a grant of Rs.50 lakhs for re-construction
of a Central Jail at Shimla. The Commission was shown the Central Jail at Shimla during its visit to
the State capital. We are satisfied that the Central Jail needs to be re-constructed, and accordingly
recommend Rs.50 lakhs for this purnose,

Security orison at Imnhal

12,57 The Government of Manipur have requested a grant of Rs.7 crores for the construction of a

1000 nrisoner canacity maximum security Jail at Imvhal in view of the frequent escanes from the nrisons
in Manipur. The need for such a nrison seems indisputable. We, however, think that it will be adequate
to nrovide an outlay of Rs.2 crores for this purnose.

12,58 In all, we recommend an outlay of Rs.52.78 crores for support to the State Governments in their
efforts to solve the special vroblems facing them. The State-wise distribution or outlay may be seen at
Annexure XII-10.

12,59 There are some snecial nroblems of the States which have been taken into account by us in the
reassessed expenditure -forecasts of the State Governments. The Government of Kerala have sought
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our support for the impnlementation of the Unemployment Assistance and the Agricultural Workers'
Pension Schemes. These being on-going schemes, we have provided for them in the reassessed fore-
cast of exnenditure. )

12, 60 Similarly, the Government of Himachal Pradesh have sought an upgradation grant for the main-
tenance of the Hindustan-Tibet Road, We have again made a suitable provision in the expenditure fore-
cast of Himachal Pradesh,

12.61 Government of Assam wanted assistance for the construction of new caplital at a cost of Rs,200
crores, for which a site has now been selected, In this connection, we would recall that the Government
of Assam were promised assistance of Rs,25 crores by the Centre when the State of Meghalaya was
created out of the erstwhile composite State of Assam. The Government of Assam could not avail itself
of the Central assistance due to its Inability to decide on the location of the new capital, We think that
the State cannot launch upon the construction of a new capital without the support of the Centre which,

we hope, will be forthcoming.

12,62 The States of Maharashtra, Tamil Nadu and West Bengal have requested upgradation grants of
the order of Rs, 1000 crores, Rs,500 crores and Rs, 151,95 crores respectively for solving the problems
of urban congestion in the cities of Bombay, Calcufta and Madras, Whilst we are acutely conscious of
the problems of urban congestion in these three metropolitan cities, we think that the Planning Commis-
sion is the appropriate body to deal with these problems, which we commend for their sympathetic
consideration,

12, 63 The Government of Andhra Pradesh have requested an upgradation grant for construction of
protective and preventive works to minimise the damage caused by the cyclones. We feel that the State
Government should undertake appropriate plan programmes for mitigating such damages,

12,64 Certain State Governments have asked for upgradation grant to raise the service level of local
bodies, particularly of urban local bodies., We think that the problem is too large to be dealt with
through upgradation provisions,

12.65 Some State Governments have requested upgradation grants for the construction of Secretariat
buildings and State Assembly buildings. Paucity of resources has prevented us from considering
their requests favourably.

12,66 In the education sector, the Association of Vice~-Chancellors met the Commission for support
through earmarked upgradation outlays. We have adopted a high rate of growth in the assessment of
expenditure estimates of the State Governments in the education sector so as to enable the States to
properly maintain all educational institutions, including the Universities. We do not, therefore, think
it necessary to make any special provision for Universities.

12,67 To sum up, we have provided Rs, 1263, 49 crores as the total upgradation outlay for the better-
ment of service levels in nine sectors, and for meeting the special problems faced by some States. The
State-wise and sector-wise distribution of outlays may be seen at Annexure XII-11,

Monitoring

12,68 We are required further to recommend the manner of monitoring of utilisation of upgradation
grants. The Seventh Finance Commission which was required to do likewise stated the objectives of
monitoring to be as follows:—

(1) Ensuring the utilisation of grants for the purpose for which they have been provided; and
(il) ensuring that desired results in physical terms are achieved by the outlays,

That Commission desired that expenditure progress reports from the States should be supplemented

by indices of physical progress, It identified Planning Commission as the agency for monitoring the
provision of adequate maintenance outlays for the efficient use of capital assets, In respect of upgra-
dation expenditure on Stamps and Registration, and of Treasury and Accounts administration, that
Commission recommended that the Ministry of Finance should monitor the expenditure, Similarly,for
monitoring the expenditure of upgradation grants in Judicial administration, that Commission recom-
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mended that the Department of Justice should undertake this responsibility. For utilisation of upgrada-
tion grants in Police, Revenue and District, Tribal administration and Jails, it expected the Ministry
of Home Affairs to do the same,

12,69 Regarding regulation of release of grants, the Seventh Finance Commission recommended an
inftial release on an 'on account' basis. Tt envisaged the preparation of a plan of action on the basis of
which subsequent grant releases should be regulated. The Seventh Finance Commission expected that
the release of grants from the third year (i.e. 1981~82) would be based on audited expenditure. It stated
that the grants would be available for the entire five year period. The grants would lapse after March
31, 1984, '

12.70 Seven States, namely, Jammu & Kashmir, Karnataka, Madhya Pradesh, Manipur, Meghalaya,
Tamil Nadu and West Bengal have stated their views regarding monitoring in their memoranda, All

the States are unanimous in saying that the States should have flextibility in the utilisation of upgradation
grants. They feel that the need for clearance of a plan of action by the Central Government is the
source of avoidable delay,

12,71 We had written to the Ministries of Finance, Home Affairs and Planning Commission to giyve us
the details of releases of grants, their utilisation by the State Governments in financial and physical
terms and the utilisation of enhanced asset-maintenance provisions. Regarding the monitoring of the
upgradation previsions on maintenance expenditure, the Planning Commission stated that it was not
possible for them to follow up the recommendation of the Seventh Finance Commission, The position
which emerged from our discussions with the Ministries of Finance and Home Affairs was as follows.
The Seventh Finance Commission recommended upgradation grants totalling Rs. 436,79 crores, The
Government of India released at the end of March 1984 8s, 388,59 crores. There was thus a lapse of
Rs.48,20 crores, The releases amount to 88,96 per cent, No State could obtain cent per cent
release of the grant provided by the Seventh Finance Commission, The States which could obtain
releases exceeding 90 per cent are Andhra Pradesh, Himachal Pradesh, Jammu & Kashmir, Madhya
Pradesh, Nagaland, Rajasthan and Uttar Pradesh., The States of Assam, Bthar, Kerala, Manipur,
Meghalaya, Orissa, Sikkim, Tamil Nadu and Tripura obtained releases varying from 74. 03 per cent
to 89,96 per cent. West Bengal could obtain only 35.03 per cent of the grant. Among the sectors, the
releases were highest at 95,26 per cent in case of stamps and registration and treasury administration.
Police administration ranks next at 92,03 per cent, Judicial Administration recorded lowest release
with 64, 64 per cent.

12,72 We could not get complete data regarding the utilisation of grants by the State Governments out
of the amounts released, We have incomplete information regarding the physical progress, From the
available information, we find that police housing recorded a 56, 38 per cent physical achfevement, In
absolute terms, that means that 45788 housing units were built out of 81219 housing units envisaged by
the Seventh Finance Commission, In judicial administration out of 538 new courts recommended by the
Seventh Finance Commission, 450 were set up. The objectives of monitoring visualised by the Seventh
Finance Commission could not be realised in full since there was no single coordinating agency which
took upon itself the monitoring both of financial and physical progress.

12,73 We think that simplicity in monitoring should be the guiding principle. The objective of moni-
toring is to see that funds have been applied for the purpose for which they were intended. There should
be some flexibility for the States in regard to physical specifications and cost norms. For this purpose,
we suggest the following institutional arrangements:-

(1) At the Government of India level, there should be an inter-ministerial Empowered Committee
for monitoring the progress of utilisation of upgradation grants. The Committee should have re-
presentatives of the concerned Union Ministries as Members. The Officer-in-Charge of the
Finance Commission Division, which we have proposed in a later Chapter should be the
Convenor of the Committee, This Committee should meet as often as necessary, but not
less than once in a quarter, to review the physical and financial progress of utilisation of
upgradation grants, Based on escalation i{n prices or alterations in physical norms for
State-specific reasons, the Committee should be empowered to alter the physical targets
contained In the upgradation grants within the amounts specified by the Commission. The
Empowered Committee would be competent to transfer the grants from one scheme to
another scheme within the same sector., For example, in tribal administration, the Ministry
of Home Affairs transferred funds from compensatory allowance to staff quarters while
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Implementing recommendations of the Seventh Finance Commission, Stmilarly, if it becomes
necessary to transfer grants from the establishment of new treasuries, which we have recom-
mended, to the construction of buildings for the existing treasuries, or effecting structural
alterations to the existing treasuries, the Empowered Committee should be competent to do
so, This is the kind of flexibility which the Empowered Committee will have in over-seeing
the implementation process, We also expect the Members of the Empowered Committee to
visit the States and make random inspection of the works under construction and the offices
set up out of the upgradation grants. The Empowered Committee should have frequent discus-
sions with the State Governments at State capitals, if necessary,

(il) At the State level, we envisage the constitution of a similar State level Empowered Com-
mittee under the chairmanship of the Chief Secretary or a very senior officer, The Em-
powered Committee should be competent to sanction schemes, provide funds and monitor
the progress. An officer of the State Finance Department should be the convenor of the
Empowered Committee to coordinate the implementation arrangements, We recommend
that the Empowered Committee should have the Finance Secretary, the Secretary of the
Public Works Department and the Secretaries of other concerned Departments as Members.
We expect the State Level Empowered Committee to meet frequently (preferably not less
than once in two months) in order to resolve any problems that may occur,

12.74 In order to expedite the utilisation of upgradation grants, we recommend that the Ministry of
Finance should release initially oh an 'on-account' basis 10 per cent of the grant recommended for a
State, with the request to constitute necessary institutional arrangements described in the earlier para-
graphs. After receipt of advice regarding tlre accomplishment of institutional arrangements, and a

plan of action for execution of the physical content of the upgradation grants, the Ministry of Finance
should releage another 30 per cent of the grant, Subsequent grant releases should be determined by

the extent of physical progress, For the convenience of monitoring by the State Governments and Central
Government, we have indicated in the Annexure XII-12, the annual phasing of the execution of each
programme and release of grants for each sector, We recommend that an evaluation study be conducted
by a suitable organisation as to the benefits of the upgradation programmes, The evaluation study should
identify the deficiencies in monitoring, and suggest remedial measures,



CHAPTER - XIIT ' .

GRANTS-IN-AID

13.1 Paragraph 4(b) of the President's Order enjoins us to make recommendations as to the principles
which should govern the grants-in-aid of the revenues of States out of the Consolidated Fund of India. It
further requires us to make recommendations in regard to the sums to be paid to the States which are
in need of assistance by way of grants-in-aid of their revenues under Article 275 of the Constitution,
for purposes other than those specified in the provisos to clause (1) of that Article. In making our
recommendations, we have been asked to have regard, among others, to the considerations set out in
paragraph 5 of the President's Order.

13.2 Grants-in-aid play an important role in the scheme of transfer of resources from the Centre to
the States, The Constitution makers realised that a scheme of devolution of income tax and Union
excise duties may not be adequate to cover the needs of a State. In that event, it might still require
further assistance from the Centre. Therefore, Article 275 of the Constitution provides for payment

of grants-in-aid of the revenues of such States as Parliament may determine to be in need of assistance
and different sums may be fixed by Parliament for different States, No law has so far been enacted by
Parliament, and therefore, as provided in Article 275(2), this power is exercised by the President by
making an Order after considering the recommendations of the Finance Commission,

13.3 The First Finance Commission formulated a set of principles of grants-in-aid. Some of these
principles related to the manner in which the budgetary needs of the States had to be assessed on a
uniform basis, taking into account tax effort and the scope for economy in expenditure, In addition to
merely budgetary needs, that Commission recognised that equalising the standards of basic social
services in the different States was an important purpose to be served by grants-in-aid. It also thought,
that grants-in-aid could be given to help a State to meet special burdens or obligations which, though
falling within the State's responsibility, are of national concern, if they impose an undue strain on its
finances. Apart from budgetary needs, it also thought that grants could be given to further any bene-
ficient service of primary importance in regard to which it was in the national interest to assist the
less advanced States to go forward. The Five Finance Commissions which followed, broadly endorsed
those principles.

13.4 The Seventh Finance Commission, however, felt that in view of the change in the circum stances,
there was a need to reformulate the principles of grants-in-aid. Accordingly, it formulated the
following three principles:

"(a) Grants-in-aid may, in the first place, be given to States to enable them to cover fiscal gaps,
if any are left after devolution of taxes and duties, so as to enable them to maintain the
levels of existing services in the manner considered desirable by us and built in their revenue
forecasts. In this connection consideration should be given to the tax effort made by the
{ndividual States in relation to targets for the Plan, to economy in expenditure consistent
with efficiency and to prudent management of public sector enterprises.

(b) Grants-in-aid may be made as correctives intended to narrow, as far as possible, disparities
in the avallability of various administrative and social services between the developed and the
less developed States, the object being that every citizen, irrespective of the State boundaries
within which he lives, is provided with certain basic national minimum standards of such
services. While the long term objective may be to provide to each citizen these services at
the levels obtaining in the most advanced States, due regard should be had to the feasibility
of upgrading these standards in the shorter term,

(c) Grants-in-ald may alseo be given to individual States to enable them to meet special burdens
on their finances because of their peculiar circumstances or matters of national concern."

The Seventh Finance Commission recommended grants to eight States on the first principle, and,
under the second principle it recommended grants to seventeen States but confined the grants to non-
Plan non-developmental sectors only like police, jalls, etc. as Indicated in its terms of reference, It
excluded the developmental services as these fell within the domain of the Planning Commission, No
grants were recommended to any State under the third principle.

89
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13.5 In their Memoranda submitted to us and also during our discussions with the States, several
suggestions have been made regarding the payment of grants-in-aid under Article 275(1). Andhra Pra-
desh, Haryana, Karnataka, Kerala, Meghalaya and West Bengal would like the role of grants-in-aid to
be only residuary and have proposed that the States' requirements should by and large, be met by
allocating to them adequate tax shares, Madhya Pradesh, Nagaland, Tripura and Uttar Pradesh have
proposed indexation of grants so that in case of price increases the real value of grants to the State
does not get eroded. Bihar, Himachal Pradesh, Kerala, Maharashtra, Orissa and Tripura would like
grants to be paid to the States to cover the cost of additional instalments of dearness allowance during
the forecast period which they may be compelled to pay following the increases in the rates of dearness
allowance of the Central employees. Punjab has proposed that grants-in-aid may be given irrespective
of the revenue position of the State. Kerala, Maharashtra and Tamil Nadu have requested for payment
of grants-in-aid to cover expenditure on certain programmes considered important by those State Govern-
ments, Gujarat and Harayana have asked for grants-in-aid for relief on account of natural calamities,
Manipur and Orissa have suggested that grant-in-aid may be paid to take care of their debt servicing
liabilities,

13.6 Karnataka has suggested that grants should be made on a reward/penalty principle, i.e,, States
which have ensured better financial management should be rewarded by grants so that incentives for
greater efficiency are provided and conversely, It has further suggested that a portion of the grants
may be set aside for being distributed among the States in accordance with the index of revenue mobi-
lisation effort. Uttar Pradesh has proposed that the difference in per capita expenditure on certain
specified services between a State and the average of such expenditure in the more advanced States
should! be multiplied by the population to arrive at the quantum of grant so as to provide equalisation

in per capita terms, It has also proposed that the amount required for enabling the urban and rural
local bodies of the State to render services at a minimum desirable level should be provided by grants-
in-aid,

13.7 We consider that the principles of grants-in-ald formulated by the Seventh Finance Commission
are unexceptionable and we broadly agree with them. We would, however, like to make it clear that
they are not intended to be either exhaustive or inflexible, New problems will require new approach
and this is probably what the Constitution intended; for, a new Finance Commission has to consider

the matter every fifth year,

13.8 We now proceed to make our recommendations regarding the amounts of grants-in-aid that
should be given to States In aid of their revenues, In making our recommendations we have kept in
mind the views expressed by the States,

13.9 We shall first deal with grants-in-aid to cover the gaps on revenue account left after devolution.
The non-Plan revenue surplus (+) or deficit (-) as reassessed by us for different States for the
period 1984-89 together with the corresponding position about such surplus/deficit after taking into
account the transfer of tax resources under our recommendations and based on principles of price
stability during the fcrecast period is given in the following Table:

Table 1: Revenue Surplus/Deficit before and after devolution: 1984-89

(&s. crores)

Non-Plan revenue Revenue surplus Revenue deficit
States position without after devolution of after devolution of
eieeeccemeo_.devolutionoftaxes _ _ _ taxes @ __ taxes@
---«‘.._----—-.—--L_..--‘.-§_.._____.A...__,_z.'__.__....-.-. - --_.3.9 . [ —— ..
1. Andhbra Pradesh (-) 845.98 (+) 1908.80 T
2, Assam (-) 1444.46 - (-) 192.79
3. Bihar (-) 3152.50 (+) 853.32 -
4. Gujarat (+) 1034,13 (H 2451.31 -
5, Haryana (¥) 965.95 (Y 1393.92 -
6. Himachal Praocsh (-) 713.77 - (~) 183.08
7. Jammu & Kashmir (-) 995.39 - (-) 257.18
8. Karnataka (# 351,71 (+) 2064, 68 -
9. Kerala (-) 635.43 (¥ 623,51 -
10, Madhya Pradesh (-) 801,77 (¥ 1986, 24 -
11, Maharashtra (Y 3790,48 (+) 6407.78 -
12, Manipur (=) 422,73 - (-) 123.55
13. Meghalaya (-) 341.30 - (~) 98.42
14, Nagaland (-) 484.04 - (-) 158,57
15, Orissa _(-) 1663,80 - (=) 102.20

@ Excluding Estate Duty and Wealth Tax on Agricultural Property.
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(Rs, crores)

Non-Plan revenue

Revenue surplus

Revenue deficit
after devolution of

States position without after devolution of

devolution of taxes taxes @ taxes@

1, 2. 3. 4,

16, Punjab (¥ 1147.55 (+) 1758.70 -
17. Rajasthan (-) 1240, 63 (Y 307,25% (=) 9.70%
18, Sikkim (<) 92,65 - (=) 29.13

19. Tamil Nadu () 774,12 (9 3217.19 -
20, Tripura (-) 502,46 - (-) 144,79

21, Uttar Pradesh (-) 2113.59 (+) 3802.01 -
22, West Bengal (-) 3034.33 - (-) 213,71

(-)18484, 83

Total All States (+) 8063,94 (+)26774.81 (-)1513,12

*For 1984-85 ** For 1985-89 @ Excluding Estimate Duty and Wealth Tax on Agricultural Property.
13.10 The year-wise revenue deficits of States after devolution of taxes, as recommended by us, are
given In the following table:

Table 2 : Revenue deficits of the States as reassessed

(;

States Total 1984-85_  1984-85_  1985-86 1986-87 1987-88 1988-89
1. 2, 3. 4, 5. 6. 7.
Assam 192,79 63, 63 50, 14 37.66 29. 67 11. 69
Himachal Pradesh 183. 08 51.70 “45.95 38,25 31,17 16.01
Jammu & Kashmir 257,18 77.27 66,41 52,78 41,04 19. 68
Manipur 123,55 34.85 30.87 25,83 21,10 10. 90
Meghalaya 98,42 27,87 24,64 20,56 16,74 8. 61
Nagaland 158,57 44.19 39. 64 33.30 27,36 14. 08
Orissa 102.20 46,07 32,51 16,17 6. 87 0.58
tajasthan 9.70 9.70 - - - -
Sikkim 29,13 8.29 7.31 6.08 4,93 2,52
Tripura 144,79 40,99 36.29 30,24 24,68 12,59
West Bengal 213,71 95,40 64,88 35.35 17.55 0.53
Total 1513.12 499,96 398, 64 296, 22 221,11 97.19 ;

It may be seen that i1ajasthan also shows deficit in 1984-85, though over the remaining forecast
period it would have surplus.
13.11 The main grievance of States in regard tc grants is that, unlike shares in taxes, these grants are
fixed sums and not buoyant, In order to confer on these deficit States the advantage of buoyancy we have
decided to provide for an annual growth of 5 per cent in respect of the amount of grants payable in each
year of the forecast period commencing from 1984-85. Accordingly, we recommend that the amounts
shown in the table below be paid in each of the five years 1984-85 to 1988-89 as grants~in-aid of the
revenues of the States mentioned in column (1)of the table under Article 275 (1) of the Constitution of India.

Table 3 : Revenue gap grants-in-aid to States

(Rs. crores)

States Total 1984-89  1984-85 __ 1985-86 1986-87 1987-88 1988-89

1, 2. " 3. 1, 5. 6. 7.
Assam 215,48 66. 81 55,15 43,31 35, 60 14, 61
Himachal Pradesh 206, 24 54,29 50,55 143,99 37.40 20, 01
Jammu & Kashmir 288,73 81.13 73.05 60.70 49,25 24, 60
Manipur 139.20 36.59 33.96 29.70 25,32 13.63
Meghalaya 110. 85 29. 26 27.10 23, 64 20, 09 10.76
Nagaland 178.72 46, 40 43,60 38.29 32,83 17. 60
Orissa 111,70 48,37 35.76 18. 60 8.24 0.73

Rajasthan 10, 19 10.19 - - - -
Sikkim 32,81 8.71 8. 04 6. 99 5,92 3.15
Tripura 163. 10 43,04 39,92 34,78 29, 62 15.74
West Bengal 233,91 100, 17 71,37 40. 65 21.06 0. 66
Total 1690. 93 524.96 438,50 340, 65 265, 32 121.49
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A total grant of Rs.1690.93 crores would be payable as against the nominal deficit of Rs.1513.12
crores, the difference being due to the annual growth of 5 per cent assigned by us,

%*
13.12 As stated already, Rajasthan requires grants in 1984-85 only, and not thereafter. In the case
of all other States, the requirements of grants show a decline from year to year. There are two main

reasons for this phenomenon, The first is that, on an average, the rates of growth of revenue receipts
that we have worked out on the basis of past trends and price stability are higher than the corresponding
rates of growth of revenue expenditure which have also been worked out similarly. In view of this, the
revenue deficits befcre devolution tend to get reduced from year to year. While this is true of States
which have a reasonably strong revenue base, we have noticed that in the case of the hill States whose
own revenues cover only a small portion of their non-Plan revenue expenditure, the revenue deficits
before devolution tend to increase over the forecast period. For, the growth of the small amount of
revenue, albeit at a relatively larger rate, is not sufficient to cover the growth in expenditure at a
relatively smaller rate. The second reason is that in our scheme of devolution 5 per cent of the net
proceeds of shareable excise duties, which are buoyant, has been allocated exclusively to deficit States.

13.13 In the previous Chapter we have considered the requirements of States for upgradation of stan-
dards of administration as well as for meeting their special problems. Ten States namely, Assam,
Himachal Pradesh, Jammu & Kashmir, Manipur, Meghalaya, Nagaland, Orissa, Sikkim, Tripura and
West Bengal which have not been left with any surpluses after devolution cannot meet the requirem ents

of upgradation without further assistance, We, therefore, recommend that their requirements on this
account be met by grants-in-atd, The States of Andhara Pradesh, Bihar, Kerala, Madhya Pradesh,
Rajasthan and Uttar Pradesh have surpluses after devolution, These States are relatively less developed,
and, one factor which could have perhaps, contributed to their surplus is the low level of expenditure
incurred by them on a number of services. A part of the revenue surplus, we have left them with, would
have to be utilised to cover the non-Plan capital gap which we are leaving uncovered, as indicated in the
next Chapter. We are of the view that, at least, the remaining surplus should be available for develop-
mental purposes. We have, therefore, decided to recommend grants-in-aid to them also. Gujarat,
Haryana, Karnataka, Maharashtra, Punjab and Tamil Nadu are left with sufficlently a large surpluses
before devolution of taxes., They should normally incur optimum levels of non-Plan expenditure on
varfous services, We, nevertheless, notice that they are lagging behind in this respect in some sectors/
services where we feel that the expenditure incurred by them is less than what {s otherwise required,

We have also quantified these requirements, In our view, it should be possible for these six States to
meet these requirements without any further assistance from the Centre.

The grants-in-aid récommended by us on this account are shown in the Table below:

Table 4 : Grants-in-aitd for 1984--85 to 1988~89 for upgradation of services
(Year-wise phasing based on para 12,71)

R
States Total 1984-89  1984-85 1985-86 1986-87 1987-88 1988-89
1, 2, 3. 4, 5, 6. 7.

Andhra Pradesh - 80,49 13,09 28.50 16.74 16.72 5.44
Assam 58,35 9.49 20, 66 12,14 12.12 3.94
Bihar 130, 27 21,18 46,13 27.10 27.06 8. 80
Himachal Pradesh 15.76 2,56 5,58 3.28 3.27 1. 07
Jammu & Kashmir 46,07 7.49 16,31 9.58 9.57 3.12
Kerala 16, 81 2,73 5.95 3.50 3.49 1.14
Madhya Pradesh 147, 69 24,01 52,30 30.72 30,68 9.98
Manipur 20,30 3.30 7.19 4,22 4,22 1,37
Meghalaya 18.20 2,96 6.44 3.79 3.78 1.23
Nagaland 10,81 1,76 3.83 2,25 2.24 0,73
Orissa 74,84 12,17 26,50 15,57 15,54 5.06
Rajasthan 43,48 7.07 15.40 9,04 9.03 2,94
Sikkim 3.14 0.51 1.11 0. 66 0. 65 0.21
Tripura 13.79 2,24 4.88 2.87 2,87 0.93
Uttar Pradesh 108,18 17.59 38.31 22,50 22,47 7.31
West Bengal 126,37 20,55 44,75 26, 28 26, 25 8.54

Total 914,55 148,70 323.84 190, 24 189,96 61, 81

* Subject to paras 13. 16, 13,19 and Annexure XIII-2,
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13.14 The other matter referred to in the previous Chapter relates to the special problems of States.
These fall into two categories. Firstly, there are some problems of a special nature, even though
purely within the States' sphere of activities, in regard to which requests have been received from
the concerned States. Secondly, there are some problems of national importance, We have decided
that grants-in-aid may be given to deal with these special problems regardless of whether a State has
a revenue surplus before devolution or not. Accordingly, we recommend grant of Rs, 52,78 crores
to the following States:—

Table 5: Grants-in-aid for special problems

(Rs. crores)

States Total 1984-89 1984-85 1985-86 1986-87 1987-88 1988-89
1, 2, 3. 4, 5, 6. 7.

Assam 5,00 1.00 1.00 1,00 1,00 1,00
Himachal Pradesh 0,50 0.10 0.10 0.10 0.10 - 0,10
Jammu & Kashmir 2,48 0.49 0.50 0.50 0.50 0.49
Madhya Pradesh 10,00 2,00 2,00 2,00 2,00 2,00
Manipur 2,00 0.40 0.40 0.40 0.40 0.40
Meghalaya 1.00 0.20 0,20 0.20 0.20 0.20
Punjab 20, 00 4,00 4.00 4,00 4,00 4,00
Rajasthan 10,00 2,00 2,00 2.00 2,00 2,00
Sikkim 1.00 0.20 0.20 0.20 0. 20 0.20
Tripura 0.80 0.16 0.16 0,16 0.16 0.16

Total 52,78 10,55 10.56 10,56 10.56 10.55

13.15 We have already stated in the Chapter relating to financing of relief expenditure that the
Centre should also contribute tc the margin money of the States shown in the Table in para 11.33 of
that Chapter to the extent of 50 per cent, We recommend that an amount of Rs, 120. 275 crores may
also be paid each year to the States as grants-in-aid under Article 275 as shown in the following table
subject to the observations made in that Chapter as to the mannerof their disbursement to the States.

Table 6 : Centres' contribution to margin money

. (Rs. crores)

States 1984-85 Total States 1984-85 Total
1984-89 1984-89
1, .2 3, ] 1, 2, 3.
Andhra Pradesh 12,250 61.250 Meghalaya 0.125 0. 625
Assam 3. 625 18,125 Nagaland 0.125 0. 625
Bthar 16.875  84.375 Orissa 13,125  65.625
Gujarat 14,375 71.875 Punjab 3, 000 15, 000
Haryana 2.250 11,250 Rajasthan 8.375 41,875
Himachal Pradesh 0.875 4,375 Stkkim 0.125 0. 625
Jammu & Kashmir 0.750 3.750 : Tamil Nadu 4,375 21,875
Karnataka 3.000 15, 000 Tripura 0.375 1.875
Kerala 2.500 12,500 Uttar Pradesh 16,250 81,250
Madhya Pradesh 2.375 11, 875 West Bengal 11.875 59, 375
BM/I:?;;:: here ?) (1522 13: 222 Total 120,375 601,875

13.16 Tt may be recalled that we have not taken into acccunt, while reassessing the revenue forecast of States,
the requirements to meet the interest liability arising out of fresh borrowings by States during the forecast
period. Since this liability would impose a substantial burden, we recommend that grants under Article 275
should be paid by the Centre to the ten deficit States to which grants-in-aid are being paid to cover the revenue
gaps during each of the last four years of the forecast period. The manner in which this additional liability
should be computed has been indicated {n Annexure XIII-1, Following the computations made on the basis indi-
cated in Annexure XIII-1 the President should be moved ‘to increase, to the extent required, the grants recom-
mended by us under Article 275 of the Constitution to the ten States mentioned in paragraph 13.11 above,
Rajasthan will be entitled to such assistance in 1985-86, in respect of the fresh transactions that may take place
in 1984-85 as it will have deficits in that year as shown in para 13.19. In the case of the remaining States, the
net interest liability computed should be set off against the surplus as assessed by us, after devolution,and the
net deficit, if any, should be given as grants-in-aid by President's Order under Article 275.
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13.17 We have referred to two other categories of contingent liabilities in Chapter III, The first relates to
payments which the hill States would have to make to Government of India as cost of the deployment of the ¢
Police Forces in their States, We have been informed that the rate for the recovery of the cost for the use
the Central Police Forces in the States has been substantially increased recently., It would not be possible f
to estimate with any degree of certainty the amounts which these States would have to pay to the Centre for
of the Central Police Forces, because this is a matter entirely dependent on the law and order situation prey
in States from time to time. We, therefore, thought it best to leave out this provision and recommend that
needs should be provided for separately. Accordingly, we recommend that in the event of the use of the Ce ““
Police Fcrces during the forecast period, the Centre may either write off the recovery on such account or |
the alternative, provide grants-in-aid to these States to enable them to make such payments.

Chapter ITI. As mentioned therein, grants would have to be paid to the deficit States whose targets of additi,
resource mobilisation through budgetary measures in 1984-85 may be less than the increase in the commi
liability in 1985-86 over the provisions made by us,based on schemes completed by 1983-84, We recommen
the requirements, if any, of grants onthis account for such deficit States, may be met by the Government of
for the four years frcm 1985-86 to 1988-89, The methodology to compute the grants payable to such States
explained in Annexure XIII-2, :

13.19 About ten days before we were to submit this Report to the President, the Union Finance Minister m
an announcement in Parliament that three instalments of dearness allowance which had already become due
1st November, 1983 were being released to the Central Government employees, These cover the 12-monthl;
average of All India Consumer Price Index Number for Industrial Workers (Base 1960=100) upto 520, It wou
recalled that one of the objective criteria we have adopted in Chapter III is that provisions should be made !
payment of dearness allowance to employees of State Governments and of dearness relief to pensioners to
pensate for increases in cost of living to the same extent as has been done by the Centre so far, At this
stage it has not been possible for us to incorporate provisions for this purpose in the forecasts of the State
have estimated to what extent there will be an increase in the deficits of the States shown in the Table in ps
13,10, We, therefcre,recommend that, in addition to the grants to cover the revenue gap as mentioned in
para 13,11, the amounts shown in the Table below may be given as grants-in-aid of the revenues of the Sta
to cover the additional deficits arising out of these provisions,

Table 7 : Grants to cover increases in revenue gaps on account
of additional provisions for dearness allowance

E (B.
State Total 1984-89 1984-85 1985-86 1986-87 1987-88 1988-89
12 2, 8. 4, 5. 6, T
1, Assam 58.85 33, 77 11.37 11,77 g L iy de 11,97
2, Himachal Pradesh 16, 80 3.36 3.36 3.36 3.36 3.36
3. Jammu & Kashmir 40,45 8.09 8.09 8.09 8,09 8.09
4, Manipur 775 1,55 1,56 1255 1.55 1.55
5. Meghalaya 8.30@ 1, 56 1,66 1,66 1,66 1,66
6, Nagaland 11,80 2,36 2.36 2.36 2,36 2,36
7. Orissa 95,90 19,18 19,18 19,18 19,18 19,18
8. Rajasthan 32,44 24,06 8,38% - - -
9, Sikkim 3.35 0, 67 0, 67 0, 67 0. 67 0, 67
10, Tripura 23,95 4,79 4,79 4,79 4,79 4,79
11. West Bengal 209,70 41,94 41,94 41,94 41,94 41.94
Total 509, 29 119,43 103,75 95,37 95,37 95,37

@ Based on cost of one instalment by assuming Rs.162 as the cost per employee per annum,
7.8 per cent of the amount so worked out has been allowed for relief to pensioners.
* After adjusting for marginal surplus in 1985-86,
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The surpluses left with some States as shown in para 13,9 will also get reduced on this account.
The extent of reduction can be computed with the help of the data given in Chapter ITI.

13.20 The following Table shows the position regarding total amounts of grants-in-aid to be paid
annually during the forecast period,

Table 8 : Total Grants-in-aid under Article 275: 1984-89

(Rs. crores) (Rs, CPOI‘E;)
Stat@ Total 1984-89 1984-85 1985-86 1986-87 1987-88 1988-89
1, 2. 3. 4, 5. 6, 7.

1, Andhra Pradesh 141,74 25,34 40,75 28.99 28,97 17, 69
2, Assam 355,81 92.70 92.21 71,85 64,11 34,94
3. Bthar 214,65 38.06 63,01 43,98 43,93 25, 67
4, Gujarat 71,87 14,37 14, 37 14,37 14,38 14,38
5., Haryana 11,25 2,25 2,25 2,25 2.25 2,25
6, Himachal Pradesh 243, 68 61,19 60,47 51,61 45,00 25,41
7. Jammu & Kashmir 381,48 97,95 98,70 79.62 68,16 37.05
8. Karnataka 15,00 3.00 3.00 3.00 3.00 3,00
9, Kerala 29,31 5.23 8.45 6, 00 5.99 3.64
10, Madhya Pradesh 169,57 28,39 56, 68 35.10 35,05 14,35
11, Maharashtra 18,12 3.62 3,62 3.62 3,63 3.63
12, Manipur 169, 87 41,96 43,22 35,99 31,62 17,08
13. Meghalaya 138,98 34,20 35.52 29,42 25,86 13,98
14. Nagaland 201,95 50,64 49,91 43,02 37.56 20,82
15, Orissa 348,06 92.85 94,57 66, 47 56,08 38,09
16, Punjab 35,00 7.00 7.00 7.00 7.00 7.00
17. Rajasthan 137.99 51,70 34,16 19,42 19,40 13.31
18, Sikkim 40,93 10,21 10,14 8, 65 7.57 4,36
19, Tamil Nadu 21,87 4,38 4,38 4,37 4,37 4,37
20, Tripura 203.51 50, 60 50,12 42,97 37.82 22,00
21. Uttar Pradesh 189,43 33.84 54,56 38,75 38.72 23,56
22, West Bengal 629,36 174,54 169, 94 120,75 101,12 63,01
Total 3769.43 924, 02 997, 03 757,20 681,59 409,59

* Rounded off to nearest 1lakh,

13.21 Shri A.R. Shirali has suggested that the States' shares of income-tax, Union excise duties,
etc., may continue to be determined and distributed in 1984-85 in accordance with the recommenda-
ttons of this Commission in its Interim Report submitted in November, 1983, He has also differed
from the majority In regard to the States’ shares of income-tax and Union excise dutles during the
period 1985-89, The consequential changes which he considers necessary in the determination of
the grants-in-aid etc. are contained in his Note of Dissent,

12,22 A comparatlve picture regarding total estimated resources transferred to the States on the
basts of the recommendations of the Seventh Finance Commission for the period 1979-84 and on our
recommendations for the period 1984-89 is given in the following Table:



Table 9 : Transfers from Centre to the States by way of share of Taxes and Duties and Grants~-in-aid under
Article 275 of the Constitution.

(Rs. in Crores)
Estimated transfer during 1979-84 as recommended Estimated transfer during 1984-89 as recommended by Eighth

by Seventh Finance Commission Finance Commission
Taxes and Art.275 Grant Percen- Taxes and  Article 276 Grant Percentage
STATE Duties* Revenue Upgrada- Total tage to Duties** Revenue Upgrada- Margin Total to total in
Gap tion total in Gap@ tion Grant Money Column
Column 5 Grant 11.
1 2 3 4 5 3 7 8 9 10 11 12

1. Andhra Pradesh 1502.89 .- 19.60 1522. 49 7.31 2754.78 .. 80.49 61.25 2896.52 7.34

2, Assam 496,94 .. 21.71 518.65 2.49 1251.67 274.33 63.35 18.13 1607.48 4.07

3. Bihar 2149, 85 . 63.02 2212.87 10.62 4005.82 - 130.27 84.38 4220.47 10.70

4, Gujarat 963.87 . . 963. 87 4.63 1417.18 . . 71.87 1489.05 3.77

5. Haryana 308.57 .. .. 30B. 57 1.48 427.97 .. .. 11.25 439.22 1.11

6. Himachal Pradesh 110.26 207.07 7.74 325.07 1.56 530.69 223.04 16.26 4.38 774.37 1.96

7. Jammu § Kashmir 159.05 199.56 18.28 376.89 1.81 738.21 329.18 48.55 3.75 1119.69 2.84

8. Karnataka 1005.00 .. . 1005.00 4,82 1712.97 . o 15.00 1727.¢7 4.38
9. Kerala 766.16 . 4.18 770.34 3.70 1258.94 .. 16.81 12.50 1288.25 3.27

10, Madhya Pradesh 1533.88 . 63.58 1597.46 7.87 2788.11 . 157.69 11,88 2957.68 7.50
11. Maharashtra 1714,086 .o .o 1714, 06 8.22 2617.30 .o .e 18.12 2635.42 6.68
12. Manipur 37.76 146,32 9.95 194.03 0.93 299.18 146.95 22,30 0.62 469.05 1.19
13. Meghalaya 36.68 92,61 4.86 134.15 0.64 242,88 119.15 19.20 0.63 381.86 0.97
14. Nagaland 17.91 218.35 4.33 240.59 1.15 325.47 190,52 10.81 0.62 527.42 1.34
15. Orissa 815,27 136.92 32,26 984. 45 4,72 1561.60 207.60 74.84 65.62 1909.66 4.84
16. Punjab 419,53 .. . 419,53 2.01 611.15 .. 20.00 15.00 646.15 1.64
17. Rajasthan 883.52 . 19.29 902. 81 4,33 1538.18 42,63 53.48 41.88 1676.17 4.25
18. Sikkim 0.48 35.72 0.65 36.85 0.18 63.52 36.16 4.14 0.63 104.45 0.27
19, Tamil Nadu 1476, 39 .. 27.21 1503.60 7.21 2443.07 ‘e .. 21.87 2464.94 6.25
20, Tripura 59,66 136.57 3.61 199. 84 0.96 357.67 187.05 14.59 1.87 561.18 1.42
21. Uttar Pradesh 3202.72 .e 112.02 3314.74 15.90 5815. 60 .o 108.18 81.25 6105.03 15.47
22. West Bengal 1572.60 - 24.51 1597.11 7.66 . 2820,62 443,61 126.37 59,38 3449.98 8.74
TOTAL 19233. 05 1173.12 436.80 20842.97 100.00 35682.58 2200.22 967.33 601.88 39452.01 100.00
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" ¥ TIncludes share of Grants in Leu of Railway Passenger Fares Tax amounting to Rs.B81.25 crores but excludes Rs. 64 crores in respect
share in Estate Duty and receipt on account of Wealth Tax on Agri. Property.
** Includes Share of Grants in lieu of Railway Passenger Fares Tax amounting to Rs.475 crores but excludes Rs.103 crores in respect
of Share in Estate Duty and receipt on account of Wealth Tax on Agri. Property.
@ Revenue Gap Crants in Table 3 and Table 7.



CHAPTER XIV
NON-PLAN CAPITAL GAP OF THE STATES
14.1 Paragraph 9 of the President's Order reads as follows :-

"The Commission may make an assessment of the non-Plan capital gap of the States on a
uniform and comparable basis for the five years ending with 1988-89. In the light of such
an assessment, the Commission may undertake a general review of the States' debt posi-
tion with particular reference to the Central loans advanced to them and likely to be
outstanding as at the end of 1983-84 and suggest appropriate measures to deal with the
non-Plan capital gap, having regard inter alia to the overall non~Plan gap of the States,
their relative position and the purposes for which the loans have been utilised and the
requirements of the Centre''.

This paragraph of our terms of reference is verbatim the same as the like paragraph in the case
of the Seventh Finance Commission. However, it is worth noting that it is much wider than the
corresponding paragraph in the terms of reference of the Sixth Finance Commission. Whereas
that Commission was only asked to 'suggest changes in the existing terms of repayments'' of
Central loans we, like the Seventh Finance Commission, have been asked to "suggest appropriate
measures to deal with the non-Plan capital gap' as a whole.

14.2 By the said terms of reference we are required :~

(i) to make an assessment of the non-Plan capital gap of the States on a uniform and
comparable basis for 1984-89;

(ii) to undertake a general review of the States' debt position with particular reference
to outstanding Central loans as on 31. 3. 1984;

(iii) to suggest appropriate measures to deal with the non-Plan capital gap having regard
inter alia to the considerations mentioned.

We will deal with these matters seriatim.
I - Assessment of the non-Plan capital gap

14,3 We have studied the methodology of the Sixth and Seventh Finance Commissions as to the
assessment of the non-Plan capital gap of the States on a uniform and comparable basis. In the
Memoranda submitted to us, most of the State Governments have not suggested any substantial
change in the methodology followed by the previous Commissions. Broadly speaking, the
methodology we have adopted in the estimation of the non-Plan capital gaps is as follows :-

(a) Capital expenditure outside the Revenue Account, including outla_ys redquired
for administrative buildings, will, by and large, form part of the Plan;

(b) Net receipts from fresh market loans will be treated as a Plan resource. Consequently,
repayments of such loans have been ignored for the purposes of working out the non-Plan
capital gaps. Repayment of loans to the Life Insurance Corporation and other financial
institutions, however, have been treated as non-Plan liability and taken into account by
us in working out the non-Plan capital gaps;

(c) While no recoveries of loans have been assumed from the State Electricity Boards,
recoveries of other loans have been assumed on a normative basis;

(d) The repayment of all outstanding Central loans, including small savings loans and
over-draft loans, during the forecast period have been treated as a non-Plan

liability for the purposes of working out the non-Plan capital gaps.
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(e) In working out the non-Plan capital gaps, transactions under Cash Balance Invest-
ment Accounts have been ignored. No drawals have been assumed against State
Governments' cash balances.

Further details of the manner in which the non-Plan capital gaps of the States have been worked out
by us are indicated in Annexure XIV-1,

14,4 The State-wise position of non-Plan capital gaps, as reassessed by us, is set out in the
following table :-

Table 1 : Non-Plan Capital Gaps as re-assessed

(Rs. Crores) _(Rs. Crores)
1. Andhra Pradesh 432, 88 12, Manipur 46, 47
2, Agsam 365, 11 13. Meghalaya 16. 62
3. Bihar 865. 29 14, Nagaland 20, 44
4. Gujarat 226.18 15, Orissa 340. 99
5. Haryana 209. 50 16, Punjab 259, 17
6. Himachal Pradesh 49, 61 17. Rajasthan 668. 61
7. Jammu & Kashmir 259,10 18. Sikkim 3. 64
8. Karnataka 220. 53 19. Tamil Nadu 199. 13
9. Kerala 249, 81 20. Tripura 19, 47
10, Madhya Pradesh 503. 28 21. Uttar Pradesh 800, 37
11. Maharashtra 328.74 22, West Bengal 721. 25
TOTAL ALL STATES : 6806, 19

Itemised details on the basis of which these gaps have been worked out may be seen in Annexure XIV-2,

14.5 Although to comply perfectly with paragraph 9 of the President's Order, it would, probably, be
necessary for us to take into account the loans likely to be obtained by the States from the Centre during
the forecast period, and, the repayment thereof during the same period, we have not done so because
of the difficulties in estimating the same. We have also not taken this into account for the purposes of
debt relief.

Shri G. C. Baveja has reservations in this regard and he is of the view that to make a more
realistic assessment of non-Plan capital gaps for the period 1984-89, it would be proper to estimate
future loans on the basis of past trends and provide for repayments on the basis of existing terms
during the forecast period.

Il - A GENERAL REVIEW OF THE STATES' LEBT POSITICN
14.6 The following table gives the picture of the estimated indebtedness of the State Governments
as at the end of 1983-84, For facility of comparison, corresponding estimates of outstanding debt as

at the end of 1978-79 as estimated by the Seventh Finance Commission are also indicated in the table :

Table 2 : Estimated Outstanding debt of the State Governments

(Rs, crores)
As at the end of

1978-79* 1983-84
1) Internal Debt
(a) Market loans 2572 4236
() Other loans 776 1724
2) Central loans 13463 27059
3 Unfunded debt 1974 4387
TOTAL : 18785 37406

* Seventh Finance Commission Report Chapter 11, Paragraph 17.
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It would be seen that the States' indebtedness has doubled in the last five years, i.e. from Rs. 18, 785

crores at the end of 1978-79 as estimated by the Seventh Finance Commission to Rs, 37,406 crores
at the end of 1983-84.

14.7 Our terms of reference require us to review the States' debt position with particular reference
to the Central loans advanced ta them and likely to be outstanding as at the end of 1983-84, As is
apparent from the above Table, Central loans have also doubled from Rs, 13, 463 crores to Rs, 27, 059
crores in the last five years. The Statewise position in regard to the total outstanding debt, out-
standing Central loans, Central loans falling due for repayment during 1984-89 and the non-Plan
capital gaps during the corresponding period is shown in Annexure XIV-3, The Annexure also

shows the ratio of these items to the State Domestic Product (average for 3 years 1976-77 to 1978-79).

14.8 The phenomenal growth in the States' indebtedness testifies to the compulsions for financing
a large part of the plan otitlays through borrowings. The States' revenue resources have failed

to keep pace with their growing requirements on revenue account and most of the State Governments
are dependent upon the Centre's transfers to meet their revenue requirements. In this situation,
there is no alternative but to finance developmental outlays mainly through borrowings. The
position of the Central Government is not materially different from that of the States in this respect,
as it also depends heavily on borrowed funds,.since its commitments on revenue account are larger

than its revenue receipts. Our views in regard to the growth in public debt are set out in a later
part of this Chapter.

14.9 The position in regard to the outstanding Central loans as at the end of 1983-84 and repay-

ments falling due during the forecast period for the major components of the Central loans is
shown below :

Table 3 : Outstandings of Central Loans and Repayments

(Rs. Crores)

Outstandings Repayment
as on falling due
31.3.1984 during 1984-89
1. Loans consolidated by the Seventh
Finance Commission
(a) 15-year loans 1785. 63 892 . 84
() 30-year loans 6364, 87 1273.01
2, Small Savings loans
(a) Loans received upto 1978-79 2293. 41 585. 67
() Loans received during 1979-80
to 1983-84 46717. 16 374,98
3. Plan loans including Central and
Centrally sponsored schemes 8780, 58 3332, 03
4, Hirakud (Stage I) Loans to Orissa 82,42 1. 62
5. Loans for drought relief 615, 48 231.97
6. Loans to clear overdrafts 2242, 58 1992, 90
7. Relief and Rehabilitation loans 144.62
8. Loans under the National Loans X 3.02
Scholarship Schemes, etc. 71.99 )
TOTAL : 27058, 74 8688, 04

The State-wise position is given in Annexures XIV-4(i) and XIV-4 (ii).

14. 10 In their Memoranda to us, several State Governments have made suggestions for reduction
of their outstanding debts and, in particular, the repayment burden during the period covered by
our recommendations. Andhra Pradrsh has proposed that loans and advances from the Centre
consolidated by the Seventh Finance Commission, and, also those not consolidated, but outstanding
as on 31. 3. 1984, may be written off, It has also proposea that no relief may be provided on over-
draft loans and that all other loans given after 1978-79 be consolidated into one loan repayable
over 30 years, Assam would like that loans for Brahmputra Flood Control be written-off, and that
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repayments of loans for power projects and social and economic services should commence after
the gestation period is over. Bihar has proposed that loans given to the States for all major
irrigation and flood protection schemes may be converted into grants. Haryana has proposed
write~ off of all loans given for power development. Several States have proposed write-off of
loans for famine relief, rehabilitation of displaced persons, repatriates, etc. and loans under the
National Loans Scholarship Schemes. Himachal Pradesh has proposed write-off of the overdraft
loans. Jammu & Kashmir would like 75 per cent of the outstanding Central loans as on 31-3-1984
to be converted into grants-in-aid and the repayment period for the remaining 25 per cent to be
fixed at 30 years. Karnataka would like overdraft loans to be converted into long term loans and

it has also suggested that there should be two categories of loans viz., non-productive, which
should be written-off and productive which should be made repayable in 30 years. Madhya Pradesh
and Punjab have proposed that all loans be consolidated into one loan. These States have proposed
that the loan thus consolidated may be made repayable in 50 years and 30 years respectively.
Orissa, Uttar Pradesh and Tripura would like repayment liabilities in excess of the recoveries of .
-loans and advances to be charged to revenue account and have requested provision of adequate
revenue surpluses to discharge their debts.

14, 11 Several State Governments have also proposed a change in the present pattern of Plan
assistance in which the ratio of 1oan and grant component is 70:30. Andhra Pradesh and Tamil Nadu
would like this ratio to be 50:50. Haryana and Karnataka would go further and would like this

ratio to be fixed at 30:70 for all States. However, Bihar would restrict this liberal pattern to

only those States whose per capita income is below the all States' average. Gujarat has proposed
that, in future, all Plan assistance should be by way of grants-in-aid.

14. 12 Suggestions have also been made by several State Governments in regard to interest rates.
Assam has proposed that loans for power projects and social and economic services should be
interest free during the gestation period. Karnataka would like that no interest is charged on

loans given for relief and rehabilitation of displaced persons and repatriates and under the National
Loans Scholarship Schemes. Gujarat and Rajasthan have proposed that loans in respect of
externally aided projects should carry the same terms as the Central Government obtains from

the foreign creditors. ‘

14.13 Assam has supported the classification of Central loans into the three categories viz.
productive, semi-productive and non-productive evolved by the Seventh Finance Commission.
Karnataka has iproposed that the outstanding loans may be classified into only two categories
viz. non-productive and productive.

14,14 Assam, Gujarat, Haryana and Rajasthan have proposed that small savings loans may be
treated as 'loans in perpetuity'. Andhra Pradesh, Karnataka and Tamil Nadu have proposed
that the States' share of net small savings collection should be given as grants and not as a loan.
Uttar Pradesh and Maharashtra have proposed that recoveries of small savings loans may be
made from States only in those years when the gross collections of small savings are less than
the repayments/withdrawals.

I1l. MEASURES TO DEAL WITH NON-PLAN CAPITAL GAPS

14. 15 Before we come to the specific measures to deal with the non-Plan capital gaps of the States as
reassessed by us in Section I of this Chapter, we would like to indicate our general approach to the
problem of the States' indebtedness to the Centre.

14. 16 We see nothing basically wrong in the growth of public debt. With the expanding public functions,
no Government, particularly in developing economy, can undertake large scale programmes of develop-
ment without recourse to borrowing. We think, however, that it is but right that the borrowed funds
should be used for investment purposes and not for consumption. Investments financed by borrowed
funds, need not be strictly productive in commercial sense, but, they should subserve a genuine public
purpose. In our view, investments in roads, buildings for schnols, hospitals, etc. are as desirable
as investments in productive assets which yield commercial returns. While it is, no doubt, preferable
that public debt is discharged through public savings, in the event of such savings being inadequate or
or required for achieving a better social or economic goal, there is no harm in discharging old debts
by taking fresh loans.
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14. 17 The relationship between the Union and the States is one of partnership, in which loans constitute
an important mechanism for transfer of resources. The resources made available by the Union Govern-
ment to the States are returned to the Union to be redeployed for the benefit of the same or some other
States which may be in need of assistance. Thus, the loan funds constitute a pool of resources re-
cycled between theUnion and the States in accordance with their respective emerging requirements.

In general, we are not in favour of write off of loans since such a write off would reduce the pool
of resources available with the Union for re-cycling. In a growing economy, normally, loan receipts
would exceed the repayments in any year and hence, a situation should not arise in which the capacity
of the States to discharge their debts is impaired. So long as the liability for repayme nts to the third
parties is fully provided for, the indebtedness of the States to the Union could continue to grow without
any detrimental effect on the national economy.

14. 18 We do not consider the loan transactions between the States and the Union as merely a debtor-
creditor relationship. Most of the loans given by the Union to the States have been used to ereate
capital assets. Returns, if any,form these assets are also required by the States for further develop-
ment. In these circumstances, the States have no option but to seek assistance from the Union for
their developmental requirements. The Centre, in turn, has to view each Siate's requirements in the
perspective of total national needs and provide for them. In fact, this is precisely what has been .
happening and the growing volume of Central assistance for the Plan is an indication of the partnership
between the Union and the States in the common endeavour for further economic development.

14. 19 The most pernicious problem, which has manifested itself in Union-3tates financial relations, is
overdrafts. The phenomenon of overdrafts has been disturbing the financial balance between the Union
and the States and the States inter-se for over a decade now. In a statement made by the Union Finance
Minister in Parliament in July, 1982, a package of measures was announced to tackle the problem of
mounting overdrafts of State Governments. In that statement, the Finance Minister announced that the
Overdraft Regulation Scheme introduced in 1972 and modified in 1978 would be rigidly enforced. In
order to enable the State Governments to start the year 1982-83 with a clean slate, medium term loans
amounting to Rs. 1743 crores were advanced to various States to clear the overdrafts taken from the
Reserve Bank of India as at the end of 1981-82. Simultaneously, the Reserve Bank of India doubled the
ways and means limits of the States so that they would have a larger cushion against temporary imbala-
nces between their receipts and expenditures. Out of the loans of Rs. 1743 crores advanced to the States,
Rs. 1593, 60 crores would fall due for repayment during the period covered by our recommendations,
The problem of overdrafts has persisted even after the medium term loans given to the States in June,
1982. The Centre has again given in 1983-84 loans of Rs. 499. 12 crores to certain States to help them
in tackling the problem of overdrafts at the close of 1983-84. The loans are int ended to cover part

of such nverdrafts. The normal terms prescribed are that these would be repayable in five years
commencing from 1985-86, with a moratorium on principal and interest in 1984-85. This is subject to
the condition that the concerned State Governments would restrict the closing deficits at the end of
1983-84 to a certain agreed amount, failing which the entire loan would be recovered in 1984-85 itself.
The actual closing deficit for 1983-84 would be known only after the Reserve Bank of India furnishes
this information in due course. We have assumed that there would be no defaults by the State Governments
and have, therefore, provided for recovery according to the normal terms which amount to Rs. 399. 30
crores during the forecast period. »

14. 20 We have not suggested any change in the terms of repayment of overdraft loans and have kept
such loans outside our scheme of debt relief. This is because any modification in the terms of repay-
ment of such loans in favour of the States would amount to condoning laxity in fiscal management. The
problem of overdraft had been examined, in detail, by the Fifth Finance Commission and they has made
certain suggestions in regard to this matter. Overdrafts taken as an additional resource for financing
either the State Plans or for meeting non-Plan expenditures, are objectionable and the States which
manage their finances well are the worst sufferers in this situation, since, with the shrinkage in the
Central resources on account of the need to clear the overdraft of the defaulting States, the available
pool of resources which could be equitably distributed amongst the States, gets reduced.

14 21 Unauthorsed overdrafts are a sign of financial indiscipline in that the concerned State Government
over-spends without any regard to the availability of resources. There may be genuine difficulties in
certain cases which need to be resolved through dialogue with the Union Government but not by running
into overdrafts. We are of the view that fresh liabilities should be kept in alignment with the availabi-
lity of resources and any inescapable requirements which may arise during the year should be met by
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specific measures of additional resource mobilisation and/or economy in expenditure. The practice
to run into overdrafts is unhealthy in a federal structure like ours where, apart from a need of accel-
erated development, there is also an urgent need to reduce regional disparities. Thus nverdrafts are
a negation of the planning process and hence should be dealt with strictly.

14. 22 In the scheme to cover the non-Plan capital gaps, we have, therefore, not suggested any relief
on the outstandings of the overdraft loans and have assumed full recoveries in respect of these loans on
the basis of the existing terms during the period covered by our recommendations.

14.23 Small savings collections are a major source for financing the Plan. The Centre's revised
estimates for 1983-84 place the receipts from this source at Rs. 2,200 crores. Under the existing
arrangement a two-third share of the net receipts in a State is passed on as loan to that State. The
present terms and conditions of small savings loans to the States envisage their repayment in 25 years
with a five-year initial moratorium, The total small savings loans outstanding at the end of March,
1984 are estimated at about Rs. 6,971 crores against which a repayment of about Rs. 960 crores would
fall due during 1984-89.

14, 24 While dealing with the non-Plan capital gaps, the Sixth Finance Commission treated the small
savings loans as a separate category. The scheme of debt relief proposed by that Commission also did
not take into account the repayment liabilities in respect of small savings loans and it considered that
such repayments shoyld be taken care of through fresh mobilisation of small savings.

14. 25 The Seventh Finance Commission recommended that small savings loans may be treated as 'loans
in perpetuity’'. One Member of the Commission, however, had reservations regarding this recommen-
dation. The Central Government did not accept the recommendation to consider the small savings

loan to the States as loans in perpetuity. Nevertheless, in order not to disturb the order of the debt
relief recommended by that Commission for the five years 1979-84, the Central Government decided
that the State Governments will not be required to make any repayment during 1979-84 on account

of such small savings loans as were outstanding at the end of 1978-79.

14. 26 There is a difference of opinion amongst us regarding the question whether any relief need

be accorded in the repayment of small savings loans outstanding at the end of 1983-84 during the period
1984-89. Shri Justice T.P.S. Chawla, Dr. C.H. Hanumantha Rao and Shri A, R. Shirali, constituting

the majority, are of the view that these loans have enjoyed a moratorium for a long enough period
already and that no further relief in their repayment during the forecast period would be justified,

except in respect of the repayments due in 1984-85 for the special reasons stated hereinafter. Shri Y.

B. Chavan, and Shri G. C. Baveja, are of the view that there should be no repayment in respect of these
loans throughout the forecast period. They have given a minute of dissent on this issue which is appended.

14. 27 The majority of the Commission is in full agreement with the views of the Sixth Finance Commis-
sion reproduced below:

""Small Savings Loans :

Most of the State Governments have urged that loans given to them towards their share of the
net collections under small savings scheme in the respective States should be treated as loans in
perpetuity. They have argued that as their entitlement to these loans is now worked out with
reference to the net collections under Small Savings Scheme, it is only fair that the Union Govern-
ment should not insist on repayment of the loans. A critical analysis of the evolution of the shar-
ing arrangements on small savings schemes leaves us with the impression that these loans have
been given to the States largely as an inducement to join the Centre in a cooperative effort to mo-
bilise small sevings. Net collections within the States would thus seem to be only a convenient
yard-stick for determining the quantum of loans given to each State. There is, therefore, no
strong justification for treating these loans as loans in perpetuity. We would also like to stress
that treatment of small savings loans as loans in perpetuity would confer dis-proportionally larger
benefits on some of the advanced States and defeat the crucial objective of any properly designed
scheme of debt relief which should have regard both to the purposes for which the loans have been
utilised and the need for relief as adjudged by its relative economic condition and the overall posi-
tion on non-Plan account and the like. Repayment of small savings loans by the States during the
Fifth Plan period are estimatedat about Rs.462 crores. If these loans are treated as loans in
perpetuity, it would considerably affect the resources at the disposal of the Central Government
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and impair its capacity to help backward States. We should also remember that small savings
collections in recent years have shown a sharp spurt mainly because the provident funds, parti-
cularly subscription under Employees' Provident Fund Act, have been permitted to be invested

in Post Office Time Deposits. Nearly 60 per cent of the net collections of small savings are attri-
butable to the investments made by the provident funds. In the mobilisation of funds from this
source at any rate, the State Governments cannot claim to play any active part. We have indicated
in Chapter XVI reasms for excluding repayment of small savings loans from the estimates of
non-Plan capital gaps. We have, therefore, decided to leave small savings loans outside the scope
of debt relief. "

The majority only wish to add that they agree with the reasons given by the Sixth Finance Commission
in para 13 of Chapter XVI and para 18 of Chapter XVII of their Report for treating small savings loans
separately, and excluding them from their general scheme of debt relief.

14.28 Coming to the merits, the majority think that the existing terms of repayment of small savings
loans are already very liberal, and, besides, any relief in respect of such loans weuld, in general,

benefit the better off States as is apparent from the following table :—-

Table 4 : Per Capita S.D.P. and outstandings of Small Savings Loans,

(arranged in descending order of Per Capita S.D.P.)

. (In Rupees)
States Per capita SDP 1976-79 Per capita outstanding Small
(Average) Saving loans at the end of
1983-84

1 2 3

1. Punjab 2250 142
2. Haryana 1895 160
3. Maharashtra 1670 257
4. Gujarat 1590 220
5. West Bengal 1247 272
6. Himachal Pradesh 1230 260
7. Karnataka 1202 101
8. Tamil Nadu 1165 87
9. Kerala 1162 45
Average(All States) 1139 129

10. Rajasthan 1127 78
11. Sikkim. 1100 28
12. Nagaland 1100 28
13. Jammu & Kashmir 1100 126
14. Tripura 1082 55
15. Meghalaya 1046 73
16. Andhra Pradesh 1006 64
17. Assam 960 132
18. Orissa 918 65
19. Madhya Pradesh 895 60
20. Uttar Pradesh 870 106
21. Manipur 859 10
22. Bihar 755 108

14.29 In determining the Central assistance for the Plan, the needs of the less advanced States are a
guiding factor. It is only as an exception to this rule that small savings loans are given on the basis

of the collection principle. This does not, however, mean that the money initially granted as loans
should not be available for recycling for ever, which would be the result if repayments are not required
to be made. It is important to emphasize that if the loans are repaid to the Centre the money returned
can be deployed wherever necessary according to progressive criteria. ‘

14.30 The majority does not consider that any distinction can be drawn between the small savings loans
and other Central loans to States simply on the ground that small savings loans are given on the
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basis of net collections, i.e. gross receipts less repayments to depositors. If such a distinction were
to be accepted, it would have to be applied in respect of all loans in general granted by the Centre since the
latter also in effect come out of the net borrowings of the Centre.

14.31 Moreover, small savings collections are generated as a result of the cooperative effort of both
the Centre and the States. It is only fair to recognise that the net collections of small savings are to

a considerable degree attributable to certain policy decisions taken by the Centre, such as the income
tax concessions on investment in certain small savings instruments and the prescribed pattern of in-

vestment of the moneys accruing under the provisions of the Employees' Provident Fund Act.

14.32 No doubt, the States play an important part in the mobilization of small savings, but for this
they are suitably compensated by the grant of a large portion of the net collections as loans on very
liberal terms. Our estimates for the forecast period indicate that nearly Rs.9, 800 crores would be
given to the States as loans against small savings collections whereas only Rs.960 crores would be re-
quired to be repaid during that period. These figures indicate the extent of benefit which would flow

to the States.

14.33 As pointed out earlier, the majority felt that the small savings loans in respect of which repay-
ment is due during the forecast period have already enjoyed moratorium for a long period extending
from five to ten years and no further moratorium in their repayment would be justified. If such mora-
torium were to be granted for the forecast period and if all succeeding Commissions do the same, then
the small savings loans will never be repayable and will in effect become 'loans in perpetuity' - a
concept which we find totally untenable. As mentioned already, the last Commission had made such

a recommendation but it was rejected by the Central Government.

14.34 Accordingly, the majority of the Commission recommends that no relief in the repayment of
small savings loans is necessary and these be required to be repaid according to the existing very
liberal terms. However, we agree that in respect of 1984-85 there is a special consideration. It
would be recalled that we were unable to complete our report by 31st October, 1983 and had made an
interim report. In that report we had recommended that the moratorium granted by the Central
Government in respect of repayments of small savings loans during 1979-84 be continued for one
more year. Inthe meantime, the annual Plans of the States for 1384-85 have, in most cases, been
finalized. In order not to disturb the resource calculations for the annual Plan for 1984-85, we
recommend that during this year only the States may not be required to make any repayment of small
savings loans.

14.35 The following table gives the estimates of non-Flan capital gaps for the years 1984-89 after
excluding the repayment of overdraft loans and small savings loans to whichwe have referred earlier.

Table 5: Estimates of Non-Plan Capital Gap

(Rs. crores)

Non-Plan Non-Plan Non-Plan Non-Plan
capital gap Capital gap capital gap capital gap
as indicated excluding as indicated excluding
State in para 14,4 repayment , State in paral4,4 repayment
of sectionl of overdraft of section  of overdraft
of this loans and I of this loans and
Chapter small Chapter small
savings loans savings loans
1.Andhra Pradesh 432.88 384,97 12.Manipur 46.47 13.13
2.Assam 365.11 274.00 13.Meghalaya 16.62 7.54
3. Bihar 865.29 441.30 14. Nagaland 20.44 9.21
4. Gujarat 226.18 81.78 15.0rissa 340.99 260, 81
5.Haryana 209,50 93.79 16. Punjab 259,17 118,86
6.Himachal Pradesh 49.61 19.44 17.Rajasthan 668.61 319. 20
7.Jammu & Kashmir 259.10 250.24 18. Sikkim 3.64 3.63
8.Karnataka 220.53 177.32 19. Tamil Nadu 199.13 95.59
9.Kerala 249,81 107.78 20. Tripura 19.47 3.05
10. Madhya Pradesh 503. 28 294.07 21, Uttar Pradesh 800. 37 653.44
11. Maharashtra 328.74 82.37 22.West Bengal 721.25 161.12

Total ~ All States 6806.19 3852. 64
14.36 A good index of the capacity of a State to meet its repayment obligations to the Centre is the
level of its development as measured by State Domestic product. The following table contains the
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indices in this regard in respect of various States:—
Table 6: Central loans excluding small savings and overdraft loans outstanding at the end of
1983-84 as percentage of State Domestic Product {Average 1976-79)

Category Name of State Percentage Category Name of State Percentage
Group 1 Punjab 10.8 Group 3 Bihar 33.5
Maharashtra 12.1 Rajasthan 36.3
Gujarat 15.3 Orissa 43.5
Haryana 17.1 Agsam 56.6
Tamil Nadu 17.5
Karnataka 19.1 Group 4 Tripura 14.5
Meghalaya 16.6
Group 2 West Bengal 21.5 Himachal Pradesh 18.0
Kerala 22.1 Nagaland 39.2
Madhya Pradesh 27.5 Manipur 49.7
Uttar Pradesh 29.6 Sikkim 56.3
Andhra Pradesh 31.3 Jammu & Kashmir 140.6

The details of the calculations are indicated in Annexure XIV-5.
Based on the above ratios, we have categorised the States into the following groups:

Group 1 - Six States with ratios upto 20 per cent.

Group 2 - Five States with ratios above 20 per cent but less than 33 per cent.

Group 3 - Four States with ratios above 33 per cent.

Group 4 - Seven hill States having special problems.
14.37 Our terms of reference require us to have regard, inter-alia, to the overall non-Plan gap of
the States. The following table gives the State-wise position in this regard.

Table 7: Non-Plan Capital Gap as per cent of Revenue Surplus

(Rs. crores)

Non-Plan Revenue Non-Plan Total Non- Non-Plan Capital Gap
Revenue Surplus after Capital gap Plan Gap as percentage of
States position devolution (excluding re-  (3H) Revenue Surplus
; before (including payment of Before After
devolution revenue gap small savings devolution  devolution
grants) and overdraft (Per Cent) (Per Cent)
loans)
1 2 3 4 5 6 7
i
1. Maharashtra (93790.48 (H6407.78  (-) 82.37  (H6325.41 2.2 1.3
2, Tamil Nadu (W 774.12 (H3217.19 (-) 95.59 (H3121.60 12,3 3.0
3. Gujarat (11034.13 (H2451.31 () 81.78  (92369.53 7.9 3.3
4. Punjab (N1147.55 (H1758.70  (-) 118.86  (H1639.84 10.4 6.8
5.Haryana (H 965.95 (H1393.92 - 93.79 (H1300.13 9.7 6.7
6.Karnataka (f) 351.71 ($H2064.68 (<) 177.32 (H1887.36 50.4 8.6
Groyp 2
7.Madhya Fradesh (-) 801.77 (H1986.34 (=) 294,07 (91692, 27 14.8
8.Kerala (<) 635.43 (# 623.51  (-) 107.78 (¥ 515.73 17.3
9. Uttar Pradesh (-)2113.59 ($H3802.01 (<) 653.44 (93148.57 17.2
10.Andhra Pradesh (-) 845.98 ($1908.80  (-) 384.97  (91523.83 20.2
11. Bihar (-)3152.50 (¥ 853.32 (-) 441.30 (H 412.02 51.7
12. Rajasthan (-)1240.63 (M 297.55*% (-} 319.20 (-) 21.65 107.3
Group 3
13.West Bengal (-)3034.33 (-) 161.12 (-) 161.12
14.Orissa (-)1663. 80 (9 260.81  (-) 260.81
15.Assam (-)1444.46 (=) 274.00 (-} 274.00
Group 4
16.Himachal Pradesh (<) 713.77 (A 19.44 (=) 19.44
17.Jammu & Kashmir (-) 995.39 (-) 250.24 (-) 250.24
18, Manipur (-) 422.73 () 13.13 (-) 13.13
19. Meghalaya (-) 341.30 (A 7.54 () 17.54
20. Nagaland (-) 484.04 @ 921 (9 9.21
21, Sikkim ©(7) 92.65 () 3.83 (- 3.63
22, Tripura (-) 502,46 () 3.05 (-) 3.05

* Net surplus in 1984-89 after adjusting the deficit of Rs.9.70 crores in 1984-85
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On the basis of their position in the foregoing table, the States again fall into four distinctive groups.
The first group comprises six States which have surpluses even before devolution. These surpluses
are also larger than their non-Plan capital gaps. The next group of six States also have revenue sur-
pluses but only after devolution. These surpluses are also larger than their non-Plan capital gaps
except in the case of Rajasthan. The third group comprising three States has no revenue surpluses
even after devolution. The last group consists of the seven hill States which have no revenue surplus
and are further characterised by a relatively weak revenue base and significant non-Plan capital gaps
in relation to their resources.

14.38 It would be seen that the composition of the groups indicated in the preceding paragraph is almost
the same as in the case of groups under para 14, 36 above except in the case of Bihar, Rajasthan and
West Bengal. We notice that —

(i) the non-Plan capital gaps of Bihar and Rajasthan as a percentage of their revenue surplus after
devolution are much higher than those of other States; and ~

(ii) though West Bengal's percentage outstandings of Central loans, excluding small savings and
overdraft loans, are smaller, it has not been left with any surplus after devolution.

Taking note of all these considerations, we have grouped the States as follows:—

Group 1 Group 2 Group 3 Group 4
Maharashtra Uttar Pradesh Bihar Jammu & Kashmir
Punjab Madhya Pradesh Rajasthan Himachal Pradesh
Gujarat Andhra Pradesh West Bengal Tripura
Haryana Kerala Orissa Manipur
Tamil Nadu Assam Meghalaya
Karnpataka Nagaland

Sikkim

14.39 On the basis of the above classification, we have formulated our debt relief proposals in res-
pect of Central loans which are intended to grant relief on a progressive basis to all States. While

" considering rescheduling of repayment as a measure of relief, we considered that the maximum period
for which repayment may be rescheduled should not exceed thirty years. We are of the view that the
States in Groups 1and 2 may be given debt relief to the extent of not more than 35 per cent and 55 per
cent respectively of their reassessed non-Plan capital gaps. We have provided this level of relief by
way of rescheduling the terms of repayment of the outstanding loans. Considering the overall non-Plan
gaps, we are of the view that States in Groups 3 and 4 may be given debt relief of 75 per cent and 85
per cent respectively of their reassessed non-Plan capital gaps. We have granted this order of relief,
to the extent possible, by rescheduling the terms of repayment of outstanding loans and, for the balan-
ce, by recommending a write off of certain specified sums out of the amounts due to be repaid to the
Centre by different States in each of the years covered by our recommendations.

14.40 The detailed manner in which the scheme of debt relief would be operated in respect of various
categories of loans in different States is given in the subsequent paragraphs. We wish to add here that
the uncovered gaps left by us should be covered by the State Governments from their own resources.

14.41 For the purposes of providing debt relief in respect of Central loans outstanding as at the end of
1983-84 to States our recommendations are as follows:—

(a) Loans for relief and rehabilitation of displaced persons, repatriates, etc. as outstanding at
the end of 1983-84 are estimated at Rs.144.62 crores. Under the existing terms, the State
Governments are required to repay to the Centre only Such amounts which they are able to
recover from individual loanees. In the period covered by our recommendations, the State
forecasts estimate repayments to the Centre of only about Rs.2 crores. We recommend that
in so far as the Central Government is concerned the outstanding loans against the States may
be written off. As States would be relieved of their burden to repay to the Centre, the amounts
they had borrowed, we should recommend to them to pass on this benefit to the displaced per-
sons, repatriates, etc. to whom loans have been given from the funds borrowed from the Centre
as indicated above.
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Loans given under the National Loans Scholarship Sclhemes outstanding on 31.3.1984 against

all States may continue to be recovered on the basis of the existing terms under which repay-
ment to the Centre is limited to the recoveries effected by the States.

We do not recommend any change in the terms and conditions of the loans given to the States in

1982-83 and 1983-84 to clear overdrafts in respect of any State.

We recommend that all small savings loans (both pre 1979-80 and those given to the States

during 1979-84) outstanding as on 31.3.1984 be repaid by States according to the terms and
conditions applicable to such loans. For 1984-85, however, there will be a moratorium on
repayment of such loans. Shri Y.B. Chavan and Shri G.C. Baveja, however, recommend
that there should be no repayment of small savings loans during 1984-89.

As regards the outstandings as on 31.3.1984 of the pre-1979 loans consolidated into 15-year

loans and 30-year loans on the recommendations of the Seventh Finance Commission, we
recommend as follows :-

®

(ii)

(iif)

such outstandings against Uttar Pradesh be consolidated into one new loan repayable in 25

equal annual instalments commencing from 1984- 855

such outstandings against the States of Andhra Pradesh, Assam, Bihar, Himachal Pradesh,

Jammu & Kashmir, Manipur, Meghalaya, Orissa, Rajasthan and Sikkim be consolidated into
one new loan for each State, repayable in 30 equal annual instalments commencing from
1984-85; and

in respect of such outstandings against Haryana, Gujarat, Karnataka, Kerala, Madhya Pradesh,
Maharashtra, Nagaland, Punjab, Tamil Nadu, Tripura and West Bengal, no change be made
in the existing terms and conditions of repayment.

We do not recommend any change in the existing terms and conditions of loans to Orissa for

Hirakud (Stage I) in respect of which a repayment of Rs.1.62 crores is due from the State
Government during 1984-89.

In respect of the outstandings as on 31,3.1984 of all other loans received by the State

Governments during 1979-84, we recommend that they be consolidated into one loan for each
State on that date and made repayable from 1984-85, as follows:-

(i) in 15 equal annual instalments by the States of Gujarat, Maharashtra and Tamil Nadu;

(i) in 20 equal annual instalments by the States of Karnataka, Punjab and Tripura;

(iii) in 25 equal annual instalments by the States of Haryana, Kerala, Uttar Pradesh and West

Bengal; and

(iv) in 30 equal annual instalments by the States of Andhra Pradesh, Assam, Bihar, Himachal

Pradesh, Jammu & Kashmir, Madhya Pradesh, Manipur, Meghalaya, Nagaland, Orissa,
Rajasthan and Sikkim.

(h) In respect of the repayments to be made to the Centre by the Siates named i. column 1 of the
table below during the period 1984-89, the amounts mentioned in column 2 thereof may be written
off. For this purpose,in each of the five years of the forecast period 1984-89, the amount shown
in column 3 of the table below may be written off against the repayments due to the Centre in

that year.
Table 8 : Amounts of repayments to be written off.
(Rs. in crores)

Total Amount Total Ameunt
amount fo  to be writ- amount to to be writ-
be written  ten off in be written ten off in

Name of the State off during each of Name of the State off during each of

the five the five the five the five

years years years years

1984-89 1984-89 1984-89 1984-89
.1 2 3 1 2 3
1. Assam 49.75 . 9.95 7. Nagaland 1.80 0.36
2. Bihar 76.45 15.29 8. Orissa 76.50 15.30
3. Himachal Prades! 5.60 1.12 9. Rajasthan 97.85 19.57
4. Jammu & Kashmir85.10 17.02 10. Sikkim 0.60 0.12
5. Manipur 3.55 0.71 11, Tripura 0.40 0.08
8. Meghalaya 2.90 0.58 12. West Bengal 4.70 0.94

TOTAL : 405. 20 81.04
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On the basis of the aforesaid recommendations, the total debt relief to the States during the fore-
cast period works out to Rs.2285.39 crores. The State-wise amount of relief and its percentage to
non-Plan capital gap as assessed is indicated in Annexure XIV-6, The amounts indicated do not include
relief under small savings loans in 1984-85 under the majority recommendations and in 1984-89 under
the minority recommendations.

14,42 Shri AR, Shirali subscribes generally to the scheme of consolidation and rescheduling of debts
recommended in para 14,41 but has reservations in regard to the quantum of relief proposed, parti-
cularly in regard to the write-off recommended in certain cases. He feels that the precise extent of
relief in the case of any particular State should be left to be determined according to the needs of
financing of the Plan outlay of that State. He is also of the opinion that the size of the Annual Plan for
1984-85 having already been settled in the case of most States, the scheme of rescheduling of debts
and consequent relief should be given effect to from 1985-86, His note of dissent is appended.

14.43 The next question which we had to consider was the rate of interest in respect of the joans re-
commended to be consolidated and rescheduled. Normally, the longer the period of a loan, the higher
the rate of interest. Taking this into account and also having regard to the interest rate structure
prevailing during the period 1979-84, we recommend that the loans consolidated and rescheduled by us
may carry the rates of interest shown in the following table =~

Table 9 : Rates of Interest

Category of loans Period of repayment Rate of Interest
(Per cent)
(a) Pre-1979 loans 25 & 30 years 4,75

consolidated and re-
scheduled(under items
() and (ii) of sub-para
(e) ~f para 14,41)

() 1979-84 loans cons- 15 years 6.00
olidated and resched- 20 years 6.25
uled(under aub- para(g) 25 years 6.50
of para 14.41) 30 years 6.75

The interest payable by the State Governments on the Central loans has been calculated in accordance
with this recommendation and provisions therefor have been made in the revénue forecasts of the
States to which a reference has been made in Chapter IlI, It may be mentioned here that by working
out the interest payable at the rates recommended by us an amount of Rs.550.01 crores has to be
additionally paid by the States during the forecast period, which has been taken into account in Chapter
I while computing the interest payments, This increase is due to the fact that in the scheme of re-
scheduling recommended by us, the repayment of loans will be spread over longer period, the out-
standings would be higher every year and so also the interest payable. The additional amount to be
paid by the States to whom grants-in-aid under Article 275(1) have been recommended works out to
Rs.171,.30 crores and this additional liability has, therefore, been met by grants, In the case of other
States, the additional liability has been absorbed in their overall surpluses.



- CHAPTER XV

TAXES AND DUTIES MENTIONED IN ARTICLES
268 AND 269 OF THE CONSTITUTION

Part 1
DUTIES UNDER ARTICLE 268

15,1 It is for the first time that the scope for enhancing revenues from the duties mentioned in Article
268 of the Constitution has been referred to a Finance Commission, We have been asked to do this by
paragraph 8 of our terms of reference,

15,2 Article 268 lays down that such stamp duties and such duties of excise on medicinal and toilet
preparations as are mentioned in the Union List shall be levied by the Government of India but shall be
collected (a) in the case where such duties are leviable within any Union territory, by the Government.

of India, and () in other cases, by the States within which such duties are respectively leviable. Further,
the proceeds in any financial year of any such duty leviable within any State shall not form part of the
Consolidated Fund of India, but shall be assigned to that State. The duties mentioned in Article 268

fall under entries 84 and 91 of the Union List in the Seventh Schedule to the Constitution, We shall

deal first with the duties mentioned under entry 91, and, thereafter with those mentioned under entry 84,

1 - Stamp duties

15.3 Entry 91 of the Union List empowers the Centre to fix the rates of stamp duty in respect of bills
of exchange, cheques, promissory notes, bills of lading, letters of credit, policies of insurance,
transfer of shares, debentures, proxies and receipts. These documents are normally executed in the
course of transactions in banking, industry, trade, and commerce. The inclusion of these documents
in the Union List enables the rates to be kept uniform throughout the country.,

15.4 The levy and collection of stamp duty on Central instruments is governed by the Indian Stamp
Duty Act 1899, which was last amended in 1976, The rates of stamp duty on certain instruments
namely, bills of exchange, promissory notes payable otherwise than on demand, letters of credit,
transfer of shares, proxies and receipts were revised in June 1976.

15.5 Apart from obtaining the views of the States regarding the scope for enhancing revenues by
revision of stamp duties on the instruments mentioned above, we also invited the comments of the
Department of Revenue, and the Banking Division of the Ministry of Finance, Reserve Bank of India,
Life Insurance Corporation, the General Insurance Corporation, and the nationalised banks, Though
we shall recall the views expressed by them while dealing with the individual instruments, it may not
be out of place to briefly sum up their comments.

15.6 After examining the matter in the light of the comments received by it from the different State
Governments, and the recommendations made by the Law Commission in its 67th Report (March 1977),
the Department of Revenue has opined that there is scope for increase in the rates of stamp duty
atleast in certain cases. The Department of Revenue also consulted the Department of Economic Affairs
before conveying its views. The Department of Revenue has, however, cautioned that the question of
determination or revision of rates of stamp duties involves various aspects including pragmatic and
legal considerations. The Department of Economic Affairs in the Ministry of Finance has merely
agreed with the views expressed by the Reserve Bank of India. The Reserve Bank of India has said that
any decision to raise stamp duties on instruments falling under entry 91 of the Union List should be
taken only after considering its likely impact on the economy, the revenues likely to be derived, and
the cost of administration including printing, vending, etc, It is not in favour of reimposing stamp
duty on cheques, as it considers this a retrograde step. (Stamp duty was being levied on cheques
prior to 1927, but was later withdrawn in order not to impede the growth of banking habit among the
people). As for other instruments, it does not regard as desirable any increases in the existing rates
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of stamp duty on bills of exchange, promissory notes, transfer of shares, debentures and receipts, It,
however, says that there is scope for increases in stamp duty on bills of lading, letters of credit,
policies of insurance and proxies, as the duty currently payable on these instruments is low and levied
at flat rates. However, for want of adequate data the Reserve Bank of India has not been able to
quantify the likely revenue that might flow from the revision of rates on these instruments.

(a) _Bilis of exchange

15,7 The rates of stamp duty payable on bills of exchange very according to the usance and the amount
of the bill. Bills of exchange payable on demand do not attract any stamp duty. The Reserve Bank of
India thinks that bills of exchange play an important role in trade and industry. In its opinion, any
increase in stamp duty on bills of exchange would be misconceived as it would adversely affect
commerce which, in turn, would have repercussions on the economy as a whole, Of the nationalised
banks which have responded to our request for comments, six are in favour of an increase in stamp
duty while five are opposed to it. Seven States, which alone have offered their comments on this issue,
have expressed themselves in favour of increase in stamp duty on bills of exchange.

15.8 After considering the views received by us, we are inclined to agree with the Reserve Bank of
India that if the stamp duty on bills of exchange is increased, it is likely to be detrimental to the growth
of trade and industry. We, therefore, do not think that it would be desirable to raise the rates of stamp
duty on bills of exchange.

() Cheques

15.9 Stamp duty was payable on cheques prior to 1927, but was withdrawn in July 1927 on the re-
commendation of the Royal Commission on Indian Currency. Reimposition of stamp duty on cheques
has been considered time and again, but has not been revived on the ground that it would retard spread
of the cheque habit and, in consequence, the development of banking in India. The Taxation Enquiry
Commission also did not favour levy of a stamp duty on cheques., The Reserve Bank of India has pointed
out that the reasons earlier adduced by the Taxation Enquiry Commission still hold good; besides,
reimposition of a stamp duty on cheques would adversely affect the deposit mobilisation effort of the
banking'system, In their comments sent to us, only two nationalised banks have favoured the rein-
troduction of stamp duty on cheques, while four have opposed this. All the seven States, which have
given their comments, are in favour of a stamp duty on cheques.

15.10 We find much force in the arguments against reimposition of a stamp duty on cheques. Moreover,
some exemptions may have to be given; for instance, cheques issued by small account holders may
have to be exempted from the levy of a stamp duty. This would entail a considerable amount of admini-
strative work disproportionate to the revenue that may be earned, We do not, therefore, think that
there is any scope for reimposition of stamp duties on cheques.

(¢) Promissory Notes

15.11 A promissory note, when payable on demand, is chargeable under stamp duty according to its
amount, or, value, subject to a maximum duty of 25 paise. Promissory notes, when payable otherwise
than on demand, are subject to the same duty as bills of exchange. The stamp duty on bills of exchange
and promissory notes is ad valorem. This takes care of the increases in prices of goods or services
paid for by the instrument. The Reserve Bank of India sees little .scope for increase in the existing
rates of stamp duty on promissory notes, The nationalised banks are, again, divided in their views;
seven are in favour of increase in the rates of duty while three are against. All the seven States,

which have expressed their views, are in favour of increase in the rates of duty.

15,12 A promissory note is a document in very common use in trade and commerce, It should not be
subjected to an excessive stamp duty as that would be counter-productive. We think the existing rates
are adequate and the fact that the duty is paid ad valorem in respect of promissory notes, payable
otherwise than on demand provides adjustment to inflation.

(& Bills of lading

15,13 The current rate of duty on bills of lading is 25 paise regardless of the amount involved, Bills
of lading in respect of inland navigation are, however, exempt from duty. We agree with the Reserve
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Bank of India that there is some scope for increase in ﬁ}eftates of stamp duty on bills of lading, as the

existing rates seem rather low; and; "sfnee this duty is levied at a flat rate, there isno "adjustment to
the increase in price levels that have taken place in recent years. Bills of lading in respect of inland
navigation should, however, continue to remain exempt as before.

credit by which they agree to accept biﬁe drawn on them, subject to their being in accordance with the
terms of credit. The stamp duty : on letter of credit is at a uniform rate of Re.1. It has not been

”‘%i’c,

- by the Gcrporation itself, “The expen'A ure

paid on life policies is estimated at Rs. 151 lakh in 1980- 81 and Rs. 178 lakh in 1981-82, The rate of
duty is 40 paise for every thousand rupees of insured value.

15.16 In its memorandum submitted“w us, the Life Insurance Corporation has .said that any increase
in stamp duty on policies would increase the management expenses which, in turn, affect the premium
rates and diminish the valuation surplus, 95 per cent of which is allocated to the policy holders by way
of bonus on the with-profit policies. The impact of an increase in the stamp duties payable on life
insurance policies would fall on the Corporation alone. The Govgnment wants to encourage extension
of insurance to rural and urban areas, and, as the Life Insurance;"’&orporation through its life cover
mobilises the savings of the community on a large scale, any increase in stamp duty will raise the cost
of insurance to the policy holders. No doubt an increase in stamp duty would benefit the States, but,

at the expense of policy holders. Inview of this consideraﬂon, we are not in favour of any enhance-
ment of rates on stamp duty on 11te‘«lnsurance policies.

B3 ; ’-"..7

" (8) General Insurance Policies

15,17 The general insurance business in the country is handled by the General Insurance Corporation
and its four subsidiary companies. We understand that stamp duty for all classes of insurance, except
marine insurance, is borne by the insurance company, Stamp duty on marine insurance is borne by
the insured. The General Insurance Corporation of India and its four subsidiary insurance companies
spent about Rs. 85 lakhs in 1980 and Rs. 95 lakhs in 1981 on stamp duties on fire and other classes of
insurance policies, No record of stamp duty is kept in respect of marine insurance,

15.18 The General Insurance Corporation, in a memorandum to us, has submitted that, as a public
sector undertaking the entire proceeds of the Corporation and its four subsidiary Companies go to the
Central Government, Apart from dividends, income tax is also paid to Government, Besides, 75 per
cent of the investible surplus is required to be invested in Government securities, and socially oriented
investments. Consequently, the Corporation says, there is no justification for increase in the rates

of stamp duty on general insurance. The Corporation further says that it provides insurance to the
weaker sections of society by devising suitable forms of policy such as Janata Personal Accident
Insurance, Grameen Accidents Insurance, hut insurance, etc. The Corporation has even suggested
that the Government might consider reducing or waiving stamp duties on general insurance al‘ogether
so that the premium can be reduced on such categories of policies.

15.19 The Reserve Bank of India has said that the considerations that apply to policies of general
insurance are quite different from those relgvant to life insurance, and that there is scope for raising
stamp duty on policies of general insurance. In its view this is also unlikely to affect the business of
insurance companies. We concur with this view and think that there is some scope for raising rates
of stamp duty on general insurance, including marine insurance.

(h) Transfer of shares

15.20 The existing rate of stamp duty on transfer of shares is ad valorem. There is no scope for
undervaluation as all the transfer deeds executed by sellers bear the stamp of the Registrar of
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Companies showing the date on which the transfer was executed. The Reserve Bank of India does not
favour any increase in the existing rates arguing that this is likely to affect transfer of shares and
retard the growth of new issues of shares, It feels that enhancement in rates might act as an impedi-
ment to the private sector in mobilising resources. It would also, according to the Reserve Bank of
India, defeat the object of encouraging diversion of funds from non-productive investments to productive
investments in shares and securities. The Reserve Bank of India thinks that any increase in stamp duty
would be a retrograde step in the development of the capital market. We see the force of these argu-
ments and are, therefore, not inclined to suggest any enhancement in the rates of stamp duty payable on
transfer of shares,

(i) Debentures

15.21 Recent years have witnessed the growing importance of debentures in raising funds for working
capital as well as for long term requirements of the private sector. Government has been encouraging
companies to offer higher rates of interest on non-convertible debentures and to raise funds through
this instrument. Efforts are also being made to develop a secondary market for debentures to facilitate
their easy availability for purchase or sale, In the circumstances, we agree with the Reserve Bank of
India that any increase in the rate of stamp duty on debentures would hinder the growth of the debenture
market in the country, apart from increasing the cost of borrowings to the companies, We do not,
therefore, see much scope at this stage for increase in the rates of stamp duty on debentures.

() Proxies

15.22 Proxies are normally given by share holders when they are not able to attend the general body
meeting, but are interested in exercising their right to vote. The present rate of stamp duty on
proxies is 30 paise. Though the rate of stamp duty is low, and there is perhaps scope for increasing
it, this would be of very little significance from the point of view of enhancing revenue, We do not,
therefore, see much point in raising the rates of duty on proxies.

(k) Receipts

15,23 The present stamp duty on receipts for amounts exceeding Rs.20/- is a flat 20 paise. Receipts
for amounts upto Rs,20/- are exempt. As receipts are insisted upon as a matter of course for proof
of payment, the Reserve Bank of India feels that the rate of stamp duty on receipts should not be in-
creased., The Life Insurance Corporation of India has also pointed out that it has to bear the stamp
duties on receipts, and that any increase in stamp duty would increase its expenses, We have received
some suggestions that the exemption limit be raised, and, above that limit the rate be graded according
to the amount involved.

15.24 A receipt is perhaps the commonest document in general use and, also the most frequently
executed both in the commercial and non-commercial world. We do not think it would be advisable to
raise the rate of stamp duty on such a document, or make the calculation of such a duty complicated
by having graded rates.

Il — DUTIES OF EXCISE ON MEDICINAL AND
TOILET PREPARATIONS

15.25 We turn, next, to the duties leviable under entry 84 of the Union List which reads as under :
"Duties of excise on tobacco and other goods manufactured or produced in India except :-

(a) alcoholic liquors for human consumption;

() opium, Indian hemp and other narcotic drugs and narcotics;

but including medicinal and toilet preparations containing alcohol of any substance included in sub-
paragraph (b) of this entry'.

15.26 The Medicinal and Toilet Preparations (Excise Duties) Act, 1955 imposes duties on medicinal
and toilet preparations. The Act provides for the levy and collection of a duty of excise, as specified

in the schedule to the Act. The Act is administered by the Department of Revenue which has not offered
any comments to us about the scope for raising the rates of duties. The Department has, however,
reported that a suggestion to increase the rate of duty in respect of ayurvedic, unani and other indi-
genous systems of medicines and homeopathic preparations is under consideration of the Union
Government in consultation with various States and Union territories. Only ten States have offered
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comments in their memoranda to us on the scope for enhancing revenues through revision of these
duties. Most of these States are in favour of enhancing the excise duty on toilet preparations. Only
Andhra Pradesh and Karnataka have suggested that the excise duty on medicinal preparations may be
increased, though Karnataka has said that this should not be done in the case of life saving preparations,

15.27 Since the rates of excise duty on medicinal and toilet preparations were increased as recently
as in 1982, we do not think that there is at present scope for enhancing this duty.

15.28 To sum up, we are of the opinion that scope for raising the rates of duties exists only in respect
of bills of lading, letters of credit and policies of general insurance. As we are not in possession of
the requisite data to enable us to suggest specific increases in the rates of duty, we leave it to the
Union Government to keep in view our recommendations in this regard and make appropriate revisions.

Part II
TAXES AND DUTIES UNDER ARTICLE 269

15.29 It is for the first time, after the Fifth Finance Commission, that the terms of reference of a
Finance Commission include the scope for raising revenue from taxes and duties mentioned in Article
269 of the Constitution but not levied at present. This question has been referred to us by paragraph
8 of the President's Order.

15.30 Article 269 mentions the following duties and taxes that may be levied and collected by the
Government of India but which shall be assigned to the States :

(a) Duties in respect of succession to property other than agricultural land;

(b) Estate duty in respect of property other than agricultural land;

(¢) Terminal taxes on goods or passengers carried by railway, sea or air;

(d) Taxes on railway fares and freights;

(¢) Taxes other than stamp duties on transaction in stock exchanges and futures markets;

() Taxes on the sale or purchase of newspapers and on advertisements published therein;

®) Taxes on the sale or purchase of goods other than newspapers, where such sale or

purchase takes place in the course of inter-state trade or commerce,

Clause 2 of Article 269 further prescribes that the net proceeds in any financial year of any
such duty or tax, except in so far as those proceeds represent proceeds attributable to Union territo-
ries, shall not form part of the Consolidated Fund of India, but shall be assigned to the States within
which that duty of tax is leviable in that year and shall be distributed among those States in accordance
with such principles of distribution as may be formulated by Parliament by law.

15,31 Of the seven taxes and duties mentioned above, those at (b) and (g) namely, estate duty in
respect of property other than agricultural land, and taxes on inter-state sale and purchase of goods
are already being levied, and, hence, are outside our purview, as we are required to consider only
those, taxes and duties which are not being levied at present.

15.32 In response to our invitation to States calling for suggestions, if any, relating to our terms of
reference, we have received comments from them on the scope for raising revenues from the taxes

and duties mentioned in Article 269. As the Union Government has no share in the proceeds of any

tax levied under Article 269 of the Constitution and the entire proceeds are to be assigned to the

States, we have given very careful consideration to the view of the States in coming to our conclusions,

| — DUTIES IN RESPECT OF SUCCESSION TO PROPERTY
OTHER THAN AGRICULTURAL LAND

15,33 Clauses (a) & (b) of Article 269 relate to succession duty and estate duty respectively. These
duties are referred to in entries 88 and 87 respectively of the Union List. Though these two duties
are mentioned separately, in essence they belong to the same category. In this connection, it would
be pertinent to recall the observations of the Fifth Commission that the incidence of both these taxes
is on the same object, namely, property passing on the death of the owner to his or her successors.
The only difference is that the levy of succession duties would be on parts of an estate passing on to
each of the successors, while that of estate duty would be on the value of the whole estate, though all
persons succeeding to the estate or parts of it would be liable for the duty. The Fifth Commission
took the view that, as estate duty was already being levied, there would be no particular advantage
in levying succession duties also.
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15.34 . In their memoranda to. us, twelve States did gqg qxpress any vf@ws about this duty while eight
states opposed imposition of succession duty on the gmund that the incidence of such duty and the
existing estate duty would be on the same person or property. Two States, however, namely, Bihar
and Rajasthan, have pleaded for the levy of a su qssion duty on a graded scale.

15.35 We also obta.lned the views of the Mxmstry‘ ﬁnance on this qu;sﬁon. That Ministry too is of
the view that succession duty and estatg duty are ally similar m-nature, and, that there would
be no special gain in levying succession duty. Wevgmaf the same view, and do not consider that there
is scope for raising revenues from succession duty in respect of property other than agricultural

property.

DS OR PASSENGERS =
SEA OR AIR WA

Il — TERMINAL TAXES Ol

goods or passengers earﬁgd by raﬂwag., (, :
Bihar and Karnataka ar&‘ﬁr favour of levying a terminal ta rOC

railway, while Madhya ‘Pradesh favours such a tax only on goods carried by railway. Rajasthan, on
ed the levy of such‘a tax on passengers only. As for terminal tax both on

in favour of it. Madhh Pradesh favours such a tmmdnly on passengers carried by sea. Thus, the
majority of States, not:taking into account those ‘which had no comments to offer, are opposed to the
levy of a terminal tax on goods and passengers carried by railway, or, by sea. However, a large
number of States are 1n favour of levying a thminal tax on goods or passengers carned by air.

il m‘w '* . s;,-.

%1 ~ (a) Terminal tax Qﬂﬂs carried by railway

g
15.38 Although octroi duty, which is similar to termma.l tax, is being levied by local bodies in many
States on goods entpﬁng their territorial limits'for consumption, sale or use therein, a terminal tax
on goods carried. b;s,gaﬂway has not so far bengjgrposed by the Government of India under Article 269

of the Constitution.

15.39 While examining the scope for levying such a tax, the Fifth Finance Commission consulted the
Railway Board, which was likely to be affected directly by this levy, and which would also have been
the agency for its collection. The Railway Board argued that in the event of a levy of terminal tax on
goods carried by railway it would be necessary to ensure that the States also simultaneously imposed
a parallel tax on goods carried by road so that the relativity between rail and road freights was not
disturbed. The Railway Board also pointed out that certain articles of common consumption would
have to be excluded from the purview of the tax, and, if these exemptions were granted, the levy of the
tax on the remaining commodities might not be financially worthwhile.

15.40 The Fifth Finance Commission believed that a terminal tax levied on goods carried by railway
would be administratively inconvenient, as it would involve collection of tax at different rates accord-
ing to the destinations, and also separate accounting of receipts to be transferred to each State for
different local areas therein. It, therefore, observed that it would be far similar for munieipal bodies
to make suitable revisions in their rates of octroi or terminal tax or, preferably, impose some tax
or duty on the sale or consumption of the goods entering their territorial limits.

15.41 We also sought the views of the Ministry of Railways. In its memorandum submitted to us, the
Ministry has stated that there would be considerable accounting difficulties in respect of terminal tax
on goods as this tax would have to be related to the weight and volume of the consignment. Moreover,
apart from the administrative difficulties involved in collecting the tax and allocating the proceeds to
the States, the levy of such a tax would also limit the scope for the Ministry of Railways to raise the

rates of freight on the carriage of goods.

15.42 The Department of Economic Affairs in the Union Ministry of Finance is of the view that a ter-
minal tax is more or less a form of octroi. It has also added that the Ministry has been advising State
Governments to abolish octroi. In its opinion, terminal taxes are an ineffective and irksome means of
raising revenues, and the scope for this tax is limited considering the existing duties and sales tax on

various items.
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15.43 Having regard to the various views placed before us, we feel that a tax on goods carried by
railway might distort the relativity between railway and road freights. Further, apart from the
administrative difficulties involved, there is no doubt that such a tax would restrict the scope for rais-
ing rates of freight on goods carried by rail. The levy of a terminal tax would also have an economic
impact in that it might push up the prices of goods. Therefore, the balance of advantage appears to be
not in favour of levying such a tax.

(b) Terminal tax on passengers carried by railway

15.44 There already exists, under the provisions of the Terminal Tax on Railway Passengers Act,
1956, a terminal tax on passengers carried by railway from or to certain places of pilgrimage or
where fairs, melas or exhibitions are held. The proceeds of the tax are collected by the Ministry

of Railways and credited to the Consolidated Fund of the concerned States. The Act permits new sta-
tions being added to the list as also enhancement of a terminal tax during specified periods. Although
this tax is levied under Article 269 of the Constitution, the Act itself restricts the levy of the tax to
places of a particular category, and the Central Government has not used its powers to levy a general
terminal tax on passengers carried to other places. As a precondition to the levy of a terminal tax,
or, to its enhancement, the Act requires a parallel tax to be levied on passengers travelling by road.

15.45 The Fifth Finance Commission tried to make some estimates of the likely yield from such a tax,
and was of the view that the yield from the tax might not exceed Rs.5 crores per annum. Considering
the administrative difficulties and the inconvenience involved in collection, and the need to levy a
corresponding tax on passengers travelling by road, that Commission did not think the levy of this tax
to be worthwhile. ‘

15.46 The Ministry of Railways, the views of which we obtained, has said that collection, accounting
and reconciliation of the amounts to be passed on to the States would be a cumbersome process. I
has added that a general extension of the levy of a terminal tax, if resorted to, would increase the
volume of accounting work, necessitating additional staff and other administrative infrastructures. The
Ministry thinks that with the cost of collection to be retained by the railways the resultant gains to the
State Governments would not be commensurate with the all-round effort that such a tax would involve.
Further, it has argued that the extension of the Terminal Tax on Railway Passengers Act, 1956 to
cover all passengers would restrict the scope for increase in railway fares and adversely affect rail-
way finances.

15.47 As already stated, a terminal tax on passengers carried by railway to and from certain noti-
fied pilgrim centres is at present being levied. However restrictive and limited in scope the tax may
be, it is nonetheless a terminal tax under Article 269(1)(c). Therefore, a strict interpretation of
paragraph 8 of our terms of reference could be that since a terminal tax on passengers, albeit restric-
ted in nature, is already being levied, a general terminal tax on passengers carried by railway would
lie beyond our terms of reference. In any case, not many States have expressed themselves in favour
of a terminal tax on passengers carried by railways. There is no doubt that the levy of such a tax
would involve accounting and administrative difficulties, which may be out of proportion to the likely
yield from such a tax. We do not therefore recommend such a levy.

() Terminal tax on passengers carried by sea.

15.48 We understand that most of the passenger services by sea are operated by the public sector
shipping companies from Indian ports, and are heavily subsidised by the Government for various
socio-economic reasons. These services cater to the needs of the people living in far flung and back-
ward areas like the Andaman & Nicobar and Lakshdweep islands as also to carry pilgrims during the
Haj season. We gather from the Ministry of Shipping & Transport that the fares of passenger services
have been kept very low in the interest of the poor travelling public and are subsidised. The Ministry
of Shipping & Transport does not therefore consider desirable the imposition of a terminal tax on
passengers carried by sea from Indian ports.

15.49 The Fifth Finance Commission estimated that even if a terminal tax were levied at Rs.2 to Rs.5
per deck passenger and Rs.10 to Rs.15 per saloon or cabin passenger, the yield was not likely to
exceed Rs.50 lakhs. That Commission therefore did not think that the imposition of such a tax on this
mode of transport would be justified. We agree with the Fifth Commission. Considering the kind of
clientele, the places to which the services are operated and the limited revenues that might flow from
such a measure, we do not consider imposing a tax on passengers carried by sea worthwhile.
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() Terminal tax on goods carried by sea.

15.50 We gather that although no terminal tax is levied on cargo, port dues on ships and wharfage on
cargoes are charged by major ports under the provisions of the Indian Ports Act, 1908 and Major Port
Trust Act, 1963 respectively. The Ministry of Shipping and Transport has pointed out that the shippers
in India are already complaining that port dues and other service charges collected at the ports are
very high and should be reduced. The Ministry feels that the existing charges on cargo are already
substantially high in India, compared even to neighbouring countries. It, therefore, does not favour
imposition of any further tax on cargoes carried by ships.

15.51 The Fifth Finance Commission was of the opinion that a terminal tax on goods carried by sea
need not be levied.

15.52 We are impressed by the consideration that shippers in India, as pointed out by the Ministry of
Shipping and Transport, are already complaining that ports dues and other service charges collected
at the ports are very high. Further-more, only a few States are in favour of levying terminal tax on
goods carried by sea. This is understandable when it is remembered that under Article 269 the tax
is divisible only amongst States within which it is leviable, and, therefore, unless a State has a port
it would not have a share in the tax. For these reasons we do not think that there is scope for raising
revenue by levy of terminal tax on goods carried by sea.

(e) Terminal tax on goods and passengers carried by air.

15.53 After considering the views of the Ministry of Tourism and Civil Aviation, Air India and Indian
Aijrlines, and the likely yield from such a tax, the Fifth Commission did not recommend the levy of a
terminal tax on passengers carried by air, whether on domestic or international traffic. It did not

also think that the levy of such a tax on cargo carried by air would be advisable at a stage when this
mode of transport of goods was not sufficiently developed. The Ministry of Tourism and Civil Aviation
has, in its representation to us, opposed the levy on many grounds, which are all too familiar and need
no repetition. Though a number of States are in favour of levying a terminal tax on goods and passen-
gers carried by air, we are of the view that such a tax would not be practicable. Apart from other
considerations, both for a terminal tax on passengers and goods carried by air, a distinction would
have to be made between domestic and international traffic. A terminal tax on passengers on interna-
tional routes might adversely affect tourist traffic. Nor would a terminal tax on air cargo, both
domestic as well as international, seem to be desirable at this stage of the development of the country
when transport of cargo by air forms a small proportion of the carriage of cargo by all modes of trans-
port taken together. For these reasons, we are not in favour of a terminal tax on goods and passengers
carried by air.

11l — TAXES ON RAILWAY FARES AND FREIGHTS

(a) Taxes on railway fares

15.54 A tax on railway passenger fares was initially levied under the Railway Passenger Fares Tax
Act 1957, which came into force with effect from 15.9.1957. The tax was chargeable as a percentage
of the fares. The tax was subsequently repealed by the Government of India from 1st April, 1961 in
purswance of a recommendation of the Railway Convention Committee, 1960 to the effect that the levy
of the tax had reduced the scope for raising railway passenger fares. The States were, however,
compensated by a fixed lumpsum grant in lieu of a tax on railway passenger fares.

15.55 The Fourth Finance Commission noted the almost unanimous view of the States that the fixation
of the grant at a specific level had deprived them of a potential elastic source of revenue. In their
memoranda submitted to the Fifth, Sixth and Seventh Finance Commissions, the States urged that either
the tax on railway fares be revived or the quantum of the grant in lieu of a tax be increased and fixed

as a percentage of the railway passenger earnings. Taking note of the various views urged before it,
both by the States and by the Ministry of Railway administration, the Fifth Finance Commission finally
came to the conclusion that there was no scope for reimposition of the tax on railway passenger fares
in the circumstances then obtaining. It, however, suggested that this question be reviewed by the
Government of India, if and when the railway finances showed sufficient improvement.

15.56 The Sixth Finance Commission noted that almost all the States had forcefully drawn its attention
to the inequity involved in the replacement of a tax on railway passenger fares by a fixed grant. It
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observed that in providing for a tax on passenger fares under Article 269, the framers of the Constitu-
tion had presumably intended to give the States access to a modest share in the growing revenues of the
Ministry of Railways, and that this objective had been thwarted by substitution of railway passenger
fares tax by a fixed lumpsum amount of grant. That Commission felt that the repeal of the passenger
fares tax and its replacement by a fixed grant was not quite in accordance with the spirit, if not the
letter, of the provisions of Article 269 of the Constitution. It, therefore, urged the Government of
India to redetermine the amount of grant payable in lieu of a tax on railway passenger fares in accord-
ance with what the States would have got if the tax on railway passenger fares had continued in its origi-
nal form.

15.57 The Seventh Finance Commission appreciated the force of the arguments put forth by almost
all States, that a fixed grant was not an adequate compensation for a tax on railway fares as it did not
take into account the considerable buoyancy in the earnings of the Indian railway brought about by rapid
increases in passenger traffic. On the other hand it also appreciated that the railways also served cer-
tain socio-economic purposes, and that as the largest departmental undertaking, the Ministry of Rail-
ways should be enabled to operate at a profit so as to be in a strong financial position. That Commis-
sion, therefore, suggested that the Government of India should specifically refer the question to the
Railway Convention Committee to consider the question of increase in the grant payable to States. None
of the previous Finance Commissions, however, recommended reimposition of the tax.

15.58 Inits memorandum to us, the Ministry of Railways has said that the levy of a tax on passenger
fares, if continued, would have undoubtedly placed severe limitations on the capability of the railways
to generate internal resources, since a percentage of every fare increase in the tax-inclusive fare
would have been unavailable to it for meeting the developmental needs of the railways. Over the years,
this would have resulted in severe strains to the finances of the railways. The Ministry has argued
that the revival of the tax would be a retrograde step as it would adversely affect the finances of the
railways.

15.59 While intimating his views Shri H.C. Sarin, Chairman, Railway Reforms Committee, has .
explained that the Railway Passenger Fares Tax Act, 1957 was repealed because it had reduced the
scope for increase in railway fares. Reimposition of a similar tax would, therefore, in his view, be a
retrograde step and would adversely affect railway finances. He also remarked that the railways were
poised for phenomenal growth in traffic, and, in the years to come, large sums would be needed for
investment to enable the railways to move the projected traffic. Shri Sarin concluded that, as the
railways would have to depend increasingly on their international finances and could not hope for any
substantial budgetary support the scope for the railways to raise revenue should not be reduced.

15.60 In their memoranda to us, the majority of States are in favour of reimposition of a tax on rail-
way passenger fares, because they are dissatisfied with the quantum of grant that is at present being
given to them in lieu of a tax. As will be seen from Chapter entitled ' Grant in lieu of Tax on Railway
Passenger Fares'', we have recommended an increase in the grant payable to the States in lieu of tax
on railway passenger fares from Rs, 23.12 crores to Rs. 95 crores per annum. We think that this
should end the grievances of the States.

15.61 However, in order to answer our terms of reference we have still to say whether there is scope
for imposition of a tax on railway passenger fares. We recognise that the Ministry of Railways will
need enormous funds for further development during the forecast period. But, we are not convinced
that the mere imposition of a tax on railway fares will drastically curtail the scope for raising the
fares. Many States have imposed a tax on bus fares but that has not prevented the fares being raised.
Besides, as against the needs of the Ministry of Railways we have also to balance the needs of the
States. Therefore, taking all aspects into account, we would say that there is scope for levying a tax
on railway fares, but, it is obvious that no such tax should be levied so long as the present arrange-
ment by which the Centre gives a grant to the States in lieu of such a tax continues to exist.

15.62 Shri A.R. Shirali has some reservations on this issue. He is of the opinion that the question of
re-imposition of the tax has to be examined on merits. Needs, whether of the railways or of the States,
cannot be the only consideration; other means are available to take care of these. The very fact that
we are recommending the distribution of the grant in lieu of the repealed tax on the basis of collection
and not needs is relevant. Ik would be a different matter if any quid pro quo was involved. This does
not appear to be the case and the analogy of the tax on passengers carried by road transport does not
seem apt. Purely on merits, it would appear that the provision for levy of the tax is a relic of the days
when the railway set-up was different. Perhaps, it has little relevance or economic justification in the
present circumstances.
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(b) Taxes on railway freights

15.63 The Fifth Finance Commission was of the opinion that the freight structure should be consistent
with the objectives of the economic policies of Government. It saw no advantage in the levy of a tax on
railway freights, having regard to the then financial position of the railways and the movement of large
number of commodities like foodgrains, coal, coke and ores which may, for reasons of policy, have
to be exempted from such a tax.

15.64 The Ministry of Railways has represented to us that the type of traffic that moves by rail con-
sists predominantly of essential commodities like foodgrains, coal, raw materials for industries and
similar other items, and that any enhancement of freight on these articles would have severe reper-
cussions on the economy as a whole. It has pointed out that if in spite of these considerations, addi-
tional revenues were raised whichwere to become unavailable for the railways' developmental needs
and were to be passed on to the States, the finances of the railways would come under greater strain
than at present. It has also invited our attention to the findings of the Rail Tariff Enquiry Committee
which had remarked that owing to continuing adverse trends in the finances of the railways, mainte-
nance inputs and provision for depreciation reserves had been receiving reduced allocations. The
Committee was strongly of the view that any opportunity for raising additional revenues through the
railways should be allowed to be utilised for the development of the railways itself. It felt that it
would be imprudent to consider any steps which would result in diverting a share of the additional
earnings for purposes other than the railways' own rehabilitation and developmental works.

15.65 In its comments, the Ministry of Finance has said that the freight structure should be an instru-
ment of economic development of the country and must be consistent with the larger economic policies
of the Government. It adds that a tax on freight, being a multipoint tax, is bound to add substantially
to the costs of production and to increase the inflationary pressures in the economy. It has also
endorsed the views of the Ministry of Railways and the Rail Tariff Enquiry Committee by saying that
any further resources raised through the railways should be available for the developmental needs of
the railways alone.

15.66 Only eleven -States have commented, in their memoranda to us, on the scope for a tax of this
nature. They are, by and large ,in favour of imposition of such a tax.

15.67 We think that, even if a tax on railway freights were levied, a large number of commodities
niight have to be exempted. Moreover, if a tax on railway fares is fraught with administrative and
accounting difficulties, it is obvious that these would be even greater in the case of a tax on railway
freights. Besides, the inflationary effect of such a tax cannot be ignored. We therefore see no scope
for raising revenue by the imposition of a tax on railway freights.

IV — TAXES OTHER THAN STAMP DUTIES ON TRANSACTIONS
IN STOCK EXCHANGES AND FUTURES MARKETS

(a) Taxes on _transations_in Stock Exchanges

15.68 Stock exchanges in India are regulated by the Central Government under the Securities cont-
racts (Regulation) Act 1956, which came into force in February 1957. Stock exchanges help in mobi-
lising the savings of the community and channelling them into industrial securities. Stock exchanges
also serve as a market place for purchase and sale of securities, and through these operations they
ensure liquidity of investments in securities. Except transactions that take place between brokers,
documents are used for allotment, issue and transfer of shares and debentures, and also for sale and
purchase of securities. All these documents are subject to stamp duties. Under entry 91 of the
Union List, the Central Government levies stamp duties on the transfer of shares and on debentures,
whereas States levy stamp duties on certain instruments relating to shares and debentures like
letters of allotment of shares, transfer of debentures and the like under entry 63 of the State List.

15.69 We invited the views of the associations of major stock exchanges. They are unanimous in

their opposition to the levy of a tax on transactions in the stock exchanges. They have pointed out that
stock exchanges play a crucial role in mobilising capital required for the growth of industry and that

a tax on their transactions would have serious repercussions on trading in securities. They have also
argued that such a tax would run counter to the Government's attempts to develop primary and secondary
markets in industrial shares and debentures, to diffuse large holdings and to broad-base investments.

15.70 Only ten States have given their views regarding the imposition of this levy. Of these, six
States are in favour of levying a tax on transactions in stock exchange and four are not in favour of
such a levy.
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15.71 The Department of Economic Affairs of the Ministry of Finance has, in a note to us, also
opposed any such levies. It has explained in detail the functions of the stock exchange and the vital
role played by jobbers in stock exchange transactions. In its view, any tax on transactions or on the
turnover of exchanges would primarily hit the jobbers' operations, which would virtually drive away
this highly specialised class of operators, and this could result in malfunctioning of stock exchanges.
That Department of the Finance Ministry has also emphasised that the efforts of the Central Govern-
ment, in the last few years, to develop a broad-based capital market in the country would be set at
nought, as the tax on stock exchange transactions would adversely affect liquidity of investments,
cripple the capital markets and discourage investors.

15.72 There can be no doubt that the development of stock exchanges in the country is at a formative
stage. In this context the opposition of the stock exchanges and the Ministry of Finance to the levy of
a tax on transactions in stock exchanges gathers greater force. The Central Government is also
attempting to. nurture the growth of stock exchanges. In these circumstances it does not seem advisa-
ble to us to recommend any such levy.

(b) Taxes on transactions in Futures Markets

15.73 Forward contracts are regulated by the Forward Contracts (Regulation) Act, 1952. The Act is
primarily concerned with the regulation of forward contracts other than non-transferable specific deli-
very contracts in notified commodities other than securities, though it provides for the regulation of
non-transferable specific delivery contracts if considered necessary by Government.

15.74 Futures transactions are contracts for sale and purchase of goods at a future date. Although
the contracts are for delivery of the commodities concerned, they are primarily entered into for the
purpose of settlement of the price differences over a period of time. The justification for such cont-
racts lies in that they provide an insurance against adverse price fluctuations to the manufacturers,
processors, stockists, ete. Future trading on an appreciable scale cannot be conducted except on an
organised basis. Organisations known as Commodity Exchanges, consisting of bodies of merchants or
trade associations provide a clearing house and trading space where members and brokers enter into
future contracts by open bidding. The Commodity Exchanges frame rules and regulations to cover
trading in such contracts. Futures trading in commodities like foodgrains and pulses is at present
prohibited and permitted only in respect of four commodities; namely jute goods (sacking bags) at
Calcutta; pepper at Bombay and Cochin, turmeric at Sangli and gur at the nine centres of Hapur,
Muzaffarnagar, Rohtak, Delhi, Bhatinda, Ludhiana, Amritsar, Kanpur and Gwalior. Currently, no
tax is levied by the Government of India on transactions in futures markets. Among the State Govern-
ments, only Maharashtra levies a stamp duty on futures transactions in turmeric and pepper.

15.75 The Fifth Finance Commission felt that the rate of tax on transactions in futures markets
would necessarily have to be very moderate. Considering the small yield from such a tax it did not
consider the imposition of the tax worthwhile. It further observed that such a levy would be justified
more as a regulatory measure than on considerations of raising revenue.

15.76 We obtained the views of the Union Ministry of Civil Supplies on this question. That Ministry
has stated that the question of levy of taxes, other than stamp duties, on transactions in futures mar-
kets was considered by it. But looking to the limited scope for a tax on transactions in futures mar-
kets, the extent of revenues likely to be raised and the administrative costs and difficulties involved,
it did not think it advisable to impose such a tax.

15.77 Of the six States which have given their comments only three have favoured the levy of a tax on
transactions in ftures markets. We are, however, not persuaded that a tax on futures markets
would result in any substantial revenue for the States or be commensurate with the administrative
effort that it is likely to entail. We do not, therefore, find any scope for the levy of such a tax.

V — TAX ON THE SALE OR PURCHASE OF NEWSPAPERS
AND ON ADVERTISEMENTS PUBLISHED THEREIN

(2} Tax on sale or purchase of newspapers

15.78 The question of levying a tax on the sale or purchase of newspapers and on advertisements
published therein was examined by the Taxation Enquiry Commission in 1953. The Commission
thought that a sales tax on newspapers would result in a degree of hardship out of proportion to the
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revenue raised, particularly to newspapers with small circulation, in which category most of the news-
papers published in regional languages fell. The Commission also felt that sales-tax on néwspapers

or a tax on advertisements in newspapers would not be worthwhile, considering that such measures
might lead to fairly vocal protests.

15.79 The Fifth Finance Commission, after considering the views of the State Governments and the
Ministry of Information and Broadcasting concluded that a tax on sale of newspapers would certainly
be passéd on to the readers and thereby adversely affect newspaper readership in which India already
lagged behind many other countries. Having regard to the meagre revenue of not more than Rs.3.5
crores which was likely to result from a 10 percent tax on newspapers with a circulation of more than
15,000 and the likely adverse effect on the newspaper readership, that Commission did not favour
imposition of sales tax on newspapers.

15.80 The Ministry of Information and Broadcasting, in a memorandum to us, has stated that the
prices of dailies and periodicals have, in the recent past, been increasing on account of rise in prices
of materials and services. I has added that the lower, and, the lower-middle income groups are
finding it difficult to subscribe to newspapers; it would, therefore, neither be in the interest of the
newspaper industry nor the public to levy a tax on sale or purchase of newspapers.

15.81 The Department of Economic Affairs in the Ministry of Finance has advanced the following
arguments against imposition of a tax on sale and purchase of newspapers: first, that the impact of the
Palekar Tribunal Report and the ad valorem customs duty of 15 per cent on imported newsprint had
resulted in increase in the price of newspapers; secondly, that the Prime Minister had written to the
Chief Ministers of the States requesting them to exempt newsprint from the levy of sales tax, and that
the response of the Chief Ministers was, by and large, favourable; therefore, a levy of the sales tax
on newspapers would be viewed unfavourably; thirdly, that as newspapers were now exempt from
excise duty, it might not be proper to impose another levy by way of sales tax; apart from this the

levy and collection of sales tax would also involve administrative difficulties; and finally, that any such
levy might be construed as an anti-press measure. States are divided on this issue. In their memo-
randa to us, nine States have indicated that they are in favour of such a tax, while five have expressed
themselves against it. No comments have been furnished by the remaining States.

15,82 We are given to understand that according to a calculation made by the Department of Expendi~
ture in the Ministry of Finance in October, 1981 the total annual value of the sales of newspapers and
periodicals having a circulation of more than 15,000 was Rs.250 crores. This was based on the
assumption of an annual growth rate of 7 per cent over the circulation figures of newspapers given in
the "Press in India-1977", and the assumption of an average price of 50 paise per newspaper and Re. 1
per periodical. We have attempted to estimate the likely value of the sale of newspapers and periodi-
cals by updating both the figures of circulation and the prices of the journals. According to this calcu-
lation, the annual value of sales of newspapers and periodicals might be of the order of Rs.400 crores.
Even if a 5 per cent ad valorem tax is levied on the sales of newspapers and journals, the likely
revenue from this measure would amount only to about Rs.20 crores per annum. We have no doubt
that a tax on newspapers would be passed on to the readers. We feel that in a country where the news-
paper reading habit is not sufficiently developed and widespread, a tax on newspapers would be a
retrograde step. Taking all these factors into account, we do not recommend a tax on the sale or
purchase of newspapers.

(b) Tax on advertisements published in newspapers

15.83 The Fifth Finance Commission, which considered this issue, felt that advertisement revenue
formed an important source of income of newspapers, which in some cases might even be as high as
50 per cent to 75 per cent of the total income. It, however, felt that though the burden of a tax on
advertisements would fall mainly on the advertisers and advertising agencies and not on the publishers,
such a tax might adversely affect the finances of small newspapers. It therefore added that it would be
desirable to exempt small newspapers and periodicals from such a tax, even if it were levied. That
Commission also recognised that the burden of the tax might indirectly fall on the Government of India
and the State Governments; nonetheless it considered that this was a source of revenue which offered
some pr~mise. For want of data, however, that Commission did not make any estimate of the likely
revenue but opined that there was scope for such a levy. It suggested that the Government of India
might examine the question of its levy, rate structure, exemptions to be given and other relevant
matters.
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15.84 The Ministry of Information & Broadcasting has stated to us that 2 tax on advertisements
published in newspapers could be levied without directly affecting the economies of newspapers, if it
were stipulated that the advertisers would be responsible for paying the tax, and the newspapers or
periodicals publishing the advertisements would not have to share any part of the tax. It has, however,
suggested that suitable exemptions should be considered, for instance, in favour of small and medium
newspapers, advertisements by individuals and those in the classified columns.

15.85 The Ministry of Finance has estimated that the revenue from advertisements to newspapers and
periodicals might be of the order of Rs.400 to 500 crores per annum. This, in its view, offers good
scope for raising sizeable revenues by a tax on advertisements. Moreover, the Ministry does not
envisage any administrative problems and difficulties in the levy and collection of such a tax, unlike a
sales tax on newspapers and periodicals. It has, however, pointed out that the companies which adver-
tise in newspapers and periodicals would claim a deduction in respect of the tax paid by them, and,
hence, the receipts from corporation tax would go down to that extent. This however, in its opinion,
need not inhibit imposition of such a tax. . :

15.86 Of the fourteen States which, in their memoranda to us, have given their views on this tax,
twelve are in favour of such a levy with suitable exemptions to small newspapers.

15. 87 We agree that such a levy does have potential for exploitation. We are, however, of the opinion
that a tax on advertisements, if levied, should be borne by the advertisers themselves and not passed
on to the newspapers and journals. We hope that suitable steps would be taken to ensure this. Suitable
exemption could also be considered for advertisements inserted in small newspapers and periodicals.
We, therefore, consider that there is scope for raising revenue from such a levy. We, however, leave
it to the Government of India to» work out the extent and modalities of such a levy as we do not possess
sufficient data or information to make specific recommendations on this issue.

15. 88 To sum up, after a detailed consideration of all the taxes and duties mentioned in Article 269 of
the Constitution, but not levied at present, we have come to the conclusion that: —

(a) There isscope for levying tax on railway passenger fares, but, no such tax should be levied so
long as the present arrangement by which the Centre gives grants to the States in lieu of such a
tax continues to exist; and

() there is scope for raising revenues by levying a tax on advertisements published in newspapers
and journals.



CHAPTER XVI

GENERAL OBSERVATIONS

16.1 In this chapter we will call attention to some of the difficulties we encountered, and make sugges-
tions as to the ways in which these can be avoided.

16.2 Article 280(1) of the Constitution requires that a Finance Commission be constituted at the expira-
tion of every fifth year or at such earlier time as the President considers necessary. The following
table indicates the periods covered by each of the Finance Commissions set up so far, together with the
corresponding period covered by the Five Year Plans:—

Finance Commission Period covered Five Year Plan Period covered
First 1952-57 First 1951-56
Second 1957-62 Second 1956-61
Third 1962-66 Third 1961-66
Fourth 1966-69 Three Annual Plans 1966-69
Fifth 1969-74 Fourth 1969-74
Sixth 1974-79 Fifth 1974-79
Seventh 1979-84 Annual Plan 1979-80

Sixth 1980-85
Eighth 1984-89 Seventh 1985-90

The recommendations of a Finance Commission have an important bearing on the resources position for
the Five Year Plan. It was in recognition of this fact that the Third Finance Commissinn was asked to
give its recommendations for a 4~year period to cover the remaining period of the Third Year Plan.
The Fourth Finance Commission was asked to report for the 5-year period 1966-71 but its recommenda-
tions were terminated after three years when it was decided to treat 1966-69 as a period of three Annual
Plans and take up the Fourth Plan covering the period 1969-74. The period covered by the recommenda-
tions of the Fifth and Sixth Finance Commissions coincided with the Fourth and Fifth Plans respectively.

16. 3 The Seventh Finance Commission made recommendations for the period 1979-84. While it was
atill in the course of its proceedings, the Fifth Plan was terminated in 1977-78 and the concept of a
Rolling Plan was adopted. This disrupted the synchronization between the period for which the Finance
Commission was to make its recommendations and the Five Year Plans. With the subsequent decision to
treat 1979-80 as an annual Plan period and to reformulate the Sixth Plan for the period 1980-85, the
synchronization of the recommendations of the Seventh Finance Commission with the Five Year Plan was
still not restored. This has had its inevitable effect on our work and has given rise to several problems.

16. 4 The non-synchronization referred to above has now been continued for another plan period because
our terms of reference require us to make recommendations for the five-year period 1984-89, which
overlaps the last year of the Sixth Plan and the first four years of the Seventh Plan. Some of the diffi-
culties we had to face stem from the fact that our recommendations will relate to parts of two Plan
periods. For example, in making our recommendations, we are required under paragraph 5 of the
President's Order to take/ 1983-84 as the base vear even though it is not the last year of the Sixth Plan
and then:

(a) to assess the revenue resources of various States for the five years ending with the financial
year 1988-89 on the basis of the levels of taxation likely to be reached at the end of the financial
year 1983-84 and the targets set for additional resource mobilisation for the Plan;

() to provide for adequate maintenance and upkeep of capital assets and maintenance of Plan
schemes completed by the end of 1983-84; and

(c) to make an as<essment of the non-Plan capital gap of the States on a uniform and comparabie
basis for the five years ending with 1988-89.

All these matters raised difficult issues for which no simple solutidns could be found.
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16.5 The end of a Plan is a convenient cut-off point for assessing the resources and requirements of
both the Centre and the States. When the Sixth Plan terminates in 1984-85, the cumulative yield from
additional resource mobilisation measures undertaken in each of the years 1980-85 would, in the ordi-
nary course, get merged in the current revenues for the period of the Seventh Plan. That Plan will
have an entirely new target of additional resource mnbilisation. Likewise, on the expenditure side,
the level of expenditure on the Plan schemes completed by 1984-85 would become committed after
1984-85, and become non-Plan expenditure for the period of the Seventh Plan. This is in accordance
with well established practices.

16. 6 Paragraph 5(ii) of the President's Order requires us to take note of the targets of additional
resource mobilisation set for the Plan while determining the levels of taxation likely to be reached at
the end of 1983-84. The Sixth Plan ends with 1984-85 and, therefore, this term of reference raised the
question whether the targets of which note would have to be taken are those for 1983-84 or 1984-85,
and whether the word 'Plan' denotes five year Plan or annual Plan. We were,thus, compelled to
struggle with this question.

16.7 Again, we had to take a view on the question whether we are required to provide for committed
liabilities from 1984-85 onwards in respect of the Plan schemes completed by 1983-84, even though
such schemes would form part of the Annual Plan for 1984-85. Normally, the provision for mainte-
nance of the Sixth Plan schemes should be made from 1985-86 onwards, and include the liability on
account of the Plan schemes completed by 1984-85. We were also faced with the question as to how the
resources which accrue in 1983-84, as a result of the fresh measures taken between 1980-81 to 1983-84,
i.e. the first four years of the Sixth Five Year Plan, should be dealt with. In other words, whether
they should be treated as part of the current revenues or as an additional revenue earmarked as a Plan
resource for the last year of the Sixth Five Year Plan viz. 1984-85. There would have been no occasion
for a difference of opinion amongst us if the period covered by our report had synchronized with a full
Five Year Plan.

16. 8 The non-synchronization of the period covered by our recommendations with the span of a Five
Year Plan also made our task difficult in another respect. The Commission was constituted in June,
1982 — about three years before the Seventh Plan was due to commence. Since the profile of the
Seventh Plan would take time to emerge, we had to function under an additional handicap, for unlike
earlier Commissions, we could not draw upon the data base and the expertise of the Resources Work-
ing Group for the next Plan. We had to make our own assumptions regarding the growth in the national
economy, the behaviour of prices and production targets, etc. In our view these are important para-
meters in respect of which there should be a similarity of approach by the two Commissions. This can
be possible only if the two Commissions report for the same 5-year period. A similar conclusion

was reached by the Administrative Reforms Commission, though for different reasons.

16. 9 In view of the foregoing, we would suggest that the period covered by the recommendations of the
Finance Commission should be synchronized with that of theFive Year Plan and that this may be kept in
view while constituting the next Commission.

16. 10 In their Memoranda to us and, also, during discussions, some States have urged that the Finance
Commission should be made a permanent body which functions continuously so that it can deal with the
financial problems between the Centre and the States as and when they arise. We think, that this is a
large question, going much beyond our terms of reference and, in any case, we would not like to venture
any opinion on such a question, without having had the benefit of a very full debate and a presentation of
all the pros and cons of the matter.

16. 11 However, we do think that there should be a permanent Secretariat which ghould continue to fun-
ction during the interregnum between one Commission and the next. Such a Secretariat should be
headed by a senior officer, and may function as a Division in the Ministry of Finance during the period
intervening between two Finance Commissions. We are not satisfied by the present arrangement under
which a small Cell consisting of a few officials functions as a part of the Ministry of Finance.

16.12 The Division, which we propose, should have the following functions:—
(i) to watch the implementation of the recommendations of the Finance Commission;

(ii) to watch closely and analyse the trends in the non-Plan receipts and expenditure of the State
Governments and identify the reasons for variation between actuals and estimates made by the
Finance Commission;
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(iii) to monitor and evaluate the utilization of upgradation grants;

(iv) to preserve the records of the previous Commissions, and take such necessary action to obtain
further information as might be of use to the future Commissions; ~

(v) to c011tinu6us1y collect and keep uptodate information on all aspects of State finances, including
the financial working of the State enterprises; and

(vi) to conduct studies and publish papers and data having a bearing on States' finances.

The Division should be actively associated with the annual exercises of the Planning Commission, so that
the maintenance of the assets already created does not suffer from either lack of attention er lack of
resource-allocation because of the anxiety of the States to have progressively larger Plans.

16. 13 Looking to the enormous demands for funds made by the State Governments for upgradation of
standards of administration we feel, that it would be more useful if comprehensive proposals are framed
for achieving progressive equalisation of the standards of administrative and social services within a
definite period. This would entail detailed exercises and studies in regular consultation with the State
Governments, technical bodies and the Central Ministries, on the basis of which a well defined pro-
gramme in order of priorities could be formulated. We think that the Division propnssed by us, should
collect requisite data about the non-developmental Sectors so that meaningful comparisons may be made
about the levels of services obtaining in various States for determining the apprppriate levels of upgra-
dation.

16. 14 For effective discharge of the responsibilities by the proposed Division, we recommend that the
staff strength may be suitably augmented. We also wish to suggest that professional assistance should
be made available to the proposed Division for the purpose of conducting research studies. We also
think that the proposed Division should provide the nucleus for the Secretariat of a new Finance Com-
mission when constituted.

16.15 We also consider it necessary that the State Governments should have similar permanent Div-
isions in their Finance Departments to cater to the requirements of the Finance Commission, as and
when a Commissinn is constituted, as also to handle the problems that might emerge in the interreg-
num. Since the level of expertise for furnishing relevant data in the prescribed form tn the Finance
Commission is notuniform among the States, we suggest that the proposed Division in the Union Finance
Ministry may organise suitable training workshop for the benefit of the States which may be in need of
such assistance.

16.16 We have a few comments to offer as to the administrative/financial powers delegated to the
Finance Commission. Our experience has been that for a large number of matters the Commission
had to approach the Finance Ministry for sanctions. We recommend that the Commission should be
vested with the financial and administrative powers of a Ministry of the Government of India, and the
Secretary should have all the powers of a Head of Department.

Further, sufficient incentives in terms of deputation allowance should be given to the staff drawn
from various Ministries in order to attract the best talent. The Commission should also have the nece-
ssary powers to engage Consultants, commission studies and employ retired officials without further
reference to the Government, A Finance Commission has to complete its work within a limited time
and should therefore have these powers to facilitate its smooth working.

16. 17 Our experience impels us to make one important recommendation about the advance action to be
taken prior to the constitution of the Commission. We think that an Officer on Special Duty should be
appointed six months in advance of the constitution of the Finance Commission and, on its constitution,
he should take over as its Member-Secretary. He should be vested with the necessary powers to select
officers and staff and organise all the needed facilities like accommodation, vehicles, telex, telephones,
etc. for the Finance Commission's Secretariat. This would also enable him to take advance action for
the collection of data from States, like their estimates of revenue/expenditure etc. in the forecast period.
The Commission would then be able to commence its work immediately after its appointment. We also
wish to emphasise that it is essential that the Secretary should be a Member of the Commission, so that
in dealing with the States and the Centre on behalf of the Commission he can command the status of a
Member.



CHAPTER XVII
SUMMARY OF RECOMMENDATIONS

Our reccmmendations to the President are set out below. Unless otherwise stated, all these recom-~
mendations are in respect of each of the financial years from 1984-85 to 1988-89,

I. Income Tax

(1) Out cf the net proceeds, a sum equal to 1.792 per cent thereof shall be deemed to represent the
proceeds attributable to Unicn territories;

(2) The share of net income tax prcceeds, except the portion representing the proceeds attributable to
Unicn territories and Union emoluments, to be assigned to the States should be 85 per cent; and

(3) The distribution amongst the States inter se of the share assigned to the States in respect cf each
financial year should be on the basis of the percentages shown in the table blow:

(Para 5.32)
Percentaze Percentage . Percentage Percentage
with Sikkim without with Sikkim without
State (If the income Sikkim State (if the income Sikkim

tax beccmes tax beccmes

leviable in leviable in

that State) that State)
1. Andhra Pradesh 8.187 8,190 13. Meghalaya 0,184 0.184
2. Assam 2,789 2,789 14, Nagaland 0.088 0, 088
3. Bihar 12,080 12,085 15, Orissa 4,202 4,203
4. Gujarat 4,409 4.410 16, Punjab 1.744 1.744
5. Haryana 1,074 1,074 17. Rajasthan 4,545 4,547
6. Himachal Pradesh 0.555 0.555 18, Sikkim 0,035 -
7. Jammu & Kashmir 0. 838 0.838 19, Tamil Nadu 7.565 7.567
8. Karnataka 4,979 4,981 20, Tripura 0.269 0.269
9. Kerala 3.760 2,761 21. Uttar Pradesh 17,907 17.914
10, Madhya Pradesh 8.378 8.382 22, West Bengal 7.800 7.803
E n;:};?;::hm z: 22(2) g ;23 Total:— 100, 000 100. 000

II. Union Duties cf Excise

(1) States should be paid a share out of the net proceeds of all excise duties, except the duties collect-
ed under the provisions cf Additional Excise Duties (Textiles and Textile Articles) Act, 1978, and
cesses earmarked by law for special purposes.

(Para 6, 6)

(2) The net proceeds of the entire excise duty on generation of electricity should be distributed among
the States in an amount equal to the collections in or attributable to that State.

(Para 6,12)

(3) The States' share in the net prcceeds of shareable excise duties, excluding that on electricity,
should be 45 per cent.

(Para 6. 16)
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(4) 40 per cent of the net proceeds of shareable excise duties, excluding that on electricity, should
be distributed among all the States on the basis of the percentages shown in the table below
against their names.

(Para 6, 46)
Name of State P ercentage Name of State Percentage
1. Andhra Pradesh 8. 687 12, Manipur 0.233
2, Assam 2,977 13. Meghalaya 0. 194
3. Bihar 13. 202 14. Nagaland 0. 096
4, Gujarat 3. 506 15. Orissa 4. 592
5. Haryana 1. 017 16. Punjab 1,317
6. Himachal Pradesh 0. 589 17. Rajasthan 4. 695
7. Jammu & Kashmir 0. 856 18. Sikkim 0. 039
8. Karnataka 5. 077 19, Tamil Nadu 7.317
9. Kerala 3. 800 20. Tripura 0. 292
10. Madhya Pradesh 8. 852 21. Uttar Pradesh 19. 097
11. Maharashtra 6. 216 22, West Bengal 7. 449
Total : 100. 000
(5) The balance of 5 per cent of the net proceeds of shareable excise duties excluding that on electricity
should be distributed among the deficit States in each of the five years commencing from 1. 4.1984
on the basis of the percentages shown respectively in columns 2, 3, 4, 5 and 6 of the table below.
(Para 6, 46)
Name of the State Share in 5 per cent to Deficit States (Percentage)
1984-85 1985-86 1986-87 1987-88 1988-89
1. 2. 3. 4, 5. 6.
1. Assam 12, 728 12, 578 12. 713 13.418 12, 023
2. Himachal Pradesh 10. 340 11. 528 12,914 14, 098 16. 475
3. Jammu & Kashmir 15, 457 16. 661 17, 818 18. 560 20. 254
4. Manipur 6. 969 7. 742 8. 722 9. 545 11. 217
5. Meghalaya 5.575 6. 180 6. 944 7.570 8. 863
6. Nagaland 8. 837 9, 944 11. 240 12,371 14. 482
7. Orissa 9.214 8. 154 5. 457 3.109 0. 598
8. Rajasthan 1. 940 ~ - - -
9, Sikkim 1. 659 1. 836 2.051 2.232 2. 593
10. Tripura 8.200 9. 104 10. 207 11. 162 12, 956
11. West Bengal 19. 081 16. 273 11, 934 7. 935 0. 539
Total:~ 100. 000 100. 000 '100. 000 100. 000 100. 000

III Grants-in-Aid
(1) To cover the deficits on revenue account, the following States be paid the sums specified against
each of them as grants-in-aid of their revenues in the respective years indicated in the table below
under the substantive part of clause (1) of Article 275 of the Constitution,
(Paras 13. 11 and 13, 19)

(Rs. in crores)

State Total 1984-89 1984-85 1985-86  1986-87 1987-88  1988-89
1. 2, 3, 4. 5. 6. 7.

1. Assam 274.33 78.58 66. 92 55. 08 47,37 26. 38
2, Himachal Pradesh 223. 4 57. 65 53.91 47.35 40.76 23. 317
3. Jammu & Kashmir 329. 18 89.22 81.14 68. 79 57. 34 32.69
4. Manipur 146. 95 38. 14 35.51 31.25 26. 87 15. 18
5. Meghalaya 119. 15 30, 92 28.76 25. 30 21,75 12. 42
6. Nagaland 190. 52 48.176 45. 96 40, 65 35.19 19. 96
7. Orissa 2017. 60 67.55 54. 94 37.78 27.42 19,91

8. Rajasthan 42. 63 34.25 8.38 - - -
9. Sikkim 36. 16 9.38 8.7 7. 66 6. 59 3. 82
10. Tripura 187. 05 47, 83 44. 71 39. 57 34.41 20. 53
11. West Bengal 443. 61 142,11 113.31 82. 59 63. 00 42, 60

Total : 2200. 22 644. 39 542,25 436. 02 360. 70 216. 86
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(2) To cover the requirements of upgradation and special problems, during the five years commenc-
ing from 1st April 1984, the following States be paid the amount specified against each of them
as grants-in-aid of their revenues under the substantive part of Clause (1) of Article 275 of
the Constitution. The annual payments be regulated as indicated in para 12. 74 of Chapter XII.

(Para 13.13 and Para 13. 14).

Grants for upgradation and special problems

e

1984-89
- (Rs. crores)
For For Special
State Upgradation Problems Total
1. Andhra Pradesh 80. 49 - 80. 49
2. Assam 58. 35 5. 00 63. 35
3. Bihar 130. 27 - 130. 27
4. Himachal Pradesh 15. 76 0.50 16. 26
5. Jammu & Kashmir 46. 07 2.48 48.55
6. Kerala 16, 81 - 16. 81
7. Madhya Pradesh 147.69 10. 00 157. 69
8. Manipur 20, 30 2.00 22, 30
9. Meghalaya 18.20 1. 00 19. 20
10. Nagaland 10, 81 - 10, 81
11. Orissa 74. 84 - 74. 84
12. Punjab - 20. 00 20, 00
13. Rajasthan 43. 48 10. 00 53. 48
14. Sikkim 3.14 1. 00 4,14
15. Tripura 13. 79 0. 80 14. 59
16. Uttar Pradesh 108. 18 - 108, 18
17. West Bengal 126. 37 - 126, 37
Total : 914. 55 52,78 967. 33
(3) To meet the margin money requirements of States they shall be entitled to the sums specified
against each of them as grants-in-aid of their revenues in each of the five years commencing
from 1st April, 1984, under the substantive portion of clause (1) of Article 275 of the Constitu-
tion, provided that these amounts shall be released as indicated in para 1(c) of item VIII below.
(Para 13. 15)
Annual Grant Annual Grant
State (Rs. crores) State (Rs. crores)
1. Andhra Pradesh 12. 250 12, Manipur 0. 125
"2, Assam 3. 625 13. Meghalaya 0. 125
3. Bihar 16. 875 14. Nagaland 0.125
4. Gujarat 14.375 15, Orissa 13. 125
5. Haryana 2.250 16. Punjab 3. 000
6. Himachal Pradesh 0. 875 17. Rajasthan 8.375
7. Jammu & Kashmir 0. 750 18, Sikkim 0. 125
8. Karnataka 3. 000 19. Tamil Nadu 4.375
9. Kerala 2.500 20, Tripura 0.375
0. Madhya Pradesh 2,375 21, Uttar Pradesh 16. 250
1. Maharashtra 3.625 22, West Bengal 11. 875
Total : 12Q. 375
(4) Grants-in aid under Article 275 of the Constitution to cover net additional interest liability on

account of fresh borrowings and lendings in the period 1984 -89 may be naid to the deficit States
in each of the four years commencing from 1st April, 1985, as indicated in paragraph 13. 16

of the Report. Grants-in-aid, if any, may also be paid to the deficit States during the years
1985-86 to 1988 -89 to cover the additional burden on account of committed expenditure in res-
pect of Plan schemes completed in 1984-85 as mentioned in paragraph 13. 18 of the Report.
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IV. Additional Duties of Excise in replacement of sales tax.

The net proceeds of the additional excise duties on textiles, sugar and tobacco should be distributed
on the following basis:~

(a) A sum equal to 2.391 ner cent of such net nroceeds be retained by the Central Government as
attributable to the Union territories; (Para 7. 17)

(b) The balance should be distributed amongst the States in accordance with the percentage men-
tioned below:

State Percentage State Percentage
1. Andbra Pradesh 7.504 12. Manipur 0.178
2. Assam 2.566 13. Meghalaya €. 183
3. Bihar 8.627 14. Nagaland 0. 098
4. Gujarat 5.941 15. Orissa 3.653
5. Haryana 2.488 16. Punjab 3.675
6. Himachal Pradesh 0.663 17. Rajasthan 4.827
Y. Jammu & Kashmir 0.853 18.  Sikkim ¢. 039
8. Karnataka 5.561 19. Tamil Nadu 7.549
9. Karala 3.963 20. Tripura 0.287
10. Madhya Pradesh 6.942 21. Uttar Pradesh 14.318
11. Mabarashtra 11.461 22. West Bengal 8.624
Total: 106.000

( Para7.17)
V. Estate Duty

(1) The net proceeds of Estate Duty in respect of property other than agricultural land attributable
to Union territories should be determined in the same manner and on the same principles as
for the determination of the shares of each State, taking the Union territories as one unit for

the purpose.
(Para 8.9)

(2) The balance of the net proceeds of Estate Duty in each year should be distributed among the
States, in proportion to the gross value of the immovable property and property other than
immovable property taken together, located in each State and brought into assessment. The
location of property other than immovable property should be determined in accordance with
the rules framed under the Estate Duty Act, 1953. As for property located abroad, it
should be deemed to be located in the State where it is brought to assessment. (Para 8.9)

(3) Sikkim will also be entitled to a share in the net proceeds of this duty, calculated in the same
manner as for the other States, as from the date the duty may become leviable in that State

in the period covered by our Report. (Para 8.9)

VI. Grant-in-lieu of Tax on Railway Passenger Fares

(1) The annual quantum of the grant in lieu of a tax on railway passenger fares be raised to

=

Rs.95 crores in each of the years 1984-85 to 1988-89. (Para 9. 16)
(2) The grant to be made available be distributed among the States as under:
States Percentage Shares States Percentage Shares

1. Andhra Pradesh 7.68 12. Manipur 0.02
2. Assam 2.03 13. Meghalaya 0.05
3. Bihar 9.51 14. Nagaland 0.16
4. Gujarat 6.67 15. Orissa. 1.58
5. Haryana 1.84 16. Punjab 3.88
6. Himachal Pradesh 0.14 17. Rajasthan 4.87
7. Jammu & Kashmir 0.95 18. Sikkim 0.01
8. Karnataka 3.43 19. Tamil Nadu 6.61
9. Kerala 3.18 20. Tripura 0.04
0. Madhya Pradesh 5.85 21. Uttar Pradesh 17.85
1. Maharashira 15.70 22. West Bengal 7.95

Total: 100. 00

(Para 9.16)
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VII. Grant on Account of Wealth Tax on Agricultural Property

The share of each State in the grant on account of wealth tax on agricultural property should be an
amount equivalent to the net collection in that State in that year. (Para 10.9).

VII. Financing of Relief Expenditure

(1) The existing arrangements are basically sound and should continue subject to the following
medifications: (Para 11.32)

(a) The following amounts of margin moneys per year be fixed for each State:

—

Name of State Amount of Margin Money Name of State Amount of Margin Money
(Rs.in crores) L — (Rs.in crores)

1. Andhra Pradesh 24,50 12, Manipur 0.25
2. Assam 7.25 13. Meghalaya 0.25
3. Bihar 33.75 14. Nagaland 0.25
4. Gujarat 28.75 15. Orissa 26.25
5. Haryana 4.50 16. Punjab 6.00
6. Himachal Pradesh 1.75 17. Rajasthan 16.75
7. Jammu & Kashmir 1.50 18. Sikkim 0.25
8. Karnataka 6.00 19. Tamil Nadu 8.75
9. Kerala 5.00 20. Tripura 0.75
0. Madhya Pradesh 4.75 21. Uttar Pradesh 32.50
1. Maharashtra 7.25 22. West Bengal 23.75

Total: 240.75

(Para 11. 33)

(b) The State Governments should provide 50 per cent of the margin money mentioned above under
the Head of Account '289 - Relief on Account of Natural Calamities’. (Para 11.33)

(c) The Centre should contribute the balance of 50 per cent of the margin money in every year
as a grant-in-aid as indicated in para (3) of item III supra. On the occurrence of a natural
calamity, a State will be entitled to draw on the Centre's contribution after it has exhausted its
own share of the margin money. Provisions not released to the States will be carried forward
to the next year. (Paras 11.22 and 11.33)

(d) Expenditure on relief of distress caused by fire should also be treated on the same footing as
a natural calamity of the category of floods. (Para 11. 24)

(¢) The cost norms adopted for items such as repairs/reconstruction of damaged houses etc. for
which assistance is provided may be reviewed by the Centre. (Para 11,27)

(f) In respect of damages caused to public works by cyclones, floods, etc., if the Centre is satisfied
about the extent of expenditure required to be met, the Central assistance should extend, sub-
ject to the contributions of the State Government as indicated in para 2) below, to the whole
of the expenditure on repairs and restoration of public works regardless of whether such ex-
penditure can be incurred in the financial year in which the calamity occurs or it will have to
be spread over the next and subsequent financial years. (Para 11.28)

(2) Subject to the above modifications, for drought relief expenditure in excess of the margin we
have provided, the State Government should make a contribution from its plan for providing
relief employment. The extent to which the State Government should contribute from its Plan
in this manner should be assessed by a Central Team after consultation with the State Govern-
ment and approved by the Central Government. This contribution should not exceed 5 per cent.
of the Annual Plan outlay. This Plan contribution of the State Government should be treated
as an addition to the Plan outlay in that year and covered by Advance Plan assistance. The
adjustment of the advance Plan assistance against the ceiling of the Central assistance for th:
Plan of the State should be effected within five years following the end of the drought. If the
expenditure requirement, as assessed by the Central Team and the High Level Committee
cannot be adequately met in a particular case after the State Plan contribution is taken into
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account, the extra expenditure should be taken as an indication of the special severity of the
calamity which would justify the Central Government assisting the State to the full extent of
the extra expenditure, half as grant and half as loan. In regard to the expenditure on relief
and repairs and restoration of public works following floods, cyclones and other calamities of
this nature, Central assistance should be made available as non-Plan grant, not adjustable
against the Plan of the State or against Central assistance for the State Plan, to the extent of
75 per cent of the total expenditure in excess of the margins. Where a calamity is of rare
severity it may be necessary for the Central Government to extend assistance to the States
concerned even beyond the schemes we have suggested. (Para 11.23 read with paras 11.4,
11.5 and 11, 6).,

IX. Measures to deal with non-Plan Capital Gap.

(1) For purposes of debt relief, non-Flan capital gap has been computed after excluding repay-
ments of overdraft loans and small savings loans. (Para 14.35)
(2) No relief is recommended in respect of overdraft loans given to States in 1982-83 and 1983-84.
(Para 14.22)
(3) No relief is recommended in respect of repayment of small savings loans, except that in 1984~
85, no repayment shall be made. (Para 14. 34)
(4) Loans for relief and rehabilitation of displaced persons etc. should be written off. (Paral4.41(@a)
(5) The estimated relief to States in the 5 year period 1984-89, including write off of repayments
of Rs.405.20 crores, is as follows:— (Annexure XIV_6 read with para 14.41(e), (g) and (h) ).
Name of State Rs. in crores Name of State Rs. in crores
1. ndhra Pradesh 204.64 12. Manipur 11.18
2. Assam 205.50 13. Meghalaya 6.39
3. Bihar 330.98 14. Nagaland 7.81
4. Gujarat 17.80 15. Orissa 195.62
5. Haryana 31.79 16. Punjadb 38.71
6. Himachal Pradesh 16.52 17. Rajasthan 239.41
7. Jammu & Kashmir 212.72 18. Sikkim 3.07
8. Karnataka 48.45 19. Tamil Nadu 28.19
9. Kerala 53.80 20. Tripura 2.57
10. Madhya Pradesh 143.65 21. Uttar Pradesh 337.92
11. Maharashtra 27.83 22, West Bengal 120.84
Total 2285.39
(6) Pre-1979 loans recommended for consolidation by us should carry an interest of 4.75 per cent.

The loans sanctioned after 1st April, 1979 and outstanding on 31.3.84 which have been recom-
mended for consolidation by us should carry the following rates of interest depending on the
period of repayment as rescheduled.

Rescheduled for 15 years 6 per cent
Rescheduled for 20 years 6.25 per cent
Rescheduled for 25 years 6.50 per cent
Rescheduled fot 30 years 6.75 per cent (Para 14.43)
X. Scope for Raising revenues from taxes and duties mentioned in Articles 268 and 269 of the
Constitution.
(1) Duties under Article 268

(a) Some scope for raising the rates of stamp duties exists only in respect of bills of lading
excluding those in respect of inland navigation, letters of credit and policies of general
insurance including marine insurance. (Para 15.13, 15.14 and 15.19)

) There is no scope for enhancing revenues from excise duties on medicinal and toilet
preparations. (Para 15.27)
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Taxes and duties mentioned in Article 269 but not levied at present.

There is scope for levying tax on railway passenger fares but no such tax should be levied so long
as the present arrangement by which the Centre gives grants to the States in lieu of such a tax, con-
tinues to exist. There is scope for raising revenues by levying a tax on advertisements published in
newspapers and journals. (Para 15.61 and 15.87)

XI1. General Observations.

(1)

@)

@)
4)

(5)

The period covered by the recommendations of the Finance Commission should be synchronised
with that of the Five Year Plan. (Para 16.9)

There should be a permanent Division in the Ministry of Finance during the interregnum bet-
ween one Commission and the next with the functions indicated in para 16.12 (Para 16.11)

The staff strength of the proposed Division may be suitably augmented. (Para 16. 14)

The State Governments should also have similar permanent Divisions in their Finance Depart-
ments. (Para 16. 15)

Future Commissions should be vested with the financial and administrative powers of a Ministry
of Government of India (Para 16. 16)

8d/-
(Y.B. Chavan)
Chairman
8d/-
(T.P.S.Chawla)
Member
8d/- _
(C.H.Hanumantha Rao)
Member
Sd/-
(G.C.Baveja)
Member
Sd/-
(A.R.Shirali)
Member
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MINUTE OF DISSENT BY SHRI JUSTICE T.P.S. CHAWLA AND SHRI G.C. BAVEJA
ON TREATMENT TO BE ACCORDED TO ADDITIONAL RESOURCE MOBILISATION
AND COMMITTED EXPENDITURE

While reassessing the State forecasts of revenue and expenditure for 1984-89, the majority has adop-
ted the following procedure:

(a) Provisions for maintenance of Plan schemes completed by the end of 1983-84 have been included
in the non-Plan expenditure estimates for 1984-85,

(b) Receipts on account of additional resource mobilisation by the States during the first four
years of the Sixth Plan have been included in the revenue estimates for 1984-85.

(c) The reassessment of the States'' forecasts for the period 1985-86 to 1988-89 excludes pro-
jections of revenue receipts and revenue expenditure on account of fresh resource mobilisation
in 1984-85 and additional committed liability that would result consequent upon the implemen-
tation of the annual Plan for that year.

(d) For the deficit States, however, the excess of additional committed expenditure on account of
Plan schemes completed in 1984-85 over the yield estimated from additional tax and non-tax
measures adopted in 1984-85 has been left to be computed by the Ministry of Finance and the
Planning Commission and such excess to be covered by additional grants-in-aid during each of
the years 1985-86 to 1988-89.

2. We consider that the procedure adopted by the majority is not in accordance with the existing
practices followed by the Planning Commission and the State Governments. It is a well established
practice that expenditure on schemes completed during the course of a five year Plan period becomes
committed only in the next five year Plan. In other words, whatever expenditure is incurred on the
schemes started during the course of a five year Plan is treated as Plan expenditure and not non-Plan
expenditure in that Plan period. Similarly, the additional resources mobilised during the course of a
five year Plan period are treated as resources available for the implementation of State Plans, and
not as a part of the resources available for non-Plan expenditure during that Plan period.

3. The five year period for which we are required to make recommendations covers the years from
1984-85 to 1988-89. At present, the Sixth five year Plan is in operation. It started in 1980-81 and will
come to an end in 1984-85, The Seventh five year Plan commencing from 1985-86 is under preparation.

In accordance with the practice which we have described above, the provision for maintenance of Plan pro-
jects completed during the Sixth Plan period, namely, upto the end of 1984-85, should be made only in

the year 1985-86 onwards. Likewise, the additional resources mobilised during the Sixth Plan period
should be treated as a part of the resources available for non-Plan expenditure only from 1985-86
onwards.

4. Our view is simple. We think, that the existing practices must be followed , and the forecasts
prepared accordingly.

5. But, the majority have taken the view that the provision for maintenance of Plan projects com-
pleted upto 1983-84 should be made even in 1984-85, which is the last year of the Sixth Plan. Also,
they think, the additional resources mobilised upto 1983-84 should be treated as a part of the normal
revenues of the States, available for meeting non-Plan expenditure from 1984-85. In short, the majority
want to do from 1984-85, what, according to existing practices, should be done from 1985-86.

6. The majority do not dispute the existance of the practices we have mentioned. They concede in
paragraph 16.5 of Chapter XVI entitled 'General Observations' that these practices are 'well —established'.
The reasoning of the majority is based entirely on the interpretation they place on para 5(iii) and (v) of
the terms of reference. According to them, we are required by clause (iii) to estimate the revenue
resources of State 'on the basis of levels of taxation likely to be reached at the end of the financial year
1983-84', and, by clause (v), to make provision for 'maintenance of Plan schemes completed by the end
of 1983-64'. Therefore, they argue, the additional resources mobilised upto 1983-84 during the period
of the Sixth Plan must be included in the revenue forecast far 1984-85. And, on the other side, pro-
vision for expenditure on Plan projects completed by the end of 1983 -84 should be made in the expendi-
ture forecast for 1984-85.
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7. Inour opinion, that is not the proper construction of those two clauses of the terms of reference.
We think, they merely prescribe 1983-84 as the 'base year' for making the revenue and expenditure
forecasts, and that is all. Para 5(v) of the President’s Order merely enjoins that in making its recom-
mendations, the Commission shall have regard, among other considerations, to the maintenance of
Plan schemes completed by the end of 1983-84. It does not require that if the expenditure on their main-
tenance is already being treated as Plan expenditure, it should be treated as non-Plan expenditure in
the year 1984-85 which is the last year of the Sixth Plan.

8. The reasoning of the majority, when pursued further, confronts them with a problem which they
are unable to resolve except by doing violence to the language of clause (iii) of the terms of reference.
The closing words of that clause require the Commission to have regard to 'the targets set for additional
resource mobilisation for the Plan'. To fit these words to their interpretation the majority are com-
pelledto say 'the Plan' means the 'annual' Plan for 1983-84. If it was intended to refer to the annual
Plan, all that had to be done was to insert the word *annual' before 'Plan ' in that clause. Since in our
view ‘the Plan' can only denote the five year Plan, the construction of the majority is untenable.

9. On practical considerations also we are reinforced in our conclusion. Most of the State Plans
have already been settled by the Planning Commission for the year 1984-85, and this has been done on
the basis of the existing practices to which we have referred. Therefore, the reassessment of the fore-
casts made by the majority for the year 1984-85 by following a procedure contrary to the existing prac-
tices is unrealistic.

10. The majority has mentioned that both the Sixth and Seventh F inance Commisgions also computed
the resources of the States for the forecast period on the basis of the levels of taxation likely to be
reached at the end of the year in which they were required to make their reports. The majority have
ignored the fact that in the case of both the Sixth as well as the Seventh Finance Commissions the year
in which they were required to make the reports coincided with the last year of the then current five
year Plans. Therefore, there is no parallel with the present occasion.

11. After making provisions for maintenance of Plan schemes completed by 1983-84 in the pro-
jections of non-Plan expenditure in 1984-85, which is unrealistic in our view, the majority 'expects
that the Planning Commission as well as the Government of India would take this into account and make
such adjustments for 1984-85 as may be necessary’ vide para 3.121 of the Report. It is not clear as
to what sort of adjustments the majority wants the Planning Commission and the Government of India
to make. In order not to leave either the Central Government or the State Governments in doubt, it
would have been better if the majority had spelt out exactly what adjustments should be carried out and
in what manner. Does it imply that the Central assistance being given by the Planning Commission for
the States' Plans should be reduced or that the Plan size should be cut ?

12. As regards the reassessment of the States' forecasts in respect of the period 1985-86 to
1988-89, the majority has left it to the Ministry of Finance and the Planning Commission to work out
the excess of the additional committed expenditure arising on account of the Plan schemes completed
in 1984-85 over the Yield estimated from additional tax and non-tax revenue measures adopted in
1984-85 and to cover such excess by additional grants-in-aid in the case of deficit States. We only
wish that instead of leaving this matter to the Ministry of Finance and the Planning Commission, this
Commission should itself have estimated the amounts of grants-in-aid due to deficit States on this
account. We feel that there was no difficulty in making these estimates, since the forecast of the States'
requirements for maintenance of Plan schemes completed by the end of 1984-85 had already been obtained
and, also, the targets for additional resource mobilisation agreed to by the States for the Annual Plan
198485, are known, .

13. To sum up, the procedure adopted by the majority as mentioned in sub-paras (a), (b) and (c)
of para 1 of this minute is contrary to the existing practices, while the procedure suggested in sub para
(d) of the same para amounts to abdication of the functions of the Finance Commission.

Sd/-
(Justice T.P.S. Chawla)

sd/-
New Delhi (G.C. Baveja )
April 30, 1984
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MINUTE OF DISSENT BY SHRI Y.B. CHAVAN, CHAIRMAN AND SHRI G.C. BAVEJA
MEMBER, ON TREATMENT TC BE ACCURDED TO REPAYMENT OF SMALL SAVINGS
LOANS DURING 1984-89,

The majority of the Commission consider that no relief In the repayment of small savings loans
during the forecast period would be justified, except in respect of the repayments due in 1984--85 as
recommended in our Interim Report. We differ with this and are of the view that there should be no
repayment in respect of these loans throughout the forecast period 1984-85 to 1988-89, Our reasons
are as follows:—

Y

(i)

(1i1)

(iv)

The State Governments have availed of the benefit of moratorium in repayment of small
savings loans for a period of six years, including 1984-85 in respect of which year even

the majority would also not like to change our interim recommendation to extend moratorium
upto 31st March, 1985, We consider that it would be a retrograde step to reverse the position
from 1985-86 onwards without suffictently compelling reasons since it would cause consider-
able hardship to the States. '

We are unable to agree with the majority view that there is no distinction between the small
savings loans and other Central loans, In our view, unlike other loans, there is a direct
nexus between small savings collections and loans to the States as their share in small
savings. The Central Government lends to the State Governments 2/3rd of the net collec-
tions of small savings. In other words, the Centre's repayment liability to the general
public on account of small savings is, in each year, fully met from the fresh collections

in that year and it is only from the balance that a share is paid to the States by way of loans.
Thus, small savings loans are a special category of loan and that is why Seventh Finance
Commission had recommended treatment of these loans as loans in perpetuity. The small
savings loans is the only loan given by the Centre to the States which indicates its origin and
it 1s already netted for repayment. No other loan given by the Government of India to the
State Governments has this distinguishing feature. It is, therefore, unfair to expect the State
Governments again to repay these loans. Even the Government of India in its letter* dated
13th September, 1973 to the Sixth Finance Commission recognised that "the Small Savings
Loans stand on a different footing and may be considered on merits Independent of non-Plan
capital gap or overall non-Plan gap of States."

Small savaings Loans are granted by the Centre to the States with a view to encouraging
them to put in more efforts for raising small savings collections. The State Governments
have long been suggesting to the Central Government and have also stressed in their Memo-
randa submitted to Sixth Finance Commission, Seventh Finance Commission as well as this
Commission that these loans should be treated as loans in perpetuity. If, therefore, the
moratorium on repayment of these loans which has been In force for 6-years (Including
1984-85) is withdrawn, 1t will dampen the efforts of the State Governments to further mobi-
lise small savings collections.

The reasons advanced by the Sixth Finance Commission for keeping aside fresh receipts
from small savings and repayments of old small savings loans for the purpose of deter-
mining non-Plan capital gaps and provision of debt rellef are not applicable in the present
case. The majority has overlooked the fact that the Sixth Finance Commission covered, in
full, the assessed non-Plan capital gaps of the States, This we have not been able to do in
view of the constraints in resources. Our recommendations in this regard envisage cover-
ing the non-Plan capital gaps excluding repayments due for small savings and overdrafts on
a graded basis, ranging from 35 per cent to 85 per cent for different States. In our view it
would be extremely hard on the States, particularly ten deficit States in respect of which
there are no revenue surpluses even after devolution, if they are asked to cover the deficits
in their non-Plan capital account and also to face a further cut in their Plan resources on

* Page 157 of the Sixth Finance Commission Report 1973,
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account of repayment of old Smalil savings loans. Out of the ten deficit States, seven hill
States have very narrow resource base., We consider it inequitous to compel them to repay
small savings loans simply on the consideration that a moratorfum on repayment of small
savings loans would confer somewhat larger benefit on some of the advanced States.

(v) Even if it {s conceded that the advanced States should not derive an advantage vis-a-vis less
advanced States on the basis of the Commission's recommendations, we are of the view
that small savings is not the instrument through which the desired progressivity should be
achieved, It would dampan the efforts of the advanced States, if past repayments are offset
against fresh receipts. This would be a major set-back to the small savings movement
which we would like to avoid, The advanced States contribute the maximum to the small
Savaings collections and the movement which touches the grassrootes needs to be further
strengthened with a view to generate more resources for the Plan. This can be possible
only if the existing arrangements continue, Even the Government of India while sending its
forecast of resources to us did not take into account the repayment of small savings loans.

(vl) The majority have opposed a further liberalisation of the terms of repayment of the small
savings loans on the ground that the existing terms of repayment of such loans are already
very liberal, We fail to understand the logic of this argument since while rescheduling
other Central loans we have drawn no such distinction and have further liberalised the terms
of repayment of various Central loans even though such loans had enjoyed 1tberalisation as a
result of the recommendations of the Sixth and the Seventh Finance Commissions.

(vil) We do not wish to enter into an argument whether 'loans in perpetuity' is a correct concept
or not., The majority has taken only a technical view of the matter, What is important is
to deal with the non-Plan capital gaps in the next five years. The desired result, in so far
as small savings loans are concerned, can be achieved by allowing a moratorium for the
full five year period covered by our recommendations, The matter could be reviewed later
depending upon the emerging resources position of the Central and State Governments in the
subsequent Plan perfods.

(vili) The view taken by the majority that any relief in respect of small savings loans would in
general benefit the better off States is not correct. The majority has tried to base their
conclusion on the table given by them in para 14,28 of the Report. It would be seen from
this table itself that even though per capita outstanding loan average for all States is #s, 129,
some less advanced States like Assam, Jammu & Kashmir, Bihar and Uttar Pradesh have
substantial per capita outstanding loans, Rs. 132, Rs.126, Rs. 108 and 1s. 106 respectively.
A correct conclusion in this regard can be arrived at only by comparing the small savings
outstandings with State Domestic Product as has been done by this Commission in respect
of other loans in para 14,36, In that para this Commission has observed that a good index
of the capacity of a State to meet its repayment obligations to the Centre is the level of its
development as measured by State Domestic Product, The Annexure to our Note shows the
proprotion of small savings outstanding to State Domestic Product. The conclusion from
this Annexure is obvious that if we were to recommend moratorium on repayment of small
savaings loans, a number of less advanced States like Bihar, Uttar Pradesh, Assam, Jammu
& Kashmir and Himachal Pradesh will also be relatively greater beneflciaries,

(ix) It is understood that the Central Government had rejected the recommendations of the
Seventh Finance Commission for treating the small savings loans as loans in parpetuity on
the ground that the liability of the Central Government to repay these loans would still remaln,
In our view the situation where the Government of India would be required to repay the loans
from their own resources is not likely to arise during the period of our recommendations.
Equity, therefore, demands that moratorium on repayment of small savings loans should
continue during the next five years. If necessary, as a safeguard, it could be provided that,
in case, in any year, the net collections are minus, the State Government concerned would
proportionately incur repayment obligations of the principal amount to the extent to which
the gross deposits fall short of gross withdrawals.

2. In view of the foregoing, we recommend that the Central Government may extend the moratorium
on repayment of small savings loans for the full 5-year period covered by our recommendations.
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3. Further relief recommended by us is shown below:—

Relief in repayment in respect of Small Saving Loans
(Rs. crores)

Total repayment . Relfef recommended Further relief recommen-

States due during 1984-80 by this Commissfon ded by us for 1985-86 to
for 19084-85 1988-89
1, , 2, 3. 4,
1. Punjab 25,90 2,82 23.08
2; Haryana : 23.98 3.23 20,75
3. Maharashtra 164,97 17.16 147,81
4, Gujarat 69, 80 7.02 62,78
5. West Bengal 160,44 20,19 140, 25
6. Himachal Pradesh 11,72 1,38 10, 34
7. Karnataka 39.34 4,83 34,51
8. Tamil Nadu 58,92 7.83 51, 09
9. Kerala 14,29 1,90 12,39
10, Rajasthan 26, 98 3.24 23,74
11, Sikkim 0.01 - 0.01
12, Nagaland 0.25 0,04 0.21
13, Jammu & Kashmir 8.86 1.08 7.78
14, Tripura 1.06 0.09 0. 97
15, Meghalaya 0. 87 0.08 0.79
16, Andhra Pradesh 28.96 3.23 25,73
17. Assam 27.41 3.29 24,12
18, Orissa 22,95 3.13 19.82
19. Madhya Pradesh 38.11 4,73 33.38
20, Uttar Pradesh 144,48 19,93 124,55
21, Manipur 0.19 0.03 0.16
22, Bthar 91,16 11.85 79.31
Total 960, 65 117, 08 843,57
New Delhi sd/- 5d/-
April 30, 1984, Y.B. CHAVAN G.C, BAVEJA
Annexure
Per Capita SDP outstandings of Small Savings Loans -
and percentage of outstandings to SDP,
(arranged In descending order of per capita SDP)
Per Per Percentage Per Per Percentage
Capita Capita of outstand- Capita Capita of outstand-
SDP outstand- ings to SDP SDP outstand- ings to SDP
1976-79 ing i.e, %age 1976-79 ing i.e. &age
(Aver- Small of Col. 3 to {(Aver- Small of Col, 3
States age) Savings Col. 2 States age). Savings to
loans at loans at Col.2
the endof the end of
(Rs.) 1983-84 (Rs.) 1983-84
Rs.) (Rs.)
1. 2, 3. 4, 1. 2, 3. 4.
1. Punjab 2250 142 6.31 12, Nagaland 1100 28 2.55
2., Haryana 1895 160 8.44 13, Jammu & Kashmir 1100 126 11,45
3., Maharashtra 1670 257 15.39 14, Tripura 1082 55 5,08
4, Gujarat 1590 220 13.84 15, Meghalaya 1046 73 6,98
5. West Bengal 1247 272 21,81 16, Andhra Pradesh 1006 64 6.36
6. Himachal Pradesh 1230 260 21,14 17, Assam 960 132 13.75
7. Karnataka 1202 101 8.40 18, Orissa 918 65 7.08
8. Tamil Nadu 1165 87 7.47 19, Madhya Pradesh 895 60 6.70
9, Kerala 1162 45 3.87 20, Uttar Pradesh 870 106 12,18
10, Rajesthan 1127 78 6.92 21, Manipur 859 10 1.16
11, Sikkim 1100 28 2,55 22, Bihar 755 108 14. 30

(Average All States) 1139 129 11,33
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OBSERVATIONS ON THE JOINT MINUTE OF DISSENT BY
SHR1 Y.B. CHAVAN AND SHRI G.C. BAVEJA

Our distinguished colleagues, in their minute of dissent, seem to be implying that the small
savings loans should in effect be treated as loans in perpetuity but only asking for a further moratorium
as a matter of expediency,

They are asking for total relief on small savings loans on the grounds that, unlike the Sixth Finance
Commission, we have not been able to cover the non-Plan capital gaps fully. As pointed out in the
dissent note itself,, we have not been able to cover these gaps fully because of constraints on resources,
Further relief by way of moratorfum on small savings loans cannot be sought in these circumstances,
As for the weaker States, the general debt relief recommended for them in the Report is very liberal.

The Sixth Finance Commission had clearly stated that total relief on small savings loans would
serve to defeat any progressive formula devised for general debt relief. This would have been so even
in the case of the debt relief scheme evolved by the Sixth Finance Commission, under which the non-
Plan capital gaps, excluding repayments of small savings loans, were totally covered, This would
have also been the case in respect of the debt relief formula worked out by us as the moratorium on
small savings loans will confer disproportionately larger benefits on the richer States. This is clear
from the figures in Column 4 of the Table given in the note of dissent. Out of the further relief of
Rs.844 crores on small savings loans recommended for the period 1985-86 to 1988-89, as much as
RS.340 crores or 40 per cent of total relief would go to six better-off States who have surpluses on
revenue account even before devolution and who have overall surplus even after taking into account
the repayment of small savings loans.

As for the remaining States, it would be relevant to examine their position with and without a
moratorium on small savings loans, The assertion that they would be benefited by a moratorium
on small savings loans ignores the fact that, in any progressive scheme of Plan assistance, such
States are likely to be the net beneficiaries as a result of repayment of small savings loans. Under
the existing scheme for Plan assistance, a certain amount is pre-empted for special category States,
the per capita assistance for whom is much higher than the average for all States. The remaining
resources are distributed to different non-special category States on the basis of the modified Gadgil
formula under which States with per capita income lower than the national average generally get
higher per capita assistance than the all States average. Since the per capita repayments of small
savings loans will generally be higher from the better-off States, there would be a clear re-distri-
bution of resources In favour of the weaker States. This point is {llustrated in the following Table
where it will be seen that the States, whose per capita income is lower than the average, can receive
more by way of Plan assistance than their repayments of small savings loans, Repayments of small
savings loans would add to the pool of resources for Central assistance to States, and its distribution
among the States as Plan asslstance on the basis of a progressive formula would benefit the poorer
Statés to a greater extent than & moratorium on the repayment of such loans.

- . PER CAFPITA (Rs.)

Non-Special Category s.D,P, Repayment of 38,799,19 Notional distribution of
States (1976-79 Average) crores of small Savings Rs, 799,19 crores as

loans as due in 1985-89 Plan assistance on pro-
pertod. rata basis of Modified

Gadgii Formula alloca-
tions for the Sixth Plan

1, 2, 3. 4.
1. Bibar 755 11.4 14,6
2, Uttar Pradesh 870 11,2 14.0
3., Madhya Pradesh 895 6,4 14.2
4, Orissa 918 7.5 20,0
5, Andhra Pradesh 1006 4,8 13.2
6. Rajasthan 1127 6.9 14,7
7. Kerala 1162 4,9 12,9
8. Tamfl Nadu 1165 10, 6 10.4
9. Karnataka 1202 9.3 9,5
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PER CAPITA (Rs.)

Non-Special Category

S.D.P.

Repayment of Rs, 799,19

Notional distribution of

States (1976-79 Average) crores of small Savings Rs. 799, 19 crores as
loans as due in 1985-89 Plan assistance on pro-
period, rata basis of Modified
Gadgll Formula alloca-
tions for theSixth Plan
1, 2. 3. 4,
10, West Bengal 1247 25,7 8.9
11, Gujarat 1590 18,4 9.8
12, Maharashtra 1670 23.5 8.7
13. Haryana 1895 16,1 13.6
14, Punjab 2250 13,7 12,9
Sa/- sd/- Sd/-
New Delhi (JUSTICE T.P.S. CHAWLA) (DR. C.H.HANUMANTHA RAO) (A.R.SHIRALI)

April, 30,1984

NOTE OF DISSENT BY SHRI A.R. SHIRALI

1, Introductory — The recommendations of the majority of the Commission are briefly discussed below,

2, Centre — The Commission has computed the revenue surplus of the Central Government for the
period 1984-89 at Rs.39, 123 crores (without taking into account the effect of the recently announced
D,A, increases+). By a majority view, it has recommended transfer of Rs, 39,452 crores to the
States over the same period in the form of share in taxes and duties, grants-in-aid, upgradation grants,
grant in lleu of tax on Railway passenger fares, etc. It also wants the surcharge on income tax to be
merged in income tax andthereby shared, a portion of loan repayments to the Centre to be written off
and certaln further contingent liabilities of the States to be met by the Centre, This will leave no
revenue surplus whatsoever with the Centre for meeting, apart from contingent liabilities, even the
revenue component of the Central Plan and the grant element of the Central assistance for the State
and Unfon Territory Plans. (These two account for a provision of Rs, 5674 crores in the 1984-85
Budget), Evidently, the majority expects these current ouilays to be financed out of additional re-
source mobilisation or, what is more likely, out of the Centre's Capital receipts, which is happening
to some extent even now, Whether the capital surplus as estimated would be adequate to finance the
needs of the Central Plan, besides Central assistance, during 1984-89 would depend among other
things, on the contribution of the public sector undertakings.

3, States — On the other hand, with the devolution proposed by the majority, 12 States will be left
with revenue surpluses amounting to }s,26,765 crores § over the period 1984-89, These include
Rs, 6408 crores with Maharashtra, Rs.3802 crores with Uttar Pradesh, Rs,3217 crores with Tamil
Nadu and Rs. 2451 crores with Gujarat. Besides these revenue surpluses, the States will also be
raising market loans (over Rs, 1400 crores in 1984-85), receiving small savings loans (estimated at
over Rs,. 9800 crores during 1984-89) and getting Central assistance for the Plan. Against this, the
States have non-Plan capital gaps amounting to Rs, 6806 crores, for covering a part of which the
majority has recommended relief of Rs.2285 crores, including write off of Rs.405 crores,

Resource forecasts

4, Centre — The methodology adopted in projecting the Centre's revenue and expenditure has been
explained in the relevant chapter. Only a few special items are discussed below,
(1) Dividends

As against the actual dividend receipt in 1982-83 of Rs, 110 crores or 0, 84 per cent of the
equity investment In public sector undertakings, receipt of Rs,937 crores in each of the years from
1984-85 to 1988~89 has been assumed, despite the large accumulated losses of several of these under-
takings, The norm of the Planning Commission, based on the concept of 'return’, which is cited in
justtfication of the assumption, is much wider in scope, including as it does the profits retained as
internal resources, Even if such order of dividends were possible, it would only be at the cost of
the public sector contribution for the Plan,

+ These are estimated to cost Rs, 785 crores for Civil and Defence and Rs.490 crores for Raflways
and Posts and Telegraphs.  § Includes Rs. 8063,94 crores with six States before devolution,
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(11) Fertilizer subsidy

On the assumption that the present rate of the subsidy would be maintained, the provision
has been reduced from the estimate of Rs,. 10,197 crores proposed by the Union Government to Rs, 6,581
crores, As new plants with a high cost of production, and, therefore, retention price relevant to the
rate of subsfudy, would be going into production in the next few years, the implication of the reduction
is a significant increase in fertilizer prices in the forecast period. This amounts to additional resource
mobilization during the forecast period being taken into account,

(ili) Market borrowings

The estimate furnished by the Ministry of Finance, itself stated to be much higher than
what the Reserve Bank had considered reasonable, has been further stepped up from Rs, 15,700
crores to Rs. 23,347 crores, It is a moot point whether borrowings of this order would he possible
on the basis of non-inflationary raising of loans, especially if the States are also to borrow more in future.

(iv) General

Notwithstanding the scope for economy in expenditure, it woﬁld appear that the surpluses
as worked out are based on very optimistic assumptions.

5, States — The methodology adopted in projecting the States' revenues and expenditure has been
explained in the relevant chapter. Some salient features are discussed below,

(i) Tax effort

A study on 'Relative taxable capacity and tax effort of Indian States' covering the period
1976-79, conducted for the Commission by the National Institute of Public Finance and Policy, points
out inter alia, that "Kerala, Andhra Pradesh, Madhya Pradesh, Haryana and Karnataka seem to be
making above average tax effort...........Bihar, Maharashtra, Punjab, Tam]l Nadu are in the
middie, Uttar Pradesh and Gujarat seem to be making relatively low tax efforts/ Orissa, Rajasthan
and West Bengal are apparently making relatively littlétaxeffﬂ{\rmﬁdy d not cover Assam
and the Hill States.

West Bengal, (n particular, which was found to be a surplus State (after devolution) by the
Seventh Finance Commission, has now become a deficit State. The surplus of Rajasthan (as also
Bihar) is much less than that left by the last Commission. Assam has become a deficit State and
Orissa's deficit s much larger; Jammu & Kashmir's deficit is also much larger,

The following table in regard to the revenue raised during 1981-82 by some States as compared
to their per capita S.D. P, Is very revealing —

State Per Capita SDP Per cavita revenue recelpts
(76-79 average) Tax revenue Total revenue
1. West Bengal 1247 116 138
2. Karnataka 1202 163 229
3. Tamil Nadu 1165 174 204
4, Kerala 1162 147 238
5. Rajasthan 1127 91 142
6. Assam 960 51 80
7. Orissa 918 63 98
8. Madhya Pradesh 875 88 158
9, Uttar Pradesh 870 74 101
10, Bihar 755 51 80

The actual tax rates In the base year get reflected in the projections for the forecast period,
despite normative growth rates being adopted for future,

(1) Dividends, interest, etc.

The norms adopted by this Commission are more liberal than those of the last Commission,
For public sector undertakings (other than Electricity Boards and Road Transport Corporations) it works
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out, on an average to just 31 per cent (as against 6 per cent at the Centre). For Electricity Boards,
relief having been given on works in progress and outlay on rural electrification, the norm (primarily
interest) works out on an average only to 5.24 per cent including electricity duty. The rate varies from
as low a figure as 2,91 per cent in the case of West Bengal, mainly because of nearly 57 per cent of
the block capital being locked up in works in progress, to 4,02 per cent in Assam, 5,39 per cent in
Madhya Pradesh, 6,10 per cent in Andhra Pradesh, 8,23 per cent in Karnataka and 11,73 per cent

in Kerala.

As for Road Transport Corporations, the norm adopted, viz. 3 per cent, {8 much less than the
average of 5.24 per cent for State Electricity Boards, though the Seventh Finance Commission had
considered that a higher norm for the former compared to the latter was justified,

In the case of irrigation, far from any return as assumed by the Seventh Commission, some
subsidy has been built into the forecast of most States, The actual performance in all the above cases

is, of course, far from satisfactory.

(1ti) Expenditure projections

(a) The base year figures get reflected in the projections for the forecast period. In such a
situation, there is little possibility of examination of scope for economy in expenditure, Thus, pro-
visions for the various 'social security schemes' have been maintained with some exceptions. As
for future, the norms adopted are, by and large, relatively liberal, In the cage of Police, the growth
rate adopted is 6.5 per cent as against the trend growth rate of 5.5 per cent.l\_For Education, the
growth rate adopted is 7 per cent as against the trend growth rate of 4.5 per cent. (This is apart
from the upgradation provisions made separately). Norms for maintenance of irrigation schemes,
roads and buildings, for medicines and diet, etc. have also been significantly stepped up.

(b) The provisions for increases in emoluments and dearness allowance over their levels as on
1.4.1982 based on 'objective criteria' adopted by the Commission work out to nearly Rs, 8350 crores
(excluding the effect of the three instalments of dearness allowance sapctioned at the Centre recently)
for the forecast perfod, of which Rs, 284 crores relates to Assam, Rs.421 crores to Orissa, Rs.908
crores to West Bengal, Rs. 117 crores to Tripura and Rs.92 crores to Jammu and Kashmir, In
addition, provisions of Rs.59 crores, Rs,96 crores, Rs,210 crores, Rs,24 crores and Rs.40 crores,
respectively, have been added for these States on account of the three instalments of dearness allowance
sanctioned at the Centre recently.

The dearness allowance in Assam and West Bengal was at the CPI level of 392 and 384 respectively
as on 1.4,1982, Provision has been made for stepping up the allowance presumptively upto CPI level
of 440 as on 1.4.82 and upto CPI level of 520 as on 1.11,83, The result in the case of West Bengal is
that the total amoluments, particularly at lower levels, would be higher than in other States and at
the Centre (Annexure MI-13 may be seen in this connection),

(c) On the basis of the norms etc., adopted, the total expenditure requirements of all the States
as assessed for the forecast period amount to as much as Rs.1,05,719*% crores during 1984-89
(Rs. 19, 601 crores in 1984-85) as against s.13,952 crores in 1981-82, This excludes the provi-
sions made for upgradation, special problems, etc.

(d) Provisions on the basis of the higher norms have been made for full year in 1984-85 also,
The total expenditure provisions, as adopted for 1984-85, together with the revenue receipts assumed,
both on per capita basis, for certain States are given below:-

Per capita expenditure* Per Capita Revenue
State Rupees in lakhs
Assam 270 128
Bihar 201 113
Orissa | 273 146
Rajasthan 276 193
West Bengal 322 207
Jammu & Kashmir 679 353
Nagaland : 1476 329

*Excluding provision on account of three instalments of D. A. sanctioned at the Centre recently.
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6. Devolution —

(i) The picture that emerges, with the order of transfers proposed by the majority, is that the
Centre will be left with no revenue surplus whatsoever, even for meeting additional non-Plan revenue
liabilities that will arise, much less for meeting Plan revenue expenditure, whether at the Centre or in
the States. On the other hand, 12 States will ihave large revenue surpluses, perhaps leaving little in-
centive to raise additional resources, though there is considerable scope for raising revenue from
sources within the purview of the States. Besides, the other ten States will have deficits which have to
be covered by grants-in-aid; further demands on the Centre by these States cannot also be ruled out.

(ii) In the light of the difficult revenue position of the Centre and the wide disparities in the
revenue position of the States as it emerges on the basis of the recommendations of the majority, the
question of the transfers to be made needs to be considered objectively. Undoubtedly, improved tax
administration and working of public sector enterprises, as also economies in expenditure, whether at
the Centre or in the States, can considerably improve their revenue position. At the same time, the
need for avoiding at least a non-Plan revenue deficit at the Centre (for meetifg unexpected non-Plan
liabilities and for reducing the disparities among the States, as reflected in the surpluses left with
them after devolution, cannot be ignored.

(iii) Keeping the above considerations in view, an alternative exercise in respect of States'
share of income tax and Union excise was made. Under this, the States' share of income tax was re-
duced from 85 per cent to 60 per cent and that of Union excise duties from 40 per cent to 30 per cent,
the grant in lieu of Railway passenger fares tax being taken as Rs. 60 crores per annum, Even then,
ten States were left with surpluses in all of Rs, 20, 835 crores, the deficits of the remaining States
being Rs. 5,425 crores. If another 6 per cent of Union Excise Duties were earmarked for the deficit
States, their deficits would be reduced to Rs, 2,902 crores, which would have to be covered by grants-
in-aid. Table I may be seen in this connection. It would be seen that even with this reduced order of
devolution most of the States will be placed in a comfortable situation. Correspondingly, the Centre's
revenue position will improve by over Rs. 6000 crores with which it can meet its revenue expenditure
and also assist needy States.

(iv) However justified and rational the reductions in the States' shares mentioned above may be,
a sharp change, particularly in the case of income tax, might be difficult. For one thing, the States'
share of income tax has been as high as 80 per cent or more since 1974. For another, the formula for
distribution of the States' share among the States has been made very progressive by us. Nevertheless,
the constraint of revenue resources at the Centre and the feeling that its interest in income tax is now
minimal cannot be lost sight of. Having regard to all these considerations, I propose, for the present,
only a modest reduction in the States' share of income tax from 85 per cent to 80 per cent.

(v) As regards shareablie Union excise duties, it will be recalled that the States' share was in-
creased by the Seventh Finance Commission steeply to 40 per cent. Having regard, again, to the con-
straint of revenue resources atthe Centre and the large surpluses left with the States, there seems a
very good case for a significant reduction in the all States' share from the present level of 40 per cent.

In order, however, not to make a major change and also not to depart too much from the majority recom-
mendation, I propose only a modest reduction, viz., that the all States' share be reduced to 35 per cent,
with another 5 per cent for the deficit States, thus making a total of 40 per cent, instead of 45 per cent
proposed by the majority.

(vi) The position for 1984-85 stands on a special footing. In view of the delay in the submission
of our Report and the fact that the States' Plans have already been finalised for most States, any change
in the devolution arrangements in the middle of the year may create difficulées for the States and upset
their resource calculations. In view of this consideration, the appropriate course would bé to maintain
the existing arrangements for 1984-85 (in terms of this Commission's Interim Report) in respect of all
shareable taxes and duties, namely, income tax, excise duties, additional excise duties and estate duty
as well as the grant in lieu of Railway passenger fares tax.

(vii) The States' shares suggested in respect of both income tax, viz. 80 percent, and Union
excise duties, viz. 35 percent for all States and 5 per cent for deficit States, can be given effect to
conveniently from 1985-86. In so far as the grant in lieu of Railway passenger fares tax is concerned,
1 have indicated in the relevant Chapter that it could be Rs. 80 crores as against Rs. 95 crores recom-
mended by the majority. This also, if accepted, can be given effect to from 1985-86,
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(viii) I have no difference with the majority on the formulae for distribution among the States inter
se of the States' shares of income tax and Union excise duties as well as of the other taxes and duties and
the grant in lieu of Railway passenger fares tax, from 1985-86 onwards.

(ix) Even the modest proposals made above will leave an aggregate surplus of Rs, 24. 571 crores
with 12 States (Tables II and II) as compared to Rs, 26,765 crores in terms of the majority recommenda-
tion,

Each State's share in respect of income tax and the 35 per cent portion of Union excise duties (other
than duty on electricity) will be the same as that recommended by the majority; the share of each of the
deficit States in the 5 per cent of Union excise duties (other than that on el ectricity) earmarked for them
for each of the years 1985-89 is shown in Table IV,

7. Grants-in-aid

(i) The modifications suggested in the foregoing section will necessitate consequential changes
in the amounts of the grants-in-aid to be paid to the States, Before considering this question, I would
like to deal with the principles for determining the grants-in-aid.

(ii) There is a feeling that a 'gap-filling' approach, notwithstanding the normative levels of
revenue, expenditure and returns from public sector undertakings assumed by the Finance Commissions,
leave no incentive to the States either to economise in expenditure or to raise additional resources and,
in general, condones inefficiency. I am, therefore, inclined to take the view that some gap, even if it
be a small amount, should be left uncovered so that the necessary effort to fill it will, hopefully, be
forthcoming. This is particularly so where the tax effort has been inadequate or the expenditure level
high. On this basis, I propose that a portion of the deficit equivalent to 1 per cent of the assessed pro-
visions for each of the deficit States in each of the years 1984-89 be left uncovered.

(iii) There is a special point in respect of 1984-85. As already mentioned, expenditure provi-
sions have been made on the basis of much higher norms, particularly for maintenance, and revision of
emoluments, including dearness allowance, for a full year in 1984-85. In view of the delay that has taken
place in the submission of our Report and the inevitable delay that will take place in giving effect to it, it
seems unlikely that the expenditure provisions made will be fruitfully utilised. This being so, a reduc-
tion in the expenditure provisions made for 1984-85 would be justified, even though it might have to be
on ad hoc basis. A flat cut of 1 per cent in the case of Hill States and 2 per cent in the case of the other
deficit States of the assessed provisions for 1984-85 would, I feel, be justified.

(iv) Another consideration to be kept in view in regard to 1984-85 is in respect of the provisions
included in 1984-85 for maintenance of Plan schemes completed by 1983-84 because of the requirements
of the President's Order (vide para 3. 121 of Chapter i), even though, according to the existing practice,
these schemes would be included in the annual Plans for 1984-85 of the respective States. In view of the
delay that has taken place in thesubmission ofour Report, it became necessary to add that it was expect-
ed that the Planning Commission as well as the Government of India would take this in to account and
make such adjustments for 1984-85 as may be necessary. No doubt various alternatives are possible
since these schemes would continue to be in the Plan. It could however, be considered if payment
of a grant equal to the provision so included in the case of the dificit States could be made to them to
the extent of 20 per cent in each of the five years commencing from 1985-86.

(v) The scheme of general debt rescheduling suggested by the majority will result in additional
interest liability on the States including Rs. 24,26 crores for deficit States in 1984-85. In the succeed-
ing section, I am recommending, for reasons explained there, that the debt rescheduling scheme, sub-
ject to the modifications suggested by me, be given effect to from 1985-86. If this is done, the additional
interest liability provided in 1984-85 will not be necessary.

(vi) The Commission has introduced a new concept of 'margin money grants' in respect of relief
expenditure. These include Rs. 153. 13 crores for six States which have surpluses even before devolution,
viz. Gujarat, Haryana, Karnataka, Maharashtra, Punjab and Tamil Nadu. I have some reservations on
the need for grants in these cases. Be that as it may, the scheme, I feel, canbe given effect to from
1985-86 rather than in the middle of 1984-85.

Keeping the above consideratinns in view, the grants-in-aid proposed to meet the deficits (including
provision on account of three DA instalments) in 1984-85 and during each of the years 1985-89 are in-
dicated in Tables V and VI (1) to (4), respectively.
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8. Non-Plan Capital Gap

(i) The non-Plan capital gaps of the States have been computed in Chapter XIV after excluding,
among other things, receipt of small savings loans from the Centre, these being treated as an earmark-
ed Plan resource. On the other hand, all repayments of 1oans, including the small savings loans, to
the Centre, have been provided for. In a situation of constraint of regources, there is no reason why
the small savings loans and the revenue surpluses that will accrue to the States should be treated as
wholly reserved for the Plan. If, even, 50 per cent of both the small savings loans likely to be receiv-
ed from the Centre and the revenue surpluses as worked out by the majority are taken into account,
only 12 States will have residual non-Plan gaps of just Rs. 1,213 crores, as may be seen from Table VII.

(ii) Further, while the repayment of overdraft 1oans has been included in the determination of
non-Plan capital gaps, they have been excluded in the final computation of gaps for purposes of giving debt
relief.

(iii) In the above background, grant of relief on the basis of some ad hoc percentages of arbitra-
rily determined capital gaps, as done by the majority, does not have any rationale behind it. In parti-
cular, there is no logic in proposing write-off of repayments due of as much as Rs. 405 croreson the
basis of such ad hoc percentages.

(iv) The question of debt relief needs to be considered, not with reference to non-Plan capital
gaps, howsoever determined, but with reference to the overall position. In this view, it is primarily
the States of Assam, Bihar, Orissa, Rajasthan and the Hill States which need relief on a significant
scale. For this purpose, the loans outstanding on any given date would have to be consolidated and
rescheduled, the rescheduled period of repayment being determined with reference to the position of
each State. This is broadly what the Commission has attempted to do in the case of all States in para
14. 41 of the Report but it is in fixing the period of repayment of the consolidated loans that it has allowed
itself to be unduly influenced by ad hoc and predetermined percentages of the gaps for giving relief. I
set out my views below:—

Pre-79 consolidated loans referred in para 14.41 (e).

I see no need for reopening the terms and conditions of the loans already consolidated and rescheduled
on the basis of the Seventh Finance Commission's recommendations. The only exception can be in the
case of States referred to above, viz,, Assam, Bihar, Orissa, Rajasthan and the Hill States.

Pogt-79 loans referred to in para 14. 41 (g)

The period of repayment proposed for some States does not seem to bear any relation to their over-
all position; for example, Tripura (20 years), Uttar Pradesh (25 years), Andhra Pradesh and Madhya
Pradesh (30 years). However, I shall not press this point.

(v) The relief that the abuve rescheduling (i. e. before write-off) will provide may not be adequate
in the case of the States of Assam, Bihar, Orissa, Rajasthan and some of the Hill States. It is, how-~
ever, not possible to determine the precise extent of relief which would be justified for these States
without havingsome idea of the needs for their Plans. The relief necessary should, therefore, be allow-
ed to be determined during the Plan discussions, both for the Five Year and Annual Plans, and be left
to be negotiated between the State Governments concerned and the Central Government on the recommen-
dations of the Planning Commission. Such further relief may take the form of moratorium in repayment
or more preferably as a fresh non-Plan loan but not das a write-off,

(vi) I see no justification for any write-off of loans or even of repayments as recommended by
the majority. This would be objectionable in principle as it would put a premium on inefficient utilisa-
tion of loans with no obligation for generation of resources for their repayment. If any write-off is to
be considered, it should be dcne on the basis of the recommendations of some sort of a debt commission,
which could go comprehensively into the entire question of outstanding debts, their utilisation, capacity
to repay them, etc. and not with reference to some percentages of 'gaps’.

(vii) As already mentioned, the precise extent of debt relief to be given in the case of any State
should be left to be determined in the light of the needs for the Plan as judged during the Plan discus-
sions. Since the Annual Plans for 1984-85 have in most cases already been finalised and in order not
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to disturb the resource calculations already made, the scheme of consolidation, rescheduling and debt
relief proposed by the majority, subject to my reservations indicated above, can conveniently be given
effect to from 1985-86, which will also be the first year of the Seventh Plan. The consolidation, etc.
may, therefore, be done as on 31, 3. 1985 rather than as on 31. 3. 1984. In so far as 1984-85 is concern-
ed, such relief as is necessary could be considered by the Government of India on merits, keeping in
.view the needs of the Plan for 1984- 85,

9. General

(i) The labours of the Commission have clearly brought out the fact that while the requirements
on the basis of what isconsidered desirable are very high, the availability of resources, whether at the
Centre or in the States, is severely limited. The revenue position of the Centre and of 12 States, which
have no surpluses or have small surpluses, is particularly difficult. Obviously, the Centre should not
be expected to borrow for financing its current expenditure and that of the States, whether on non-Plan
or Plan account. In such a situation, while both the Centre and the States must do their best to mobilise
more resources through improved tax administration, efficient working of public sector enterprises and
economies in expenditure by reordering priorities, there must simultaneously be an integrated review of
the non-Plan and Plan needs and their financing, keeping in view also the surpluses accruing from the
Finance Commission's recommendations.

(ii) Determination of the Central assistance for Plan on the basis of an independent set of prin-
ciples without reference to the above surpluses or sther resources accruing tn individual States, like
market borrowings and the small savings 1nans likely to be received in future, or even the relative
needs of the States, would only serve to accentuate the disparities that exist at present. Apart from
the quantum of the Central assistance, the auestion of its pattern would also need examinatinn. For
example, it would merit consideration whether any Plan grants, as distinguished from Plan loans,
would be justified in the case of the States, which according to our assessment will have large revenue
surpluses in the forecast period. On the other hand, in the case of the States with a small or n» such
surplus, there might be a case for a larger element of grant in the Plan assistance than at present.
The entire subject of Plan financing, whether at the Centre or of the States, would, therefore, need
to be comprehensively reviewed, taking the non-Plan and Plan accounts together, in the context of
the Seventh Plan and the situation that is emerging, and in particular, the imbalances that are arising.

Summary of main recommendations in this Note.

(i) 1984-85 — The existing arrangements in respect of the determination and/nr distribu-
tion nf the States' shares of income tax, Union Excise Duties, additional excise duties, estate duty,
grant in lieu of tax on Railway passenger fares as also assistance for relief expenditure may continue
to be in force in 1984-85 as recommended in this Commission's Interim Report submitted in November,
1983 i.e. in accordance with the recommendations contained in the Seventh Finance Commission's Re-
port. The grants-in-aid that might be paid to the States under Article 275 to meet their deficits are
indicated in Table V.

(ii) 1985-89 — The States' share of income tax may be fixed at 80 per cent and that of share-
able Union excise duties (other than that on electricity) at 40 per cent, the latter comprising 35 per
cent for all States and 5 per cent for the deficit States. The formulae for distribution among States of
the States' share of income tax and the 35 per cent portion of Union excise duties may be the same as
recommended by the majority. As.for the balance 5 per cent, the percentage shares for distribution
are indicated in Table IV. The grants-in-aid that might be paid to the States to meet their deficits are
indicated in Tables VI (1) to (4).

(iii) Debt Relief — The general debt relief scheme recommended by the majority, with the
exception of the proposal for writes-off and my qualification regarding pre-1979 loans, may be given
effect to from 1985-86 by consolidating the rel evant loans as on 31, 3. 1985, Further relief to the weak-
er states may be considered only in the light of the needs of the Plan, and take the form, not of write-
off but, of moratorium in repayment of loans or grant of fresh loans, whether in 1984-85 or later
years.

Sd/-
( A. R. Shirali)
New Delhi,
April 30, 1984,



Table | : States' position for 1984-89 with 60 per cent share in Income Tax and 3u per cent share in Union excise duties with another

6 per cent tor deficit States.
(Rs. in Crores)

Sh1

Surplus/deficit Devolution Surplus/deficit Surplus/deficit Devolution Surplus/
STATE before devoluton b after devolution STATE before devolution deficit after
devolution
1 2 3 4 1 2 3 4
1. Andhra Pradesh (-) 845.98 2137.21 (+) 1201.23  13. Meghalaya (-) 341.30 184.14 (-) 157.16
2. Assam (-) 1444.46 1055.12 (-) 389.34 14. Nagaland (-) 484.04 238.06 (-) 245.98
3. Bihar (-) 3152.50 3108.70 (-) 43.80 15. Orissa (-) 1663.80 1368.45 (-) 295.35
4. Gujarat (+) 1034.13 1137.11 (+) 2171.24  16. Punjab (+) 1147.58 501.76 (+) 1649.31
5. Haryana (+) 965.95 351.05 (+) 1317.00  17. Rajasthan (-) 1240.63 1213.15  (-) 27.48
6. Himachal Pradesh (-) 713.77 412,85 (-) 300.92  18. Sikkim (-) 92.65 47.34 -) 45.3
7. Jammu § Kashmir (-) 995.39 580.57 (-) 414.82 19. Tamil Nadu (+) 774.12 1904.73 (+) 2678.85
8. Karnataka (+) 351.71 1346.94 (+) 1698.65 20. Tripura (-) 502.46 271,29 (=) 231.17
9. Kerala (-) 635.43 983.25 (+) 347.82  21. Uttar Pradesh (-) 2113.59 4545.83 (+) 2433.24
10. Madhya Pradesh (-) 801,77 2156. 29 (+) 1354.52 22. West Bengal (-) 3034.33 2480.82 (-) 553.51
11. Maharashtra (+) 3780.48 2102.28 (+) 5892.76 TOTAL (—)wluau.aa 28353. 52 (-) 2901.99
12. Manipur (-) 422.73 225,58 (-) 197.15 (+) 8063.94 (+)20834.62
Table 1l : States' position In 1984-85 on the basis of the existing shares in income tax,Union excise duties etc. (Rs. in Crores)
STATE  Swplus/deficit Devolution  Surplus/defiddt o, o0 Surplus/deficit Surplus/deficit
before devolution after devolution before devolution Devolution after qevolution
1. Andhra Pradesh (-) 290.84 442.58 (+) 151.74 14. Négai;d -) 88.92 5.36 (-) 83.56
2. Assam (-) 282.48 149.66 (-) 132.82 15, Drissa (-) 335.57 242,80 -) 92.77
3. Bihar (-} 615,22 643.64 (+) 28.42 16. Punjab (+) 143,27 120.54 (+) 263.81
4. Gujarat (+) 98,42 280,51 (+) 378.93 17, Rajasthan (-) 284.74 263.65 (-} 21.09
5. Haryana (+) 108.48 89,95 (+) 198.43 18. Sikkim (-) 17.39 1.27 (;) 16.12
6. Himachal Pradesh (-) 131,34 32.56 (-) 98.78 - 19. Tamil Nadu -) 9.75 436.28 (+) 426.53
7. Jammu & Kashmir (-) 195,22 47.35 (-) 147.87 20. Tripura (-) 93.31 18.21 (-) 75.10
8. Karnataka -) 3.83 294,53 (+) 290.70 21, Uttar Pradesh (-) 497.15 955, 41 (+) 458.26
9. Kerala (-) 149.68 227.37 (+) 77.69 22. West Bengal (-) 624,41 467.28 (-) 157.13
10. Madhya Pradesh  (-) 190.43 457.73 (+) 287.30
11. Maharashtra (+) 500.63 502.02  (+) 1002.65 TOTAL m a8 5700.91 E+; 323322
12, Manipur (<) 78.17 11.47 (-) 66.70 —
13. Meghalaya (-) 63.38 10.74 () 52.62




Table 111

: States' position in 1985-88 with 80 per cent share in income tax and 35 per cent share in Union excise with

another 5 per cent for deficit States.

(Rs. in Crores)

STATE o o evalution Devolution SRRl o, fion  STATE o on_ Devolution BT
1 2 3 [ 1 2 3 4
1. Andhra Pradesh (-) 555.14 2054.23  (+) 1499.09  13. Meghalaya (-) 277.94 185.00 (-) 92,94
2. Assam (-) 1161.98 868.90  (-) 193.08 14, Nagaland (-) 395.12 246.41 (-) 148.71
4. Bihar (-; 2537.28 2975.85 (+) 438.57 15, Orissa (-) 1328.23 1216.94 (-) 111.29
4. Gujerat (+) 435.71 1072.58  (+) 2008.29  16. Punjab (+) 1004.28 465.84  (+) 1470.12
5. Haryana (+) 857.47 326.70 (+) 1184.17  17. Rajasthan (-) 955.89 1148.02 (+) 182,13
6. Himachal Pradesh (-) 582.43 407.17 (-) 175.26 18, Sikkim (-) 75.26 48,06 (-) 27.20
7. Jammu § Kashmir (-) 800.17 561,22 (-) 238.95  19. Tamil Nadu (+) 783.87 1827.65 (+) 2611.52
8. Karnataka (+) 355.54 1287.42 (+) 1642,96 20, Tripura (-) 409.15 272,42 (-) 136.73
9. Kerala (-) 485.75 941.85 (+) 456.10 21, Uttar Pradesh (-) 1616.44 4399, 20 (+) 2782.76
10. Madhya Pradesh (-) 611,34 2079.04 (+) 1467.70 22, West Bengal (-) 2409.82 2192.70 (-) 217.22
11. Maharashtra (+) 3259.85 1976.99  (+) 5266.84 TOTAL (~)14546. 60 26881.96  (+)21020.25
12, Manipur (<) 344.56 227.77 (-) 116.79 - (+)7236.72 - (-)"1458.17

¥* Comprising deficit of Rs.6.09 crores in
the total surplus of all States would be

1985-86 and surplus of Rs.198.22 crores in 1985-89.

Rs.21026,34 crores and the total deficit Rs.1464.26 crores.

Table 1V : States' share in 5 per cent of Union excise duties earmarked for deficit States during 1985-89,

Taking this into account,

(Percentages)

STATE 1985-86 1986-87 1987-88 1888-89 STATE 1985-66 1986-87 1087-88 ~ 1988-89
1 2 3 3 5 1 2 3 3 5

1. Andhra Prade: . . . . 14. Nagaland 8.878 9.994 10, 850 12.379
2. Assam 12.878 13,217 13.886 12.782 15, Orissa 9.827 7.819 6.022 4,401
3. Bihar 186. Punjab .
4. Gujarat .o 17. Rajasthan 1.196 .. . ..
5. Haryana . . . .. 18. Sikkim 1.646 1.834 1.967 2.230
6. Himachal Prades 10.554 11.791 12.705 14.483 19, Tamil Nadu .. .. ..
7. Jammu § Kashmi 15.286 16.326 16.817 17.950 20. Tripura 8.238 9.205 9.932 11.242
8. Karnataka 21, Uttar Prade . .o .
9. Kerala 22. West Benga  18.909 15.700 12,605 7.128
10. Madhya Pradesh TOTAL 100. 000 100. 000 100.000  100.000
11. Maharashtra .e .. .e .
12, Manipur 6.996 7.856 8.482 9.716
13. Meghalaya 5.592 6.258 6.734 7.689

9%1
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Table V : Grants-in-aid in 1984-85

(Rs. in Crores)

Deficit Add ++ Less 4+ Adjusted Grants-in-

after provi- Less interest Less deficit aid in-
devol- sion for 3 per liabliity Provi- cluding
STATE ution three cent/ for debt sion for escalation
instal- 2 per resche- mainten- of 5 per
ments cent of duling ance of cent
of asses- included 1983-84
dear- sed in Plan
ness provi- column 2 schemes
allow- sions included in
ance column 2
1 -2 3 4 5 6 7 8
1. Assam (-)132.82 11.77 16.09 4,88 31.54 92.08 86.68
2. Orissa () 92.77 19.18 21.63 5,64 39.39 45.29 47.55
3. Rajasthan (-) 21,09 24.06 28.38 4.60 36.49 + -
4. West Bengal (-)157.13 41.94 52.65 1.53 71.82 73.07 76.72
5. Himachal
Pradesh (-) 98.78 3.36 4.78 0.54 16.51 80.33 84.35
6. Jammu §
Kashmir (-)147.87 8.09 8.13 6.08 21.61 120.14 126.15
Manipur (-) 66.70 1.55 1.98 0.53 5.70 60.04 63.04
Meghalaya (-) 52.62 1.66 1.67 0.10 8.03 44.48 46.70
. Nagaland (-) 83.56 2.36 2.29 0.27 5.83 77.53 81.41
10. Sikkim (-) 16.12 0.67 0.60 0.09 5.30 10.80 11.34
11. Tripura (-) 75.10 4.79 2.26 (-)0.02 10.74 £8.91 70.26
TOTAL: (-)944.56 119.43 140.44 24.24 252,96 670.67 704.20

+Surplus of Rs. 24, 32 crores. ++Referenceparas 7(ii) & (iii) of the Note, +++Reference para 7(iv) of the Note.

Table VI(1): Grants-in-aid in 1985-86

(Rs. in Crores)

Deficit Add provi- Less 1 per Adjusted Grants-in-aid
after sion for cent of deficit including
STATE devolu- three assessed escalation of
tion instalments provisiong** 10 per cent.
of dear-
ness
- allowance
7. 2. 3. 4, 5. 6.
1. Assam (-)65.67 11.77 5.48 (-)71.96 79.16
2. Orissa (-)50.12 19.18 7.51 (-)61.79 67.97
3. Rajasthan (-) 6.09 24,06 9.79 : (-)20.36 22.40
4. West Bengal (-)96.43 41.94 18.23 (-)120.14 132.15
5. Himachal Pradesh (-)53.83 3.36 2,50 (-)54.69 60.16
6. Jammu & Kashmir (-)77.97 8.09 4.24 (-)81.82 90.00
7.  Manipur (-)35.69 1.55 1.02 (-)36.22 39.84
8. Meghalaya (-)28.51 1.66 0.86 (-)29.31 32.24
8. Nagaland (-)45.28 2.36 1.20 _ (-)46.44 51.08
10. Sikkim (-) 8.39 0.67 0.31 (-) 8.75 9.63
11. Tripura (-)42.01 4.79 1.186 (-)45.64 50.20
TOTAL : (-)509.99 119.43 52.30 (-)577.12 634.83

** Reference para 7(ii) of the Note.
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Table VI(2) : Grants-in-aid in 1986-87

(Rs. in crores)

Mt lt G S
STATE dpvolu— three instal- assessed escalatio%@
tion ments of provisions**
dearness
allowance
1 2 3 q 5 §

1 Assam (-) 53.21 11.77 5.68 (-) 59.30 68.19
2 Orissa (-) 31.47 19.18 7.74 (-) 42.91 49,35
3. West Bengal (-) 63.20 41,94 18.95 (-) 86.19 99.12
y Himachal Pradesh (-) u47.46 3.36 2.63 (-) 48.19 55.42
5. Jammu & Kashmir (-) 65.73 8.09 4.42 (-) 69.40 79.81
6. Manipur (-) 31.62 1.55 1.06 (-) 32.11 36.93
7. Meghalaya (-) 25.20 1.66 0.90 (-) 25.96 29.85
8. Nagaland (-) 40.24 2.36 1.26 (-) u1.34 47.54
9.  Sikkim {-) 7.38 0.67 0.33 (-) 7.72 8.88
10. Tripura (-) 37.06 4.79 1.21 (-) 40.64 46.73

TOTAL (-)402.57 95.37 4y.18 (-)453.76 521.82

Table VI(3) : Grants-in-aid in 1987-88

1. Assam (-) 46.32 11,77 6.00 (-} 52.09 62.51
2. Orissa (-) 20.10 19.18 8.03 (-} 31.25 37.50
3. West Bengal (-) 42.05 41.94 19.82 (-} 64.17 77.00
4. Himachal Pradesh (-) 42.39 3.36 2.78 (-) 42.97 51.56
5. Jammu § Kashmir (-) 56.10 8.09 4.63 (-) 59.56 71.47
6. Manipur (-) 28.29 1.55 1.11 (-) 28.73 34.48
7. Meghalaya (-) 22,47 1.66 0.95 (-) 23.18 27.82
8 Nagaland (-) 36.20 2.36 1.32 (-) 37.24 44.69

Sikkim (-) 6.57 0.67 0.34 (-} 6.90 8.28
10. Tripura (-) 33.14 4.79 1.26 (-) 36.67 44,00

TOTAL (-)333.63 95.37 46. 24 (-)382.76 459.31

Table VI(4) : Grants-in-aid in 1988-89

1 Assam (-) 27.88 11.77 6.13 (-) 33.52 41.90
2 Orissa (-} 9.60 19.18 8.34 (-) 20.44 25.55
3. West Bengal (-) 15.54 41.94 20.56 (-} 36.92 46.15
4. Himachal Pradesh (-) 31.58 3.36 2.93 (-) 32.01 40.01
5. Jammu § Kashmir (-) 39.15 8.09 4,82 (-) 42.42 53.03
6 Manipur (-) 21.19 1.55 1.16 (-) 21.58 26.98
7. Meghalaya (-) 16.76 1.66 0.99 (-) 17.43 21.79
8. Nagaland (-) 26.99 2.36 1.38 (=) 27.97 34.96
9. Sikkim (-) 4.86 0.67 0.36 (-} 5.17 6.46
10. Tripura (-) 24.52 4,79 1.31 (-) 28.00 35.00

TOTAL (-)218.07 95,37 47.98 (-)265.46 331.83

** Reference para 7(ii) of the Note.
@ At the rate of 10 per cent for 1985-86, 20 per cent and 25 per cent for 1988-89,



Table Vii:

Non-Plan cap as adjusted

(Rs. Crores)

Non-Plan Capital Gap as assessed

“Fresh small savings

Non-Plan Revenue

Adjusted Non-Plan Gap

including overdraft § Small Savings loans expected in surplus
STATE loans forecast period (in Column Column(-)
Total of which proportiox} to loans 100% 50% of (=) 245+7 (-)2+6+8
Overdraft Small received in 1978-84 Col.?7 -)
loans Savings 100% 50% of
loans Col. 5
1 2 3 4 5 6 7 8 8 10
1. Andhra Pradesh 432.88 18.95 28.96 454.82 227.41 1908.80 954. 40
2. Assam 365.11 63.70 27.41 268.85 134.42 96.26 230.69
3. Bihar 865.29 332.83 91.16 789.50 394.75 853.32 426.66 43.88
4, Gujarat 226.18 74.60 69.80 944.01 472.00 2451.31 1225.66
5. Haryana 209.50 91.73 23.98 210.35 105.17 1393.92 696. 96
6. Himachal Pradesh 49.61 18.45 11,72 131.48 €5.74
7. Jammu § Kashmir 259.10 - 8.86 87.35 43.68 171.75 215.42
8. Karnataka 220.53 3.87 39.34 420.08 210.04 2064.68 1032.34
9. Kerala 249.81 127.74 14,29 123.31 61.65 623.51 311.76
10. Madhya Pradesh 503.28 171.10 38.11 335.31 167.65 1986.34 993.17
11. Maharashtra 328.74 81.40 164.97 1991.99 926.00 6407.78 3203.88
12, Manipur 46.47 33.15 0.18 1.24 0.62 45.23 45.85
13. Meghalaya 16.62 8.21 0.87 12.07 6.04 4.55 10.58
14. Nagaland 20.44 10.98 0.25 1.47 0.74 18.97 19.70
15, Orissa 340.99 57.23 22.95 171.31 85.65 169.68 255. 34
16. Punjab 259,17 114.41 25.90 288.77 144,39 1758.70 879.35
17. Rajasthan 668.61 322.43 26.98 287,52 143.76 297.55 148.78 83.54 378.07
18. Sikkim 3.64 - 0.01 1.22 0.61 2.42 3.03
19, Tamil Nadu 1989.13 44.62 58.92 428.23 214,12 3217.19 1608.59
20. Tripura 19.47 15.36 1.06 13.95 6.98 5.52 12.49
21. Uttar Pradesh 800.37 2.45 144.48 1142.75 571.37 3802.01 1801.00
22, West Bengal 721.25 399.69 160.44 1694.42 847.21
TOTAL: 6806.19 1982,90 960.65 9800.00 4900.00 26765.11 13382.56 597.92 1213.05

‘GFT
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Appendix - |
Statewise Area and Population
Area Population (Lakhs)
STATE (thousand 1971 1981
sq. Kms.)
1 2 3 4
i. Andhra Pradesh 277 435.03 535.50
2. Assam 79 146.25 198,97 2/
3. Bihar 174 563.53 699.15
4. Gujarat 196 266,97 340. 86
5. Haryana 44 100.37 129.22
§. Himachal Pradesh 56 34.60 42.81
7. Jummu & Kashmir 222 1/ 46.17 3/ 59.87 3/
8. Karnataka 192 292,99 371.386
9. Kerala 39 213.47 254,54
10. Madhya Pradesh 443 416.54 521.79
11. Maharashtra 308 504.12 627.84
12. Manipur 22 10.73 14.21
13. Meghalaya 22 10.12 13.36
14. Nagaland 17 5.16 7.75
15. Orissa 156 219.45 263.70
16. Punjab 50 135.51 167.89
17. Rajasthan 342 257.66 342.62
18. Sikkim 7 2,10 3.18
18, Tamil Nadu _ 130 411.99 484.08
20. Tripura 10 15,56 20.53
21. Uttar Pradesh 294 883.41 1108.62
22. West Bengal 88 443.12 545. 80
Total : All States 3168 5414.85 6753.63
Total : All India 3288 5481.60 6851. 85

1/ Includes Area under unlawful occupation of Pakistan & China.
2/ Projected Figure.

3/ Population figures exclude population of area under unlawful occupation of Pakistan and
China where Census could not be taken.

SOURCE : Census of India 1971 and 1981.

Appendix - 11

The Finance Commission (Miscellaneous provisions) Act, 1951, as amended
by Act 13 of 1955

Act No. 33 of 1951
An Act

to determine the qualifications requisite for appointment as members of the Finance Commission and
the manner in which they shall be selected, and to prescribe their powers.

Short title
BE it enacted by Parliament as follows:—

1. This Act may be called the Finance Commission Miscellaneous Provisions) Act. 1951,



Definition

2. In this Act, "the Commission" means the Finance Commission constituted by the President pur-
suant to clause (1) of Article 280 of the Constitution.

Qualifications for appointment as, and the manner of
selection of members of the Commission.

3. The Chairman of the Commission shall be selected from among persons who have had experience
in public affairs, and the four other members shall be selected from among persons who —

(a) are, or have been, or are qualified to be appointed as Judges of a High Court; or

(b) have special knowledge of the Finances and accounts of Government, or

(c) have had wide experience in financial matters and in administration; or

(d) have special knowledge of economics.

Personal interest to disqualify members.

4, Before appointing a person to be a member of the Commission, the President shall satisfy himself
that that person will have no such financial or other interest as is likely to affect prejudicially his func-
tions as a member of the Commission, and the President shall also satisfy himself from time to time
with respect to every member of the Commission that he has no such interest and any person who is, or
whom the President proposes to appoint to be, a member of the Commission shall, whenever required
by the President so to do, furnish to him such information as the President considers necessary for the
performance by him of his duties under this section.

Disqualifications for being a member of the
Commission

5. A person shall be disqualified for being appointed as, or for being, a member of the Commissinn,

(a) if he is of unsound mind,

() if he is an undischarged insolvent,

(c) if he has been convicted of an offence involving moral turpitude;

(d) if he has such financial or other interest as is likely to affect prejudicially his functions as a
member of the Commission.

Terms of office of members and eligibility
for reappointment

6. Every member of the Commission shall hold office for such period as may be specified in the
order of the President appointing him, but shall be eligible for re-appointments.

Provided that he may, by letter addressed to the President, resign his office.

Condition of service and salaries and
allowances of members.

7. The member of the Commission shall render whole-time or part-time service to the Commission
as the president may in each case specify, and there shall be paid to the member of the Commission such
fees or salaries and such allowances as the Central Government may, by rules made in this behalf,
determine.

Procedure and powers of the Commission

8(1) The Commission shall determine their procedure and in the performance of their functions shall
have all the powers of a civil court under the Code of Civil Procedure, 1908 while trying a suit in res-
pect of the following matters, namely:—

(a) summoning and enforcing the attendance of witnesses;
(b) requiring the production of any document;
(c) reauisitioning any public record from any court or office.

(2) The Commission shall have power to require any person to furnish information on such points
or matters as in the opinion of the Commission may be useful for, or relevant to, any matter under
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the consideration of the Commission and any person so required shall, notwithstanding anything con-
tained in sub-section (2) of Section 54 of the Indian Income-tax Act, 1922, or in any other law for the
the time being in force, be deemed to be legally bound to furnish such information within the meaning .
of section 176 of the Indian Penal Code.

(3) The Commission shall be deemed to be a Civil Court for the purposes of sections 480 and 482
of the Code of Criminal Procedure, 1898.

Explanation :

For the purpose of enforcing the attendance of witnesses, the local limits of the Commission's juri-
sdiction shall be the limits of the territory of India.

Appendix - 111

Provisionsof the Constitution having a bearing on the work
of the Finance Commission

Article 246 — Subject matter of laws made by Parliament and by the Legislatures of States.

(1) Notwithstanding anything in clauses (2) and (3), Parliament has exclusive power to make laws with
respect to any of the matters enumerated in List 1 in the Seventh Schedule (in this Constitution refer-
red to as the ""Union List").

2) Notwithstanding anything in clause (3), Parliament, and subject to clause (1), the Legislature of
any State also, have power to make laws with respect to any of the matter enumerated in List III in the
Seventh Schedule (in this Constitution referred to as the ""Concurrent List").

(3) Subject to clauses (1) and (2), the Legislature of any State has exclusive power to make laws for
such State or any part thereof with respect to any of the matters enumerated in List II in the Seventh
Schedule (in this Constitution referred to as the '"State List').

(4) Parliament has power to make laws with respect to any matter for any part of the territory of
India not included in a State notwithstanding that such matter is a matter enumerated in the State List.

Relevant entries in List I — Union List

82 Taxes on income other than agricultural income.

83 Duties of customs including export duties,

84 Duties of excise on tobacco and other goods manufactured or produced in India except —
(a) alcoholic liquors for human consumption;
(b) opium, Indian hemp and other narcotic drugs and narcotics,
but including medicinal and toilet preparations containing alcohol or any substance included
in sub-paragraph () of this entry,

85 Corporation tax,

86 Taxes on the capital value of the assets, exclusive of agricultural land, of individuals and
companies; taxes on the capital of companies.

87 Estate duty in respect of property other than agricultural land.

88 Duties in respect of succession to property other than agricultural land.

89 Terminal taxes on goods and passengers, carried by railway, sea or air; taxes on railway
fares and freights.

90 Taxes other than stamp duties on transactions in stock exchanges and futures markets.

91 Rates of stamp duty in respect of bills of exchange, cheques, promissory notes, bills of
lading, letters of credit, policies of insurance, transfer of shares, debentures, proxies
and receipts.

92 Taxes on the sale or purchase of newspapers and on advertisements published therein.
92A Taxes on the sale or purchase of goods other than newspapers, where such sale or purchase
takes place in the course of inter -State trade or commerce.

Relevant entries in List II — State list

45 Land revenue, including the assessment and collection of revenue, the maintenance of land
records, survey for revenue purposes and records of rights, and alienation of revenues.

46  Taxes on agricultural income.

47 Duties in respect of succession to agricultural land.
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48 Estate duty in respect of agricultural land.

49  Taxes on lands and buildings.

50  Taxes on mineral rights subject to any limitations imposed by Parliament by law relating
to mineral development.

51 Duties of excise on the following goods manufactured or produced in the State and counter-
vailing duties at the same or lower rates on similar goods manufactured or produced else-
where in India:~
(a) alcoholic liquors for human consumption;

(b) opium, Indian hemp and other narcotic drugs and narcotics;
but not including medicinal and toilet preparations containing alcohol or any substance includ-
ed in sub-paragraph (b) of this entry.

52 Taxes on the entry of goods into a local area for consumption, use or sale therein.

53 Taxes on the consumption or sale of electricity.

54 Taxes on the sale or purchase of goods other than newspapers, subject to the provisions of
entry 92A of List I.

55 Taxes on advertisement other than advertisements published in the neswpapers and adver-
tisements broadcast by radio or television.

56  Taxes on goods and passengers carried by road or on inland waterways.

57 Taxes on vehicles, whether machanically propelled or not, suitable for use on roads, includ-
ing tramcars subject to the provisions of entry 35 of List III. :

58 Taxes on animals and boats.

59 Tolls,

60  Taxes on professions, trades, callings and employments.

61 Capitation taxes.

62 Taxes on luxuries, including taxes on entertainments, amusements, betting and gambling.

63 Rates of stamp duty in respect of documents other than those specified in the provisions of
List I with regard to rates of stamp duty

Article 268 - Duties levied by the Union but collected and appropriated by the States.

(1) Such stamp duties and such duties of excise on medicinal and toilet preparations as are mentioned
in the Union List shall be levied by the Government of India but shall be collected —

(a) in the case where such duties are leviable within any Union Territory, by the Government

of India, and
(b) in other cases, by the States within which such duties are respectively leviable.

(2)  The proceeds in any financial year of any such duty leviable within any State shall not form part
of the Consolidated Fund of India, but shall be assigned to that State.

Article 269 — Taxes levied and collected by the Union but assigned to the States.

(1)  The following duties and taxes shall be levied and collected by the Government of India but shall
be assigned to the States in the manner provided in clause (2), namely:—

(a) duties in respect of succession to property other than agricultural land;

{b) estate duty in respect of property other than agricultural land;

(c) terminal taxes on goods or passengers carried by railway, sea or air;

(d) taxes on railway fares and freights;

(e) taxes other than stamp duties on transactions in stock exchanges and futures markets;

(f) taxes on the sale or purchase of newspapers and on advertisements published therein;

(g) taxes on the sale or purchase of goods other than newspapers, where such sale or purchase
takes place in the course of inter-State trade or commerce.

(2) The net proceeds in any financial year of any such duty or tax, except in so far as those proceeds
represent proceeds attributable to Union territories, shall not form part of the Consolidated Fund of
India, but shall be assigned to the States within which that duty or tax is leviable in that year, and

shall be distributed among those States in accordance with such principles of distribution as may be
formulated by Parliament by law.

3) Parliament may by law formulate principles for determining when a sale or purchase of goods
takes place in the course of inter-state trade or commerce.
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Article 270 — Taxes levied and collected hy the Union and distributed between the Union a.d the Stute.

(1)  Taxes on income other than agricultural income shall be levied and collected by the Government
of India and distributed between the Union and the States in the manner provided in clause (2).

(2)  Such percentage, as may be prescribed, of the net proceeds in any financial year of any such tax,
except in so far as those proceeds represent proceeds attributable to Union territories or to taxes
payable in respect of Union emoluments, shall not form part of the Consolidated Fund of India, but shall
be assigned to the States within which that tax is leviable in that year, and shall be distributed among
those States in such manner and from such time as may be prescribed.

(3) For the purpose of clause (2), in each financial year such percentage as may be prescribed of
so much of the net proceeds of taxes on income as does not represent the net proceeds of taxes payable
in respect of Union emoluments shall be deemed to represent proceeds attributable to Union territories.

4) In this article —
(a) "taxes on income' does not include a corporation tax;
(b) "prescribed" means —
(i) until a Finance Commission has been constituted, prescribed by the President by Order,
and
(ii) after a Finance Commission has been constituted, prescribed by the President by Order
after considering the recommendations of the Finance Commission;
(¢) 'Union emoluments" includes all emoluments and pensions payable out of the Consolidated
Fund of India in respect of which income-tax is chargeable.

Article 271 — Surcharge on certain duties and taxes for purposes of the Union.

Notwithstanding anything in article 269 and 270, Parliament may at any time increase any of the
duties or taxes referred to in those articles by a surcharge for purposes of the Union and the whole
proceeds of any such surcharge shall form part of the Consolidated Fund of India.

Article 272 — Taxes which are levied and collected by the Union and may be distributed between the
Union and the States.

Union duties of excise other than such duties of excise on medicinal and toilet preparations as are
mentioned in the Union List shall be levied and collected by the Government of India, but, if Parlia-
ment by law so provides, there shall be paid out of the Consolidated Fund of India to the States to which
the law imposing the duty extends sums equivalent to the whole or any part of the net proceeds of that
duty, and those sums shall be distributed among those States in accordance with such principles of
distribution as may be formulated by such law,

Article 274 — Prior recommendation of President required to Bills affecting taxation in which States
are interested..

(1) No Bill or amendment which imposes or varies any tax or duty in which States are interested, or
which varies the meaning of <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>