CHAPTER Xi

SUMMARY OF IMPORTANT RECOMMENDATIONS AND OBSERVATIONS

11.1  Ouwr important recommendations and observations
are st out below:

L INCOME TAX

11.2 (1) Outof net distributable proceads, & sum equal to
1.437 per cent shall be desmed to represent the procesds
atiributable to the Union Territories (para. 5.5);

{2) Eighty-five per cent of the divisible pool of Income Tax
should be assigned to the States (para. 5.8); and

(3) The distribution amongst the States inter se of the share
assigned to the States in each financial year during 1990-95
::ol:ld be on the basis of the percentages shown in table

W

Siates Parcantags Share
1 Andhra Pradesh - 8.208
2 Arunachal Pradesh 0.073
3. Assam ‘ 2631
4 Biar 12.418
;S G
t 4,
7. Haysma 1.244
8 Himachal Pradesh 0.505
9. Jammu and Kaghmir 0.695
10. Kamataka 4920
12 Madhya Pradesh 3'732
12 a 8.1
13 Maharashira 8.191
14, Manipur 0.171
15. Meghalaya 0.208
16. Mizoram 0.073
17.  Nagaisnd 0.006
18 Orissa 4328
19.  Punjsb 1.708
20 Rajasthan 4838
2 Sikkim 0.030
2 Tami Nacdu 7.031
. Tripura 0.903
4. Uttar Praciesh 16.787
5. Wesl Bengal 7976
Totl 100.000 (para.5.13)

Il. ADDITIONAL DUTIES OF EXCISE IN LIEU OF
SALES TAX

113 The net procesds of Additional Excise Duties on
mio;. sugar and tobacco shoukd be distributed on the following

(8) A sum equal 1o 1.903 per cent of such net proceeds be
fetained by the Central Government
Territories (para. 5.20).

{b) The balance should be distributed amongst the States in
accordanoe with the percantages given below:

States Peroentage Share

5 Goa 0.228

6. Guijarat 5905

7. Haryana 2317

8. Himachal Pracesh os21
9. Jammu and Kashmir 0929
10. Kamateka 5865
1", Kerala 3a1n
12 Madchya Pradesh 7.1684
13. Maharashtra 11.886
14 Manipur 0.213
18. Meghslays 0.190
16.  Mizoram 0.068
7. Nagaland 0.120
18. Orissa 34586
19 Punjab 3.533
. Rajasthan 4680
21. Sikkim 0.052
2 Tamil Nadu 7.064
3. Trdpurs 0.278
24 Uttar Pradesh 14.857
5. West 8.165

Total 100.000 (para. 5.20)

ill. GRANTS IN LIEU OF TAX ON RAILWAY PAS-
SENGER FARES

11.4_(1) The annual quantum of the grant in lieu of the
rapealed Tax on Raiiway Passenger Fares should be fixed at Rs.
;520 crore in- each of the years 1900-91 1o 1984-95 (para.

5.26).
The grant 1o be made available be distributed amongst
_"tho S(ial)tu \ e

as atiributabie to the Union

Stales Psrcentage Share -
1 Andhra Pradesh 7.680
2 Arvurache! Pradesh 0.107
3 Assam 2.743
LS Bihar 8.317

as under:
States _ Percaniags Share
1. Andiva Pradesh 7.484
2  Arunachal Pradesh 0.008
3 Assam 1.508
4 B 8.268
8. Goa 0.133
&  Gujarat 5717
7 Haryana 1.837
8  Himachal Pradesh 0.008
9 Jammu and Kashmir 0520
10, Kamataka .21
1. Korala 3.562
12 °  Madhya Praciesh 6.081
13.  Msharashtra 22034
14.  Manipur 0013
15.  Meghalays 0.040
18. Mizoram -
17. Nagaland 0.165
18. Origen 1,814
19.  Punjab ano
20.  Rajasthan 4579
21, Sikkim 0.004
22, Tamil Nadu 8,603
23  Trpuna 0.042
24. Uttar Pradesh 15.437
25.  West Bengal 7.203
Total 190.000 {para. 5.30)



IV UNION DUTIES OF EXCISE

11.5 (1) The divisibie pool of Union Duties of Exclse shoukd
inciude the net proceeds of all Excise Duties including Special
Excise Dutiss but excluding duties collected under the Additional
Duties of Excise (Textiles and Texltile Articles) Act, 1978, and the
earmarked cesses (para. 5.33).

{2) The States' share in the net proceeds of shareable Union
Excise Duties shall be 45 per cent (para. 5.34).

(3) The percentage share of each State in the shareable
Excise Duties in each of the years 1990-91 to 1994-95 shouid be
as givan below:

States Perceniage Share
1. Andhra Pradesh 7170
2. Arunachal Pradesh 0.897
3 Assam 3810
4. Bihar 11.028
5 . Goa 0523
8. Gujarat 3.183
7. Haryana 1.009
8 Himachal Pradash 1943
8. Jammu and Kashmir 3.548
10 Kamataka 4,104
1. Kerala 3.087
12. Madhya Pradesh 7.224
13. Maharashira 5.185
4. Manipur 1.174
15, Meghalaya 0.801
16. Mizoram 1.108
17 Nagaland 1.348
-18. Orissa 5.358
18, Punjab 1.362
20. Rajasthan 5524
21 Sikkim 0.260
22 Tamit Nadu 6.379
28 Tripura 1.556
24 Uttar Pradesh 15638
2. West Bengal 6.600
Total 100.000 {pars 5.37)

V. FINANCING OF RELIEF EXPENDITURE

11.6 {1) The existing arrangements for financing relief
expenditure should be replaced by a new one under which the
States will have much greater autonomy and accountability
{para. 6.16).

(2) A Calamity Relief Fund should be constituted for each
State with the following amount in each year.

: {Rs. Crore)
States Amount
1. Andhra Pradesh -]
2 Arunachal Pradesh 2
3 Assam 20
4, Bihar k
5, Goa 1
6. Gujarat 85
7. Haryana 17
8. Himachal Pradesh 18
9. Jammu and Kashmir 12
10.  Kamataka a7
1 Kerala ) |
12 Madhya Pradesh a7
13 Maharashira a4
14 Manipur 1
15, Meghalaya 2
1

Siates Amount
17. Nagaland 1
18 Orissa 47
19. Punjab 2
20. Rajasthan 124
21, Sildim 3
2 Tamil Nadu 3
. Tripura 3
24, Ustar Pradash 80
25. Wast Bengal 40

Totad 804

(para. 8.17 and Annexure V1.1)

(3) Government of India shall contribute to the Calamily
Relief Fund of each State to the extent of 75 paer cent in the form of
non-Plan grant. The balance 25 per cant shall be contributed by
each State out of its own resources. The contribution 1o the Fund
will be made by Governments in quarterly instalments (para

8.17).

(4) The Relief Fund would have existence outside the
genoral revenues of the State and will be doposited in a
nationalised bank (para. 6.17).

{5) A State-level Committee headed by the Chief Secretary of
the State and consisting of officials connected with the relief work
and other experis shail be constituted by the State Government fo
administer the Calamity Reliaf Fund. The Committee will decide
all matters connecled with the financing of the relief expenditure,
including variations in the norms of assistance (para. 6.17).

(6) The yearly accretion to the Fund together with the interest
accruing thereon would be used to meet all expenditure on
calamities. No further Central assistance would be made
available for the purpose. However, if in a particular year the
money required is more than the balance avallable in the Fund,
thae State may draw 25 per cant of the Centre's contribution due to
itinthe following year in advance. (The Cantral Government may,
at its discration, allow higher percentage of advance alao) (para.
6.17).

(7) The balance leftinthe Fund unspent atthe end offifthyear
{i.e. 1994-85) will be available for being used as a Plan resource
{para. 8.17). :

{(8) All calamities such as drought, flood, cyclone and fire
which qualified for relief assistance in the past will continue to be
covered in the present scheme, Tha distinction between drought
and other calamities like flood, cyclone etc. willbe dispensed with
(para. 6.17).

(9) The Centre should constitute an Expert Group to monitor
relief work done in States utilising the Calamity Relief Fund and
also 1o give such advice as it deems appropriate to the State
agencies invoived in relief work {para. 6.17).

{10) The Centre should contribute 75 per cent of the relief
expenditure (over and above its contribution to the Calamity Relief
Fund) of Rs. 163 crore on relief and rehabilitation of gas victims in
Bhopal, during 1990-85 by way of non-Plangrant. The balance 25
per cent will be borne by the Government of Madhya Pradesh
(para. 8.21).

VI. GRANTS-IN-AID

11.7 (1) To cover the net five-year (1960-85) deficits on
non-Plan revenus account and part of the deficits on plan
revenue account, the following States be pald the suma specified
against each of them as grants-in-sid of thelr revenues inthe



respective years indicated in the table below, under the
substantive part of Clause (1) of Article 275 of the Constitution:

{Rs. Crore)
States. Total
1800-85 1980-91 1901-02 1902-93 190394 1984-95
{1 (2) (3) 4) )] (6)
. Andhra

Pradesh 34125 4607 5460 6654 7849 9555
2. Arunachal

Pradesh 30278 5785 5945 6076 6148 63.45
3. Assam 87423 20561 179.68 17287 161.42 154.65
4. Bihar 137427 18553 210.88 26798 31608 38480
8. Goa 18658 3366 3331 3306 23288 33467
6. Himachal .

Pradesh 523.00 113.75 100.87 10450 9832 9685
7. Jammu &

Kashmir 100642 21098 21360 224.35 22087 226.61
8. Kerala 41254 55689 6501 9045 9488 11651
9. Madhya '

Pradesh 1047.81 141.45 167.66 20432 24100 203.30
10. Manipur 37165 7492 7490 74.40 7332 7411
11. Meghalaya 256,18 5888 5032 5127 4854 4717
12. Mizoram 379.7¢ 7475 7622 76.16 7643 76.23
13. Nagaland 45867 9226 0248 0388 0054 8951
14. Orisea 108288 14620 17328 211.18 249.09 303.23
15. Punjab 534 7.28 863 1051 1240 1500
16. Rajasthan 1446.79 - 19532 231.49 282,12 33276 405.10
17. Sikkim 8468 1759 17237 1703 1850 1619
18. Tamil Nadu 43.70 591 7.01 854 1007 1225
10. El?&um 48601 10119 10127 9652 8725 79.78
20
; a’rlduh 323510 436.74 51762 630.84 744.07 905.83
21. West

Bengal 90865 13482 150.78 194.74 22069 279.62

Tolal  15017.18 2306.26 2614.22 2962.02 3278.08 3768.60

{pare.7.14)

(2) Tha following grants-in-aid may be paid to States in each
of the five years commencing from Ist Aprll, 1990, under the
substantive portion of Clause (1) of Article 275 of the Constitution,
fowards the Centre's contribution to the Calamity Relief Fund.

{Rs. Crore)
States Amount of Grant
1.  Andhra Pradesh €4.50
2  Awunachal Pradesh 1.50
3. Assam 22.50
4. Bihar 2525
5 Goa 0.75
6. Gujarat 63.75
7. Haryanma 1275
8. Himachal Pradash 1350
9. Jammu and Kashmir 9.00
10. Kamataka 2025
H.  Kersla 23.28
12  Madhya Pradesh 27.75
13. Maharashira 33.00
4. Manipur 0.75
18. 1.50
16. Mizoram 0.75
17.  Nagaland 0.75
18  Crissa 3625
19.  Punjab 21.00
20. Rajasthan 93.00
‘21, Silddm 225
2 Taml Nadv 20.25
8. Tipgua 225
.  Utter Pradesh 87.50
2.  Weast Bengal 30.00
Total

803,00
(para. 7.15 and Annexure VL1)

45

{(3) An amount of Rs. 122.25 crore be paid to Madhya
Pradesh by way of grants-in-aid of revenue in five aqual
instalments commencing from Ist April, 1980, under the
substantive portion of Clause (1) of Article 275 of the Constitution,
towards the expenditure on rehabilitation and relief of victims of
Bhopal Gas Leak Tragedy. (para. 7.15)

{4) The present lavel of provision for Centrally Sponsored
schemes is too high and efforts should be made o reduce
gradually the proportion of this type of expenditure and add the
savings 1o the amount of Central assistance for State and Union
Tarritory Plans. (para. 7.17).

Vil. MERGER OF ADDITIONAL DUTIES OF EX-
CISE WITH BASIC DUTIES OF EXCISE

11.8 (1) The merger of Additional Duties of Excise with Basic
Duties of Excise is not recommended, having regard to serious
objections raisad by almost all the major States to this proposal.
As the tax rental arrangement was brought into being with the
consent of the States, any major modification inthe arrangements
should also be brought about only with the consent of ail the
parties (para. 8.7).

(2) During the report period, i in any year the ad valorem
incidence of Additional Excise Dutiestalls short of the lavel of 10.8
per cant of the value of clearances, the short-fall should ba made
good by Government of India by providing equivalent amount by
way otgrant-in-aid to be distributed in the same manner as worked
out for sharing the proceeds of Additional Duties of Excise in
paragraph 5.20 {para. 8.8).

VIll. DEBT RELIEF

119 (1) The formuta of 70:30 for the apportionment of the
Plan assistanca in the case of non-Special Category States may
be continued. But the loan component so worked out may be
contributed from two sources - an amount equal 1o the grant
portion may come in the form of Central loan and the batance may
be made available by way of additional market borrowings (para.
9.20).

(2) The Reserve Bank of India may work out a formula for
amortisation of States’ market borrowings (parg. 9.20).

{3) From 1990-91, the direct Central loans for State Plans
should have a maturity period of 20 years with 50 per cent of the
loans enjoying grace period of 5 years {para. 9.20).

@) There should be no changa in the terms and conditions
relating 1o the Central loans against the small savings collections
(para. 9.20),

{5)' The entire axtemal assistance received for externally-
aided projects should, in all cases, be passed on to the States -
implementing those projects. No part of funds received
exclusively for such projects should ba withheld by the Centre
(para. 9.20).

(6) The loan and grant portion of the Worid Bank assistance
to be passed on to States shouid also be in the ratio of 70:30 as in
the case of general Plan assistance. However, while the loan
portion should carry the same rate of interest as applicable to
other Plan loans, the repaymaent period should be the same as
gpplzbi)cable to the assistance received from the Bank (para.

(N} The entire amount of IDA assistance shail be passed on
to States as loans canrying a rate of interest of § per cent per
annum and repayment pariod of 30 years Including agrace period
of 5 years (para, 9.21).



{8) The States with unduly low share In assistance for
externally aided projects should be allocated & larger share of the
10 per cent of the Plan assistance reserved for "Special problems’
under the modified Gadgil formula (para. 9.20).

(9) The Central loans obtained on Plan account by each of
the three newly constituled States of Arunachal Pradesh, Goa
and Mizoram, upto 1988-87 as Union Territories {as outstanding
on 31st March 1990), in excess of what it would have received
during that period by way of loan on the basis of the 90:100r 30:70
formula applicable io States, should be written off-(para. 8.21).

(10) The loans of given to States on account of drought during
1986-89 as outstanding on 31st March, 1989 shall be written off
(para. 9.22).

{11) The oans of Re. 91.62 crore given to Madhya Pradesh
during 1984-89 in connaction with the Bhopal Gas Leak Tragedy
shall be written off and repayment or paymant on account thereot
made already by the State Governmaent by way of principal and
interast shall be adjusted against other payments due from the
State Govemment (para. 9.23). : ‘

(12) A moratorium of 2 years (1990-82) on repayment of
principal and payment of interest should be grantad in respect of
the special loans given 1o Punjab during 1984-89. Meanwhile,
the Central Government should work out a suitable package of
relief moasures for the State (para. 9.24).

{13) The State Plan Joans advanced to States during the 5
years 1984-89 and outstanding as on 31st March, 1990 should
be consolidated and rescheduled to 15years in thecase of allthe
States. During the first 5 years 1990-95, repayments should be
less than due on existing basis to the extent of 10 par cantinthe
case of Andhra Pradesh, Karnataka,Madhya Pradesh,
Maharashtra, Ofissa, Tamil Nadu, Goa and Spacial Category
States, 7.5 par cent in the case of Gujarat, Rajasthan and Uttar
Pradesh and 5 per cent in the case of Bihar, Haryana, Kerala,
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Punjab and West Bengal {para. 9.25 and 9.26).

IX CONCLUDING OBSERVARTIONS

11.10- (1) In the interregnum between two Finance
Commissions, the present Finarice Commission Division should
be entrusted with studles and projects on different topics relavant
to the work of the Finance Commission. For this purpose, the
Division should be substantially strengthened (para. 10.7).

{2} An advisory Commitiee should be constituted to guide the
Finance Commission Division in its work and functions (para.
10.7).

(3) With a view to treat Central and State Governments in a
similar manner with regard to fiscal discipline, a convention

_ should be developed limiting the extent of deficit financing by the

Central Government, in any given year, to an amount determined
in advance in consultation with the Raeserve Bank of India. Ifunder
cantain extraordinary circumstances the agreed upon limits are to
be excesded, the matter should ba discussed in Parliament and
its approval obtained {para. 10.8).

(4) Specific staps should be taken to bring down the rate of
growth of revenue expenditure in the immaediate future. The pglicy
regarding major subsidies should be reviewad (para. 10.12 and
10.13).

{5) Measures should be taken to slow down the growth of
public debt. Funds for investment in public enterprises otherthan
those in the key infrastructure sectors like the Railways, should, 1o
the extent possible, be obtained from ocutside the budget (para.
10.12).

{6) Away may be found to cutout loaris, grants and subsidies
to the public enterptises which are continually making losses and
which, according to reasonable sxpactations, cannot ba revived
and turnad around (para. 10.13).
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