DEVOLUTION OF TAXES, DISTRIBUTION OF ADDITIONAL EXCISE DUTIES

CHAPTER V
AND GRANT

IN LIEU OF TAX ON RAILWAY PASSENGER FARES

8.1 In this Chapter we make our recommendations
regarding the distribution between the Union and the States of the
net proceeds of taxes which arato be, or may be, divided between
them under Chapter | of Part Xl of the Constitution and the
allocation between the States of their respective shares of such
proceeds. This Chapter also includes our recommendations on
two additiona! issues, namely,

() the principles on which the shares of the net proceeds of
Additional Duties of Excise in lieu of Sales Tax should be
distributed among the States and their inter se shares
therefrom; and

the principles which should govern thae distribution
among the States of grants to be made available to them
in fieu of the repealed Railway Passenger Fares Tax
Act, 1957, and a few related issues.

(i)

Income Tax

5.2 Under paragraph 3{a) of our terms of reference we are
required to make recommendation as to the distribution of the net
praceads of Income Tax betwaen the Union and the States, the
allocation of shares among the States inter se and the
determination of the net proceeds attributable to the Union
Tarritories.

5.3 Since the submission of our first repon, we have had
further discussions with the States and have also taken into
consideration the additional submissions which some of the
States had made to us. Consequently the recommendations we
are making now are somewhat different from those we had made
in our first report.

5.4 With the enactment of the Finance Act, 1989, the
extension of the Income Tax Act, 1961, to Sikkim from the
assessmem year 1990-91 onwards has been formalised.
Therefore, the State-wise thares of Income Tax that we prescribe
include the share of Sikkim also.

5.5 Wae have toprescribe the shares of the Union Territories
in the divisible pool of Income Tax under Article 270(3) of the
Constitution.  As regards the aliocation of shares to Union
Terrttories, we propose to follow the same procedure as we did in
the first report. All the Union Territories would be treated
notionally together as one unit for the purpose of our scheme of
devolution and we prescribe the share of Union Teiritories at
1.437 per cont.

5.8 Inourfirst report we had retained the States' share at 85
per cent of the divisible pool. We had pointed out therein that
almost all State Governments had asked for the enlargement of
the States’ share beyond the present level of 85 percent. Wehave
duly considered the suggestions made by the State Governments
but we do not consider it necessary to increase the States’ share
beyond 85 per cent.

8.7 _Ameng the criteria to be adopted for the distribution of
Income Tax among the States, we had assigned aweight of 10 per
cantto ‘contribution’in our first report. While the opinionon giving
weight 10 ‘contribution’, was divided among the States, we cannot
ignore the fact that the State Governments do play a role in
providing infrastructural wherewithal and facilities and services. It
is also to be bome in mind that States which move forward
economically tend to gain on the basis of this criterion, while
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"deficit” States do not lose, given the basic logic underlying our
scheme of transfers. On a balance of considerations we,
therefore, propose to retain tha weight of 10 per cent to
‘contribution’.  The relevant data relating to Income Tax
assessmaents for the latest three years 1985-86 to 1987-88 have
been obtained by us from the Union Finance Ministry (Annexure
V1)

5.8 Wae had given pronounced weight to the "distance” of
the per capita income of the State from that of the State with the
highest per capita income multiplied by the population of the
concermed Stata in 1971. There was no controversy attached to
this factor which was considered quite progressive and was
welcomed widely by the States and the general body of
professional experts. We propose 1o retain "distance” as a factor
and assign o it a weight of 45 per cent. The per capita SDP data
which we are using relate to 1982-85 as in the first report but are
based on the new revisad SDP series which we have obtained
fromthe Central Statistical Organisation. The percapita SDP data
are given in Annexure V.2. The methodology adopted for arriving
atthe "distance™ of various States isthe same as that prescribedin
our first report. Goa has the highest per capita income according
fo the data available with us. We, however, find it difficult to
consider Goa as a representative State for measuring the
"distance” of per capita income amongthe States because it is foo
smallin area and in population. Alsothe data for the State of Goa
are available only for a few years. We have, therefore, chosen
Punjab which has the next highest par capita income for purposes
of measuring the "distance” factor. In order, hawever, o protect
the intarests of Goa and Punjab and 1o give these States too this
benefit, we have adopted the "distance” of the next highest
income State which is Maharashtra for measuring the notional
"distance” of three states, namely, Goa, Punjab and Maharashtra
and also the share of the Union Territories. The "distance” so
derived for sach State is multiplied by the population of 1971, and
the products give the relative shares of the States in the devolution
portion (45%) assigned to the factor of "distance”.

5.8 Population as a factor for the distribution of taxes has
been given different weights by successive Finance
Commissions. The pravious Finance Commission assigned 22.5
per cent weight to this factor in the distribution of the share.
Population is considered to be a significant determinant of the
needs of the people. However, since population is used as a scale
factor in applying the “distance” and the “inverse of per capita
income" criteria, even with a separate weight of only 22.5 percent
to population, it gets a much higher waight in the overall scheme.
Therefore, the weight currently being assigned to population,
namely, 22.5 per cent (25 per cent of the 90 per cent) in the
devolution of Income Tax would remain unchanged.

5.10 Inoutfirst report we had assigned a weightof 11.25 per
cent to the inverse of per capita income of the State multiplied by
1971 population and an identical weight to the proportion of poor
people in the State to the total number of poor people in the
country. In our first report, we had said that the consensus in the
Commission was "that the exclusive use of per capita income in
addition to population wouid also not be appropriate bacause this
measure does not adequately capture or reflect the state of well-
being or otherwise among the majority of population of the
States”. We had also taken note of the argument adduced by
some, that if a criterion in addition to per capita income and
population shouid be used, it should be some other appropriate



indicator of backwardness and not the relative number of poor
paoplein a State. As indicated inthe first report, we had adialogue
with the State Governments on this matter and also consulted
leading economists and other experts. Several States did not
approve of the introduction of the index of population below the
poverty line in the devolution formula. They fel; that State-wise
data an the number of poor people below the poverty line were not
statistically reliable. The argument was also advanced that the
methedology of measurement was not conceptually sound
because it had assumed the same amount of calorie requirement
in all places regardless of terrain and climate and had aiso ignored
price differentials. Some of the economists also felt that the
degree of poverty as such was not a relevant criterion in deciding
upon budgetary aliocations. Since, even the backward States
such as Madhya Pradesh, Orissa, Rajasthan and Uttar Pradesh
did not favour the use of the criterion of people below the poverty
fine in the devolution formula, we have decided to drop it.
Howaver, in order to supplement tha use of per capita SDP, we
have evoived a composite index of backwardness based on more
sturdy data. The composite index of backwardnass evolved by us
comptises a combination of two indices, namely, population of
Schaduled Castes and Scheduled Tribes and the number of
agricultural labourers in different States, as revealed in the
census for 1981. We feel that thesa two indicators would serve to
reflect poverty and backwardness in large measure. An additional
reason for adopting this criterion in the formula of devolution is to
reduce the very high weight given to the factor of populatior,
directly and indirectly. We have assigned equal weight in our
computation to the two factors. The States having larger share of
these two components are required to bear substantial
expenditure responsibilities. The census datafor Assam for 1981
are not available and, therefore, the figures have been derived by
taking the 1871 data and by applying thereto the pastgrowthrates
of population. To this new criterion the data relating to which are
shown int Annaxures V.3A and V.3B we assign a weight of 11.25
per cent.

5.11 We propose to retain the waight of 11.25 par cantto the
factor of inverse of par capita income multiplied by the population
of the State for 1971.

5.12 Tosumup, we recommendthat the shareable proceads
of Income Tax be distributed among the States in the following
manner :-

(D 10 parcent on the basis of "contribution™ as measured
by the assessment of Income Tax forthe years 1985-86

to 1987-88.

45 per cent on the basis of "distance™ of the per capita
income of a State from that of the State with the highest
per capita income multiplied by the 1971 population of
the State concarned as indicated in paragraph 5.8,

22.5 par centon the basis of tha population of the State
in 1971,

11.25 per cent on the basis of a composite index of
backwardness compiled by us.

11.25 per cant on the basis of the inverse of per capita
income multiplied by the population of the Stats in
1971.

5.13 To conclude, we recommend that for the period 1990-
91 to 1994-95 -

(i

(i)
(v)
v)

(a) Out of the net distributable proceeds of Income Tax, a
sum equal to 1.437 per caent shaill be deemed to

represent the proceeds attributable to Union
Territorias;
{b) the share of net Income Tax proceeds assigned to the
States should ba 85 per cent; and

the distribution among the States of the share assignad
to each of them in each financial year should be on the
basis of the percantages shown in tha table below :-

©
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Share of States from Income Tax:1990-91 To 1994-95

States Percantage share
1.  Andhra Pradesh B.208
2.  Arunachal Pradesh 0.073
3.  Assam 2.631
4, Bihar 12.418
5 Goa 0.110
6. CGujarat 4.550
7. Haryana 1.244
8.  Himachal Pradash 0.595
9. Jammu and Kashmir 0.695
10. Kamataka 4928
11. Kerala 3728
2. Madhya Pradesh 8.185
13. Maharashtra 8.191
14.  Manipur 0.171
15. Meghalaya 0.208
16. Mizoram 0.073
17. Nagaland 0.096
18. Orissa 4.326
19. Punjab 1.706
20. Rajasthan 4836
21. Sikkim 0.030
22. Tamil Nadu 7.931
23. Tripura 0.303
24. Uttar Pradesh 16.787
25. West Bengal 7.978

Total 100.000

5.14 ShriJustice A.S. Qureshi, Member, does not agree with
the sharing of the proceeds of Income Tax asoutlined above. Hais
of the view that the recasipts from Corporation Tax should also be
made part of the divisible pool and shared with the States. His
views in the mattar have been given separately in his note of
dissent.

Distribution of Additional Excise Dutles in lieu of
Sales Tax

515 We now examine tha principles governing the
distribution of the net proceeds of Additional Duties of Excise
among the States as required under paragraph 5(a) of ourterms of
reference. We had discussed at length in our first report the
recommendations of the previous Finance Commissions and the
points made to us by the ditferant States ragarding the principles
of distribution. We maintain the view expressed in our first report
that since the Additional Duties of Excise are levied in lieu of sales
tax which itself is a tax on consumption, the sharas of various
States should correspond to their shares in the consumption of
these commodities. Direct and refiable data of State-wise
consumption of these commodities, however, could not be
obtained, all our efforts since the submission of our first report to
sacure the same notwithstanding. The most comprehansive
source of data we could have used is the National Sample Survey
(NSS) data. We found that the NSS 38th round survey data, for
which computer sheets ware raady, suffered from the same
infirmities as we had -mentioned in detail in our first report. We
were in no position fo use these data as there were discrepancies
batween the dascription of the articles on which Additional Excise
Duties were leviable and those included in the 38th round. Also, it
was fait that the NSS data did not capture fully the expenditure
made by the higher income groups on the spacified items. The
data from the 43rd round were not availabla in time for our use.
The search for the figures of consumption led us to other sources
as well. We enquired from the Textile Committee under the
Ministry of Textiles whetherthey could supply usthe required data
ralating to textiles. We found that the publications which the
Textiles Committee brought out did not have the State-wise
consumption data which we could make use of. We also checked
and found that the various Textile Research associations like the
South India Textile Research Association, the Bombay Textile
Research Association and the Ahmedabad Yextile Industries
Research Association also did not maintain the type of data that
we required. Likewise, no State-wise consumption figures in



respect of tobacco could be obtained by us. This is not surprising
in view of the nature of the product.

5.16 The Government of India does not compile State-wise
consumption data in respect of sugar. Only the despatch figures
of sugarto individual States (both levy and free sale) are available.
We did not feel inclined to use them as proxies for the figures of
State-wise consumption of sugarforthe obvious reason that while
inter-State movemant of levy sugar is banned, there is no such
restriction in respect of sugar meant for free sala. Moreover, we
cannot ignore thefact thattha markets of one State often serve the
requirements of people in other States. The figures of despatch 1o
a State do not necessarily reprasent the levels of consumption in
that State. We also considered whether our purpose coukd be
served by the data of production of these three commodity groups
inthe respective States. We concluded that since we wera locking
for consumption data (as Sales Tax is mainly a tax on
consumption) and production figures in a State cannotbe takento
indicate consumption therain, it would be unfairto the consuming
States with little or no production if we use production data.

5.17 This leaves us in no better position than we were before
submission of our first report. Hence, for this report also we have
relied on proxies, namely, SDP and population of the respective
States. We have assigned equal weights to SDP and poputation in
determining the shares of the individual States inthe net proceeds
of Additional Duties of Excise. We have used the New Series of
comparable estimates of SDP averaged for three years 1982-83
to 1984-85 (Annexure V.4),

5.18 As far as population is concerned, we are making a
departura from our first rapon. Earlier we had adopled the 1971
population for calculating the shares of the States. We have re-
considered at length whether for calculating the shares of the
States inthe net proceeds of Additiona! Duties of Excise, the 1971
or the 1981 census figures of population should be used.
Paragraph 6 of the terms of reference, no doubt, lays down that
this Commission should adopt the population of 1971 in all cases
where population is regarded as a factor for determination of
devolution of taxes and duties and grants-in-aid. But the question
is whether distribution of Additional Duties of Excise is really
devolution or grant.

5.18 The fact that the proceeds of Additional Excise Duties
are distributed only in pursuance of a tax rental arrangement
betwean the Centre and the States (which has its origin in the
Nationa! Development Council meeting of 1956) would clearly
imply that this distribution cannot be treated as devolution or
grant-in-aid in the sense that these terms are normally
understacd. The terms of reference would, theretore, not bind us
1o usa the 1971 population for computing the States' share of
Additional Excise Duties. But for the tax rental arangement, the
States would have been collecting Sales Tax on the current
consumption of the relevant commodities. Since population is
being used only as a proxy for consumption alongwith SDP, we
consider it as only logical that any critarion which links the shares
of the States nearest to the consumption of the relevant items in
the individual States should ba praferred. Viewed from this angle,
ona would be justitied in calculating the shares even on the basis
of the projected population of each year of the period of our repoit.
However, we felt that it might not ba safe to use projections which
could go wrong. k was preferable to use the 1981 census figures
of population (the latest available) for computing the States'
shares of Additional Duties of Excise. We have, therefore, used
the New Series of comparable estimates of SDP averaged for
three years 1982-83 to 1984-85, alorigwith the 1981 census
figures of population in determining the shares of the States
intar se in the net proceeds of Additional Duties of Excise
(Annexure V.5),

5.20 Forworking outtheir share, the Union Territories should
be treated notionally as one unit and the share determined on the
same basis as applicable to the States. The share of the Union
Territories which amounts to 1.903 per cent should be retained by
the Central Government. The balance would be distributed
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among the States in each year in accordance with the percentage
shares given in the table below:

Share of States from Additional Excise Dutles In lleu
of Sales Tax, 1990-91 to 1994-95

States Percentage Share
1. Andbra Pradesh 7.680
2. Arunachal Pradesh 0.107
3.  Assam 2743
4. Bihar 8.317
5. Goa 0.228
6.  Guijarat 5.905
7. Haryana 2317
8. Himachal Pradesh 0.621
9. Jammu and Kashmir 0.929
10. Kamataka 5.865
11. Kerala 3.723
12. Madhya Pradesh 7.164
13. Maharashtra 11.886
14.  Manipur 0213
15. Meghalaya 0.190
16. Mizoram 0.068
17. Nagaland 0.120
18. Orissa 3.486
19.  Punjab 3533
20. Rajasthan 4.689
21. Sikkim 0.052
22.  Tamil Nadu 7.064
23. Tripura 0.278
24. Uttar Pradesh 14.857
25.  West Bengal 8.165
Total 100.000

Grant in lieu of Tax on Railway Passenger Fares

5.21 Tax on Railway Passenger Fares is one of the items
mentioned in Article 269 of the Constitution. In terms of paragraph
5(b) of our terms of referance we are requiredto suggest changes,
if any, inthe principtes governing the distribution of the grant in lieu
of the tax under the repealed Railway Passanger Fares Tax Act,
1957.

5.22 The historical background leading fo the practice of
giving grants to the States in place of the repealed tax on Railway
Passenger Fares has been given in our first report. Briefiy, the tax
which was firstimposed in 1957 was repealed in 1961. Infact, the
tax was marged with the basic fare and the grant was introduced
only to compensate the States for the consequential loss of
revenue. The tax was revived in 1971 and again repealed in
1973.

5.23 The principles on the basis of which the earlier Finance
Commissions distributed the grants have been summarisad and
examined in our first report. The Seventh Commission adopted
the formula of distribution of tha grant in proportion to the non-
suburban passenger earnings from traffic originating in each
State. The Eighth Commission endorsed this practice. That
Commission found it only logical that the taxable event baing the
payment of {are, the States should get the grant on the basis of the
1are, paid within their boundaries. The route or the length of the
journey was not material. In our first report, we found the logic
adopted by the Seventh and the Eighth Commissions to be sound.
We sea no reason to changa our view.

5.24 Qurterms of reference do not directly enjoin upon us to
make any recommendation about the quantum of the grant. We
ara of the view that it would not be particularly meaningful to
consider the principles of distribution of the grant without going
intd its size - that would be an exercise in vacuum. On this; soma
States have demanded that the grant shauid be 10.7 per cent of
the non-suburban railway passenger eatnings (because this was
the incidence when the tax was in force) and that this proportién
should be maintained in each of the years 1990-95. In other
words, the grant should be 10.7 per cent of railway passenger
earnings in each of the future years.



5.25 The Railways have again strongly pleaded that
increasing the amount of the grant beyond its current size of Rs.
95 crore annually would put their developmental efforts in
jeopardy. They have again drawn our atfeéhtion to tha factthat they
are subsidising not only passenger traffic but also freight traffic. In
a communication sent to us for our second report, they have
stated that the impact of social obligations borne by them in 1987-
88 (estimated) was close to Rs. 1,760 crore by way of
subsidisation of passenger fares and tariff on low-rated
commodities. Their case is that Railway receipts should not be
traatad on par with Central Government's general tax revenuas,
part of which devolves on the States. The Railways have to find
adequate resources to provide a modern and efficient transport
infrastructure to meet the demands of a growing economy which
is acquiring further complexity and sophistication.

5.26 In paragraph 8.22 of our first report, we had stated that
we would, for the purpose of our second repon, rever to the
question of the size of the grant. Having said this, we have
examined it on the basis of Railways' accounts, balance-sheet
and budget documents. We have come to the conclusion that the
Railways cannot bear the burden of 10.7 per cent incidence of the
grant an non-suburban passenger fares without their finances
and performance being seriously affected. The alternative of
raising the railway fares in orderto pay more to the States does not
appeal to us. At the same time, we are of the opinion that the
quantum cannot remain pegged at Rs. 95 crore. Considering all
aspacts of the matter and the interest of the States as well as ofthe

Railways, we foel that it would be reasonable and fair to fix the
grant at a lumpsum amount of As. 150 crore per annum for each
yoar of the period of the report, 1990-95. On the subject of
quantum, Shri Justice A.S. Qureshi, Member, fesls that the fair
and equitable approach to the matter was to fully compensate the
States for the loss as though there was no repeal of the Act. The
Railway Passenger Fares Taxwheninforce amounted to 10.7 per
cant of Railways' non-suburban passenger fare earning and grant
equivalant to this be paid to the States in each of the years 1990-
95. Since the incidence of this amount would be around 3 per cent
of Railways' total revenues from goods and passenger earnings,
he feslsthat it could be barne by the Railways instead of any
part of it being made up from the General Revenues of the Union
Government as in the past. He also feals that the abolition of the
tax without the consent of the States was not a correct step. Dr.
Raja J. Chelliah, Member, is of the view that the case for
increasing the grant in lieu of the repealed Railway Passenger
Fares Tax is implicitly based on the earlier approach to the
devolution of taxes whereby the principles of distribution were
detarmined on the basis of criteria, all of which were independent
of the assessments of the State Governments' revenues and
expenditures. Under the new approach that this Commission has
initiated, devolution and grants-in-aid have to be linked to the
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‘normatively assessed budgetary positions of the different States. |

This has required some reduction in the relative weight of
devolution based an independent criteria. This being so, if more is
given by way of grant in lieu of Railway Passenger Fares Tax,
correspondingly !ess might have to be given by way of other
shareable taxes. The States as a whole would not gain while the
Railways might be put to difficulty. Furthermore, if the amount of
the above grantis to beincreased substantially, one would have to
put the principles of its distribution on par with those of other
shareable taxes; in fact, itis not clear why a proxy for passenger
earnings in each State is being used now, when there is no tax
rental arrangement involved. However, Dr. Chelliah does not wish
1o press this issue because the total amount involved is relatively
small.

5.27 We are aware that in recent years the Railways have
shown good performance in the field of freight traffic, wagon
utilization, traffic density, track renewals, railway electrification,
etc. Their inventory turn-over ratio and energy consumption have
also shown favourable trends. Even then, we cannct ignore the
fact that thare is great scope to improve Railways' efficiancy
parameters, such as control of staft, better utilisation of rolling
stock, checking of ticketless travel, prevention of wasteful

expenditure and greater productivity of investments by not taking
up too many schemes and programmes whose inadequate
funding leads to time and cost over-runs. The scope for curtailing
staff and effecting savings would be much greater following the
large scale computerisation undentaken by the Railways in recent
yoars. All these shoukl improve the developmental and
modernisation work basides meeting the obligation of the grant to
the States.

528 In our first report, we had also considered the
suggestions of the States regarding the principles of distribution of
the grant. In that repon, foliowing the recommendations of the
Seventh and the Eighth Finance Commissions, we had
recommended that the grant should be distributed among the
States in proportion to the non-suburban passenger eamings
from traffic originating in @ach State. We consider that the logic of
our recommendation in the first report was sound and hence we
do not find any reason to deviate from it in our second report.

5.20 We have obtained from the Ministry of Railways the
latest actuals of non-suburban passenger eamings in raspact of
each State for the period 1984-85 1o 1987-88, except for Mizoram
which does not have a rajlway Hne or an out agency (Annexure
V.6).

5.30 Summing up, we recommend as below -

{) The quantum of the grant in lieu of Railway Passenger
Fares Tax for 1990-95 should be Rs. 150 crore
annually.

(i} The shares of the States in the grant in lieu of the

repealed Tax on Railway Passenger Fares be allocated
in the same proportion as the average of the non-
suburban passenger aamings ineach State inthe years
1984-85 to 1987-88 bears to the average of the
aggregate non-suburban earnings of all the States in
those years. On this basis, the shares of tha States in
each year during 1990-95 wouid be as follows:-

Share of States from the Grant in lieu of Tax on
Rallway Passenger Fares: 1990-91 to 1994-35

States Percentage Share
1. Andhra Pradesh 7.484
2. Amnunachal Pradesh 0.008
3.  Assam 1.509
4. Bihar 8.266
5 Goa 0.133
6. Guijarat 577
7. Haryana 1.637
8. ‘Himachal Pradesh 0.098
9. Jammu and Kashmir 0.520
10. Karnataka 3.27M
11. Kerala 3562
12. Madhya Pradesh 6.061
13. Maharashtra 22.634
14.  Manipur 0.013
15. Meghalaya 0.040
16. Mizoram -
17. Nagaland 0.165
18. Orissa 1614
19. Punjab 3110
20. Rajasthan 4579
21,  Sikkim 0.004
22, Tamil Nadu 6.893
23. Tripura 0.042
24, LUtar Pradash 15.437
25. West Bengal 7.203

Total 100.000

Unionh Excise Duties

5.31 Now we take up the issue relating to the distribution,
between the Union and the States, of the net proceeds of Union
Excise Duties and the allocation among the States of such



proceeds, as required under paragraph 3(a) of our terms of
refersnce.

5.32 Over the years, Finance Commissions have
increasingly depended on Union Excise Duties in meseting the
ravenue needs of the States. This is inspite of the fact that Excise
Duties are not compulsorily shareable under the Constitution, The
modalities of sharing Union Excise Duties have, howaever, vasied.
The details were given in our first report. it alsa contained the
views of the State Governments on different aspacts of sharing
the Union Excise Duties as also our observations on certain
important issues having a bearing on the scheme of devolution.
Since the submission of the first report we received further
suggestions from some State Governments and we have
considered them also.

5.33 Coming to the actual scheme of devolution we do not
make any deviation from our earlier recommendation that the
divisibla pool of Excise Duties should include the net proceeds of
all Excise Duties including Special Excise Duties but exclude
duties coliected under the Additional Duties of Excise {Textiles
and Textile Articles) Act, 1978, and the earmarked cesses.

5.34 Inourfirstreport, we had recommendedthat 40 percent
of the net proceeds of Excise Duties should be distributed among
all the States to take care of tha revenue needs of the States in
general. Another 5 per cent was earmarked 1o help the deficit
States so that their non-Plan revenue deficits could be reduced.
We are making a departure from this in that we propose to
distribute tha entire amount of 45 per cent as a consolidated
amount without dividing It into two components of 40 percent and
5 per cent.

5.35 Woe are also revising the formula of davolution adopted
in our first report. While we are retaining the weights of population
and IATP at the lavels of 25 per cent and 125 per cant,
respactively, we are reducing the weight for "distance" from 50 per
cent to 33.5 per cent. In view of the poor quality of available data
and for the reasons stated in paragraph 5.10, we are doing away
with the poverty ratio. As in the casa of the formula for devolution
of Income Tax, 125 per cent weight is being given to
backwardness in piace of poverty ratio. On these criteria 83.5 per
cent of the State's share of Union Excise Duties is aliocated
among all the States. In our first report, we had adopted the
approach of the Eighth Finance Commission that the scheme of
devolution should, inter alia, take accourt of the revenus deficits
of the States. On this basis 5 per cant of the net proceads of Union
Excise Duties was set aside for the deficit States. The normative
approach adopted by us in this report in reassessing the revenue
receipts and expenditure has much wider coverage than what
was adopted by the earlier Commissions, As pointed out in
Chapter ll, under a scheme of normative assessment it is only
equitable that the resultant deficits are also considered in the
broad scheme of devolution itself. This can be ensured, more
appropriately, while formulating the scheme of sharing of Union
Excise Dutias, which is discretionary unlike. Income Tax, under
the Constitution. On this basis the remaining net proceeds of 16.5
per cent will be distributed among the States which will have a
non-Plan revenue deficit after taking into account their shares
from the devolution of all taxes and duties, including the shares of
Excise Duties, as indicated above, and aisothe grantsin lieuofthe
repealed Tax on Railway Passenger Fares. Distribution shouid be
done on the basis of the proportion of deficit of each State to the
total of all States’ Haficits worked out by us.

5.36 Accordingly, we recommend that the distribution
among the States in 1990-95 of 45 per cent of the net proceeds of
Union Excise Duties should be done in the following manner:-
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25 per cent should be distributed among the States on
the basis of 1971 population, '

() 12.5percent should be distributed among the States on
the basis of income Adjusted Total Population (IATP).
For calculating IATP, the 1971 population of the States
should be weighted with the inverse of the average per
capita income as per the New Series for the triennium
1982-83 to 1984-85 . The share of a State is 1o be
determined by the percentage of the Income Adjusted
Total Population of that State to the aggregate of the
income adjusted total population of all States.

12.5 per cant should ba distributed on the basis of the
indax of backwardness.

()

(v) 33.5 per cent should be distributed on the basis of
"distance" of per capita income (New Series) of a State
during the triennium 1982-83to 1984-85fromthat of the
State having the highest per capitaincome, i.a., Punjab,
as indicated in paragraph 5.8, multiplied by its 1971
population.

(V) The ramaining 16.5 per canl should be distributed
among the States with deficits, after taking into account
their shares from the Income Tax, Excise Duties under
clauses (i) to (iv) above, Additional Excise Duties in lieu
of Sales Tax and the grantin lieu of the repealed Taxon
Railway Passengar Fares. Distribution should take
place on the basis of the proportion of deficit of each
State 1o the total of all States' deficits worked out by
us. -

5.37 The percantage shara of each State as worked out by
us for the Union Excise Duties during each year of 1990-95 is
given in the table below:-

Share of States from Union Excise Dutles:

1990-91 t0 1994-95

. States Percentage share

1. Andhra Pradesh 7.170
2. Arunachal Pradesh 0.897
3.  Assam 3810
4, Bihar 11.028
5 Goa 0.523
6.  CGujarat 3.183
7. Haryana 1.099
8. Himachal Pradesh 1.943
9. Jammu and Kashmir 3548
10. Kamataka 4.104
11. Kerala 3.087
12,  Madhya Pradesh 7.224
13, Maharashtra 5.185
14.  Manipur 1.174
15. Meghalaya 0.891
16.  Mizoram 1.109
17.  Nagaland 1.348
18. Orissa 5.358
19.  Punjab 1.362
20. Rajasthan 5524
21,  Sikkim 0.260
22 Tamil Nadu 6.379
23.  Tripura 1.558
24.  Uttar Pradesh 15.638
25. Woest Bengal 6600

Total 100.000




