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INTRODUCTION

1.1 This Finance Commizsam, the ninth to be set up
under Article 280 of the Constitiuttion, was constituttt by an
Order of the President [SO No5®1(E) dated 17th
Jums JE89T], which is reprodiucet below:-

"In pursuamze of the provisiors of Articke 280 of the...

Constiituttion of India, and of the Finance Commigson

(Miscellareuss Provisions) Act, 1951 (33 of 1951), the -

President is pleased to constiliute a Finance Commissian
consigtiing of Shri N.K.P. Salve, Member of Parliament,
as the Chainmam and the follmwng; four other Membens,

namely::-

1. Shiaii Justice Alitiss Sattar Quresti -Member
Judgre, Gujaiat Higih Courtt.
2. Dr. Raja J. Chelliiah ' Mewmibar
Memibeer, Plammigg Commiéssion.
3. Shiii Lal Thartwavda Memthear
Former Chieff Ministar of Mizoram.
4. Shiii Mahesh Prasat Memtbar Secretary

2. The Chaimmean and the other Membens of the

Commiission shalll hold office from the date on which they
- respectivaly assume office upto the 30th day of
June, 19ED.

3. The Commission shall make recommembaiioss
as to the followiimy matters:

(a) the distritouttion betweem the Union and the States of
the net proceedis of taxes which are to be, or may be,
divided! betweem them under Chaptier | of Part Xl of the
Constiijutiion and the allocaiiion betwaam the 'States of the
respective shares of such proceeds;

(b) the princiglies whidh shoulld gover the grants-im-zadtl
of the revenues oftties States out of the Consalitizitetd Fund
of India and the sums to be paid to the States which are in
need of assistamze by way of grantsimeadd of their
revenues under article 275 of the Consfituttion for
purpeses other tham those spedifiieti in the provisms to
clause (1) of that article.

4. Inmaking its recommaniaiioss, the Commiisson
shall-

() adopt a normatine approath in assessimg the
receipts and expendiitiurass on the revenue accoumt
of the States and the Centre and, in doing so,
keepin view the speci! problemts of each State, if
any, and the special requiremants of the Centre
such as defence, security, debt servicing and other
commitit! expemdituee or liabilifies;

(i) have due regard to the need for providing
adequetie incentivess  for Dbetter resource
mobilisattion and financil discipline as well as
closer linking of expendiituee and revenue-redising
decisions;

(D) také into accounmt the need for speed, efficiemgy
and effectivaresss of Govermmentiifocigiitning and
of deliveny systems for Govemmmesnt programmmess;
and .

(iv) keep in view the objectie of not only balancimg
the receipts and expemdiitwee on revenu= accouwnt
of both the States and the Centre, but also
generating sumpluses for capitd! investmsnit.

5. The Commission maysuggssicihaeges, if any, to
be made in the principkss govemning the distribuition among
the States of -

(a) the net proceedis in any finangid! year of the
additiomsl! duties of excise leviable under the
Additiord! Duties of Excise (Goodis of Spedcil
Importamges) Act, 1957 (58 of 1957), and

(b) the grants to be made availalike to the States in lieu
of the tax under the repealled Railway Passengmr
Fares Tax Act, 1957 (25 of 1957).

6. In making its recommanaiboss on the various
matters aforesai), the Commissioon shall adopt the
populaiion figures of 1971 in all cases whene populkgion is
regardiedi as a factor for detemmiirsaition of devoluion of
taxes and duties and grantis+inedid.

7. The Commisgan may examime the feasilillify of the
mergendf additiomel duties of excise in lieu of sales tax with
basic duties of excise and evolve a suitalpe formula for
allocaiiimg a part of the duties of excise in respect of the
goods descriliet in columm (3) of the First Schediulke to the
‘Additiom=! Duties of Excise (Goodis of Speciii! Importamns)
Act, 1957 (58 of 1957) for distriputtion among the States, in
lieu of sialles tax.

8. The Commizsion may make an assessmamnt of
the debt positiian of the States as on the 311 statay of March,
1989 and suggest such comeatixe measures as deemext!
necessany keeping in view the finandi! requiremmemss of
the Centre. The comreattive measwrss will be with particukar
referemce to investmanits made in infrastunttuee projects
and shall have linkage with improwemenss in finanoz! and
manageriat! efficiamgy.

9, The Commisson may review the policy and
arrangemaniss in - regard to the finandimg of relief
expentiituee by the States affected! by naturall calamitéess
and suggest such modiicatons as it considiass
appropriagee, in the existimgy arrangsmeends, having regard,
among other considizraivnss, to the need for avoidange of
wasteffl expendittuee. The Commimson may examines,
inter alia, the feasillity of estalblisting a national
insurance fund to which the State Govermmenis may
contriputte a percemtage of their revemue receipks.

10. Onthe matters aforesait], the Commiisseon shall



make two reports, the first report coveriimg) a period of
one year commemzing on the 1stday of April, 1989, by the
30th June, 1988, and the second repart coveriimg) a period of
five years commeamzing on the 1stdtay of April, 1990, by the
30th June 19ED. '

11. The Commiksicon shall indicate the basis on
which it has arrived at the findings and make availalilte
the State-wisee estimattes of receipts and expendiituress.”

1.2  Shri N.K.P. Salve, Chainmamn, Shri Justice A.S.
Quresthii, Member, Dr. Rajadl. Chellih, Member, and Shri
Lal Thamirawita, Member, are rendexiimg part-time servios.
Shri Mahesih Prasadi is the full time Member Secretayy of
the Commiissiton.

1.3 There are certaim distinctiivee featumes in the
- Presidentill Order. Paragragh 10 of the Order requires
the Commissiomn to submiit two reports, the first covering
the year 1%83-90 and the secomd], the subsegumsmt five
years. Moreover, the Presidemtit! Order, unlike inthe case
of previous Commissiorss, does not limit the scope ofttiee
Commiissicon to the assessmst of the non-Plam side of the
budget, but requires the scrutimy of the receipts and
expendiitures on the entire revenue accoumt of the States
and the Centre. Further, for making the assessmwnf, the
Commission has beem asked to adopt a normatfive
approach in order to providie adequate incentives for better
resource mobilisaton and finandll disciplime as welll as to
effect a closer linking of expendiituae and revenue raising
decisioms. Anotier importamt feature of the Presidemiz!
Order is the empihasis placed on not merely balanmdimyg the
receipts and expemditivess on the revemue accoumt but
also on generatting surpluses for capitall investmenits. Other
importamt featwres of the Order include examiming the
. feasibillity of the merger of additiom| excise duties in lieu of
sales tax with basic duties of excise and explorimy the
feasibilitty of estaflgtigg a nationall insuramge fund to
meet relief expendituee on naturall calamiities.

1.4 The Presidentit| Order requires the Commission
to submiit the first report cowvenimyg the periodl of one year
commemzing from the first day of April 1988, by 30th
June 1988, Duettp initial delays causedi by circummsttaness
beyond! its contrall, itwas not possildle for the Commiissicon
to make its report withim the stipulatesti date. The
Commissiion, thereffore, had to request the Presidemt for
an extensimm of time upto 31st July,19&8. This request
was acceptiedi by the Presidentt in his Order dated! 30th
June,1988. The Order is reprodwsadt in Annexuree 11,

1.5  The Commissém had its first meeting on 22nd
June, 1987 after the Chaimmam and the Members had
assumed charge. As many as 26 meetings were held
before tRis report was finalisedl. In view of the marked
departiune in the terms of referemge  contaimetl in the
Presidentill Order to the Commission and their far-
reaching scope: and implicatiorss, itwass decidied! to invite
views and suggestions of the cognasaemti and publiic at
large. Accordiimglyy, a press note was issued in all leading
newspapes. The Commissmn also addresssat! indivigiua!
letters to Members of Parliament, Members of State

Legislatuees, Vice-Crrmmediboss of Univensitess, Heads of
importamnt researdh instituiiors, Headss of Departimemtts of

Economics in  various  Universittess, eminentt
econamigts, administeatoss, academicdinss, Chainmen
and Members of the previows Commissomss, former

Finance Ministers and other promiimamt individiuglis. The
Member Secretany of the Commission also held a press
confieremee on 6th August, 1987. In respomse to this, as
many as 158 memoramta were received! by the
Commiisston from variows individuaits and organisztorss.
Besides, a number of assoditorss, federtiorss and
individueslts sougihit  persoma! intelitsves with  the
Commiisgion. A list ofttingse who submiitestl memaramtia is
givem in Annexwee 12 and a list of individuslls and
organisatiomss which met the Commission is given in
Annexune [L3B.

1.6 Before the formall constittuttion of the Commitssiaon,
the Govermmmmt of India had appoimtzti an Officer on
Specia! Duty in the Ministry of Finance. The prepanatosy
worlk done by the officer in setting up the secrettarat of the
Commiisgon and requestimy infonmation and data from
the States was of considkreditde help. Inspite of this, the
Commisson had to overcomee a number of initial
handicaps before the work could be takem up in right
eamestt. Orgamisimg the infrastrumtusdl faciliies for the
Commitsgiorss secrettxizat and postimg the necessamy staff
took considlerdide time. The States were required to
submiit memoramtia and forecasts of receipts and
expemdittress by 31st Octolber, 1987; but none were
received! withim the presoiliged time frame. The date for
submisgon had to be extendistl several times and in fact,
the forecastts and memaoramdia contiimust to be received
right upto the end of June, 1988. Even the Central
Govenmmestit submittixtl its revised! forecast . for 1989-90
only on 31stMay, 1988. We must mentiam here that due
to these reasoms we were severdly handicapget in our
task, particuttjy in the initial stages.

1.7 It wouldi not be out of place to refer here t6 the
apprefraTsamss entertzimest initiallly in certaimm quart=rs on
the form and contemt of the terms of referemse given to
the Commiss@n. A serious view was takem of the use of
the word "shalll” in paragraph 4 of the Presidemtitd! Order,
which was considizesti mandattoy, almost amountiing to a
direcive. Doubis were also expresset! about the
referemce to a 'momeites’ approadth. Althouwgh there was
nothing objectiomaiie about the normattixe approsgdh per
se, the suggeston to take accoumt of all the requiremeents
includiimgy committtet liabiliies in the case of the Centre
and the absenmoe of such a suggessttéon in the case of the
States gave rise to misgivimgs that the 'guittidiness’ were
loaded in favour of the Centre. Also e mandiatte given to
the Commission to examime the feasiltllity of the merger of
additiomed| duties of excise in lieu of sales tax with basic
duties of excise and the establigimeant of a nationall
insurange fund was consttusd as measwes adverse to
the finangi! interestis of the States. The Chief Minister of
Kerala wrotie to the Chaiinmean articulkstiing these misgivings
and apprehersinss. To dispel these, the Chaimmean replied
to him on 18th Novemizsr, 1987 ard subsepuaniyy wrote to



all the Chief Ministers on 10th Decemibst, 1987 settimg out
the Commiisgioores perceptiion of its role and obligations. He
mentiomst! that it was the Commissiarss preroggitive to
adopt such approadh and method as it considienezt fit and
approgrigite on subjecis coveredi by (a) and (b) of article
280(3) of the Constitiutton. In view of the Presidemiz|
Notificatiion, however, he clarified that the Commissaon
would considisr, inter alia, adopting a ‘mamwivec
approacti’ whenewesr approprite in the interest of sound
finange. But in doing so, the Commissmon woulld apply a
uniform,, just and equitalike yardsifick both to the Centre
and the States. With regard to the merger of additiome!
duties of excise in lieu of sales tax with basic duties of
excise, he mentionedi that the Commission shall bear in
mind the tax rental nature of existiing arrangemesités and
accord fuli weigjtt to the views oftliee States. Regardimy the
feasilliity of establigtiinyg the propeseti nationall insuramoe
fund, he explaimatl that in the Commiss@ns view, the
terms of referemcz do not contermpéiée nor imply the
exclusion of the Centre from participatton in the fund.
There was better appredation of the situatiom by the
States followiing) these clarificatonss by the Commiisiam
and they extemditi full coopenaton to the Commission in
its work. '

1.8 We have noted with interestt the widespesad
debate on the terms of referemgz and the issues before
the Finance Commisson amongst leading econamigss
and admimigiiedtoss. The Commizsoon has weloomezt] the
public discussimrss that have taken place througfh
newspapsr articles, memaonamitia and semimans. It has
always been our endeavaur to give due regard to various
views and ' suggesiimss made by expets. The
Commissiion also  co-spomsiired  with the Plannimg
Commissiion a semiimar in the National Institute of Public
Finance and Policy on 5th and 6th Februany, 1988, whicin
was attendeti by a number of leading econamiigts,
administiegttoss and constittuitiorsal expentts. Maharasiittea
Economic Develgpmesnit Councll, Bombay, had also
organisexrt] a semiimar coveriimy the terms of referemge given
to the Commissoon. The Commissan is also aware of the
semimans held in the Centre for Econemizz and Sociall
Studies, Hyderdfrti, and by Kerala State Plannimng
Board in Trivamditum. We also received! material on inter-
Govermmerizdl fiscal relations and federall transfers
prevailingy in Australi@, Switzentant], Canadm, West
Germamy and the USA througih our Missioms abroadi.

1.9 Since the Commisston has been asked to
considier the total revenum accoumt withoutt making a
distinciiiom betwear Plan and non-Plam, it was considiered
useful to interact with the Deputy Chairman and the
Members of the Planning Commissam. A meeting was
held on 21.4.19%8. The Planning Commissmn agreed that
the Finance Commission woulldl broadly detemmime the
revenue compamenit in the Plan of the Centre and each of
the States, and that the inter-semtoed allocation would! be
leftto the Planningg Commisseon  taking into account the
Plan priorities, programmess, inter-sextoed! linkages and
inter-depamitawee  betwesm revenue and capital

expendiiiuess.

1.10 As desiredi in the Presidiemtal Notificaion and
also in view of the paramawrit need for fiscall disciplime, the
Commiss@n decided! to adopt a normaifixe approadi.
Conseguesmlyy, the States were asked to give their
forecasts {03 1989-90 on the normatiivee basis as well,
spellimy out the norms that shouldl be adopiedi for
assessimy receipts and expemtittuess. Since a number of
States had doubts about the norms and methodintayy to
be adoptedi for the forecasits, the Commission later
advised them to submit their forecasts on only the
traditiiomed| basis. As explaimesti in Chapiier 1l we thougfitt
it advisalke to apply the norms selediivadly for the year
1989-90. The room for normative assessmemt woulld be
much greatisr for the periodd 1990-9%5. This waudd be'
undertizean with the coopenattion and undigestadiiog of the
Central and the State Govermmmmss. For 1989-90, we
preparsti a paper proposing 16 estimate taxable
capadiies of the States using the regression approadh
by pagiing cross-semtion obsematimss over the time
series in a covatmmee model. Some conogptwdl and
methodidtmicedl issues relating to the normative
assessmant of receipts and expemdiituess of the Centre
and the States during 1990-35 were set out in anotirer
paper. Both the papers were discussest with some
eminemt econgmustiigians and public finange specialBts
at New Delhi on 26th Februanmy, 1988(Ammexuee L4). The
latter paper, duly expamdizt and revised!, was circullaiti to
the State Govermmemés and the Ministiy of Finance,
Govermment of India. The Commissamn took the initiatives to
conveme a meetimg of the State Finance Secretmiess and
represamiivess of the Uniom Finance Ministny at New
Delhi on 22nd Apnil, 1988 for detailletl discussitoTss on the
approagh paper which was held by ecomamiic dailies and
jounrmed$s as an examplke of "glasmast”. Theme was a broadi
acceptamze of the approadh and methodidimyy in the
meeting.

1.11 For the period 1990-95, itis our intentigm to make
a normaike assessmmmt of revemus receipts and

expendiituess much more compreesrsirely. Towand this
end, we have alreadly commissaeed some impaortzmt

.analytical! studies. While most of the studies are being

camied! out in-houses, a studly on "Estimation of Relative
Taxalge Capadities of the States” wusing the
"Represmnitditee  Tax  System Appreadi” has been
assigned! to the Nationall Institutee of Public Financg and
Policy. Besides, we have retainedd Prof. B.2.
Bhattadeypa of the Institute of Econemic Growidh | to
condiugit a study on govermmemit borrowiitlt in India  with
specil referemze to States' indebtisditesss to the Centre.
We have also requestisiti the Natioma! Ijjistitute of Urban
Affairs to condugt a study on Municipsll Services and
Munigipall Finances..

1.12 We were able to undertlee visits to the States
only from April, 1988 due to delay in receiviimg the forecastts
from the States. Althaugyh we are required! to give two
sepaiate reports for the year 1989-90 amd for the period!
1990-9%, we felt that it woulldi be desiraiile to visit each of
the States at least once. We have alreadly covered! the
States of Madhym Pradesth, Gujarat, Kerala,



Maharashtra, Jammu and Kashmir, Haryana, Punjab and
Himachal Pradesh in April and May, 1988.(Annexure 1.5).
We aiso visited Rajasthan in January, 1988 for a first hand
assessment of the drought prevailing in that State. In this
connection we visited a number of areas seriously affected
inthe districts of Barmer, Jodhpur, Jaisalmer, Bikaner and
Ajmer. During the visits to the States, we had detailed
discussions with the Chief Ministers, their Cabinet
colleagues and the senior officers of the State
Government. We also met Members of Parliament,
Members of State Legislatures, representatives of
Chambers of Commerce, Federation of State Employees’
Associations, economists and other eminent personalities.
Some of the States also arranged field visits so as to
facilitate a greater understanding and appreciation of
problems at firsthand. These visits gave us a vivid insight
into the problems which would not have been possible
from a formal document. They increased our awareness of
the high cost of delivering general,
community services inremote andinaccessibleareas. The
Commission also had useful rounds of discussionswith the
Union Secretaries in- charge of various Departments

economic and’

under the Govermmegnt of iIndia. These meetings were
helpfull in obtaiiming the requisite clarificzitimss on severall
issues related to the resourges and expentiituee needs of
the Centrall Govermmegnt. A list of the Secrettariss who met
the Commiksgoon is givem in Annexwe 6.

1.13 Our report for the year 1989-30 shoulidi be
viewed], by and large, as a contimusiton of the report of
the 1ast Commiiggion. We have deliberaedyy refraimed! from
makimg radicall departivess so as netito upsetttize on-gaiing
arrangemeent in the termiml year of the Sevenin Plan
althougth we arequitaerarare of the widiar scope of our wark..

Mostodf the States that we visittet! made an impassiomat
plea for increas=t assistamze to meet their growing
requiremends and to take care of the spedil problems
whidh they had on handl. The Secrattariss of the Ministries
of Home, Defence, Finanos, Food and Fertilizars, on the
other hand, made very effediive presamtaioss of the
Centrels expentiituee needs. We are duty bound! to take
into accourtt not only the needs of the States but also the
capadily and committrends of the Cemtrall Govemmmei.
We have tried to keep a balamg in evolvimg a package.



TERII

THE APPRONCH OF THE COMMISSION

The Federal Finance Problem

2.1 A federal orquessitéeidextl form of govermmeit can
be said to -offer a comhimgiton of the benefits of
economic imksgyeation and politicall automamy. By comiimg
together to form a commmon nation, the regional units are
able to gain colledtiindly econamiic and military strength
and at the same time the federal form of govemmesmt
yields the benefiits of decenttedissaibon which are both
poliicall and econmomiic. Decentralsation of the provision
of public services canbe said to lead to greatar econami
efficiengy because the patterm of expendiituee would be
more in accomdtanee with the preferamezess of the people.
Also, the local and regithmad! units of govemmmeamt could
provide services withim their respediire jurisdiititoonss and
raise the resources needed to meet the costs from the
residents under their jurisdigiooss and those who benefiit
from the serviges. Inthis way, there will be a linking of
revenurssing and expendiituee decisions which can be
expectiati to result in econamy and respomsibiiiyy in the
managemant of .public funds.
provisiom of public services also satisfies the politicaii
aspiragiiorss of the peoples of differamit  regioms for
automommuss action in matters mainly affectimgy  their
welfane. Themre is therefioee a stromg case for assigmmmarit
of expemdiiture decisioms in awide range of activifies to the
sub- national govermmemss or States, even in a quasi-
federal set-up.

2.2 |ftieee coulid be perfedt matchiing ofttee capaciily
to raise resourzes and the neéd for funds to providie
seviges on an  adequate scale at differemt levels of
govermmesmit and in the differemt regions, there wouilldl not
arise what is commanjy referred to as the federall finance
problem. Howewer, in reality it has been found difficuit to
providie sub-maitiorsdl govermmesmss, at the State as well
as the local level, taxing powers commeTsusade with
their expendiituee needs. This is because of two impaortzamtt
reasons: Firstly, the most prodiuctixee sources of revenue
have to be assigmext! to the Centrall or Federall Govermmesnt
in order to reap econamies in colleciion and to avoid
harmful ecomamic effects, that would arise, if certaiim tax
sources are  assigmet! to sub-meatiorsdl govermmesnss.  For
example, the tax on produdion or excise cannat be
allowedi to be levied by the States, as differimg rates of
excises in differgmt regions would lead to arbitramy and
uneconamii locatiom of industiiess, not to speak of the
possilillity of States having monopally power in particuitar
produdits imposing heavy burdems on the citizens of other
States thraugh high taxafiiom.

2.3 Again, itis well known that several probliems arise
if the power to levy income tax is left to the States,, .1¢ main--
one being the confiict betwesn the princigkss of origjn and
residence. Besides, progressiee income tax levied by si'th-
nationall govermmenits could result in mobiliy of persams
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and allocation of resourgss in unintemdixt and inefficiemtt
ways. Apart from that, the cost of coliegtion can be
minimisst if the Centrzll Govermmesvit  is  givem the
exclusine right to levy and colledt income tax as is borne
out by the expersmnee of sevemaﬂ other federall
coumtriss.

2.4 The secamdi reasom for limiting the taxing powers
gramiedi to the States is thatitiezee are not many taxes which
can satisfly the princigke that a tax levied by a given State
shouildl be borne mainly by its citizems. The incidenoe of
most produaiive taxe extemds beyomdi the |umrsdimtwn of
particular  States.

2.5 The asymmetgy in the assigmmamit of tax powers
and expemdiituee respemsibiliss has led in all federaitiors
to the famili@mr problem of vertical fiscall imbalange, that
is, the expemtiftwee  needs of the sub-matwral
govermmeanss or States are far in excess of the taxes and
other revemues which they themswiwess are able to raise,
calling for a large volume of dewvallution of funds from the
Federall or Centirall Govermmni.

2.6 Federal transfos have to address another
problem also. The capagity to raise resounges often
differs vastly acress States; some State Govermmestiss
canmat raise resournges to  providie the citizems an average
standiand! of services, givem their low revemue+essiog
capadify. The Centrall Govermmregnit has, therefiore, to be
left with surplus fundis after meetiing its own needs and
making generdl transfens to remedy vertical fiscall
imbalamze, in order to make redistrilipuivee transfiens to the
wealtar States.

2.7 These considkreidonss wamantt flexibiiiy in the
condluciting "of inter-goxemmeetdhl fiscal relatioms.  In
smallier, more devellgmet and more homogemmis
fedenrations like Switzattamd and West Germamy, largelly
the extent and methodis cf revemuz shariimg are specifiisti
in the Consfiiution itself and any chamge requires an
amendimaznt of the Constitfution througih a referenGum.
Whille this bringss in remartkatiée stabillity to fiscall policy an
greatiar inner stremgth to the policy regimes, itwouitt net be
operafipred! in a large, heterogmresnss, less develloypesd
couniny like India. Nor are the informeall systemes of
transfiens prevailling in more devellgpet coumties with a
long history of coopaatiee federaliism worlkatidée in our
contiext.

2.8 Keeping these considewmiboss in view and
radognisimg the broad contmuns of the federall financi!
problem that were likely to arise, the foundiing fathers of
the Indiam Consfilfutton introdwost provisiions for the
sharing of certaim Centrall taxes  with the State

- Govermeattés as welll as for gramisimeddd of revemue to

State's which are in need of assistamee (Artidies 270, 272
and 275). The Consfiiluton also provides for the



establighmeent of an indepemttent Finance Commissan at
periodiic intervalls in order to make recommnemtiaitions to
the Presidemt regarding the distributtion of the procesds of
the taxes that are to be or may be shared! with the State
Govermmsnsés and on the princigkes on which grants-im-
aid are to be giveen to the States in need of assistance
(Articke 280)).

29 The princigle of linking revenuerrsssing and
expendiituee decisions leading to econamy in the use of
resources and fiscal -responsiiiiify can be complettsiy
satisfietl only if each level of govermment is fiscallly self-
sufficiomt, that is, the States can raise all the resourges
they need from withim their own respediive jurisdiictoorss
and out of their own sources of revenues. Once federall
transfiers are introduge}, there is necessailly a
wealkamiing of the principke. Howewar, in deciding upon
the princigies of transfes of funds from the Centrall
Govermmznt to the State Govermmengs, the Finance
Commissgion wouldd have to ensure that the linking of
revenue and expemtiituee  decisions and fiscal
responsibility are not unduly wealkemed at either level of
govermmsmit and that higher expendiitveas than what is to
be normallly providisd! for on the basis of national critera
must be met out of one's own resowrcss. While an
adequate volume of assistance in the form of federail
transfiers must be made availatile t4 the States in the
light of the respective respomsibilittias assigmed to the
Central and the State Govermmenis under the
Constilutiion, there shoulld be no wealkeriing of the basic
principiie thatt the task of balamgimg the budget should be
the responsitbilify of each govermment concemet. This
principlie was clearlly enundistet by the very first Finance
Commiission. It's report said'” The principke of seif help
also implies that a State shouwld utlise its .existimy
resourges to good accoumt before it makes a claim for
assistamze from the . Centre. We should like to
enpivasise here thatitis not the purpese of any system
of grants-in-éd to diministh the respomsibiiigy of the State
Govermmsnits to- balance their own budgets. The method
of extending financii@! assistange shoulidl be  such as to
avoid any suggesition that the Centrall Govennneent have
taken upon themssixes the respomsibiliyy for helping the
States to balamce their budgstts from year to year. If the
amountt of grants-insadd were to be merelly in propartiion to
the financial plight of a State, a direct premium might be
placed on impecumimuss policies and a penalty imposadi on
financil prudemce. On the other hand, if a State is eligible
for a grant on other groumdis, it shoulidi not be preciudied
from this benefiit, merely because its budget is in order as
a result of its sound finangill management’ (p.97).

240 It follows that not only the volume of resource
transfiers but also the manmer in whiich the transfiets are
made, or the princigles accomdling to which they are
determimztizaee importizamt. After considiadiie
deliberation, this Commiission has decidiedi to move away
from what has been called * the gap filling appreash”.
Before e delinestte our appromdh and the basic
princigles on whigh the quanium and distribution  of

Centrall transfers woulld be determiitezt! by us, it may be

- IndepemdisTuce.

usefull to briefly recapitiutate the trends in the finances of
the Centrall and the State Govermmesiss as well as in the
finangil| relations between the two levels of govenmmusmt.
As woulldl be seen later, the ememging trends in public
finanoes which are of high portemit for the future of our
ecomamy have deeply influenced our apprgadh and
recommamtatioss.

Tremtts in CentraiSBiate Finanes

211 As in most countiiies, in India too, govenmment
revenues and expemdituess have grown rapidly since
The - combiimed revemue receipts of the
Centre and the States whidh formedi 6-7 per cent of gross
domesttic product (GDP) in the early fifties have now
reached the level of 20 per cent; there has been a
somewuitedt faster growth of revenue expendiituess. We are
here concemmead with more recent trendis. We note that
betwemn 1974-7% and 1986-87, total revenue receipts of
the Centre and the States have grown in real terms at 8.4
percenpperanmenapagdinet the average growth rate of

4.8 per cent in real cord Real govermment
expemdiituess withiim the revemure accouwnt grew at 10.3 per
cent per annum. In other wordis, during this period, in real
terms, total govermmesnt revenuwes increaseti 2.5 times and
total revenue expenditurss 3.2 times.

242 Innomind! terms, revenue receipts grew at an
annuall rate of 14.5 per cent betwsen 1975-76 and 1986-
87, while the growtn rate of revenue expemtiture was
higher by almestt 2.7 percerttage points at 17.2 per cent.
This outpacimg of revenue growth by expemtlituee growth
has led to the era of revenue defigits begimming from
1982-83. Howewar, it appeans it is rather the recent
trends that have causedi the imbalanze rather thantihe
longer term trendis.

213 As GDP figures have been revised! since 1980-
81, it is difficuilt to trace the tremdis in the growth of
govermment. revenuss and expemdituess in temms of
changes in percenttage of GDP. Howewsrjitaan be stated
that until 1979-80, both revenue receipts and revenue
expendlituess increasst fairy rapidly in relatiom to GDP,
since 1980-81, while revemuz expemditueas as a
percemtage of GDP contimuet to accelerate, the growth
of revenues slowet! dowm: revenue expemdituias
increasst from 17.5 per cent of GDP in 1980-81 to 23 per
cent in 1986-87 wheraas revenue receipts increassdl
from 17.6 per cent to only 20.6 per cent during the same
period! resuliiing in a comitimet! revenue deficit of the
Centre and the States at 2.4 per cent of GDP (Annexure
nay

244 If the Central Govermmenks finanoes alone
are considlzeztd, it is seen that its gross revenue receipts
increaset! from (L7 peraent to Wl percent of GDP during
[OBp-Sl- 1PWE8T7, indicating quite a remarkatie rate of
growtth. Jts net revenues ( i.e., gross revenueEs minus tax
devolufion to the States) increasati from 9.3 per cent to

1 The growth rate of GDP mentionetd here is somemtat ~
exaggmriteld because of the upwand revision of GDP in the
later yeans of the periodi.




11.5 per cent of GDP, the ratio of the devoluttion to GDP
remaiiniimg almost the same at the two ends. As against
this, the revemue expendlituess of the Cembral Govenmmeet
(includiing gramis)) increaset! from 9.8 per cent of GDP to
14.0 per cent durimg) the periodt. Of this, gramis to the
States increased! fromn 2.0 peraent of GDPto 2.6prrestfof
GOP and other revemue expemdlituess of the Central
Govermnegnit increaset! from 7.07 per cent to 11.04 per
cent of GDP. Thus Centrels own expemdiituess increasat
by 3.7 percentage poinls, whilke gramis increasst! by 0.6
percemtagye point.

2.5 The ownm revemuss of the States increassd! from
6.3 per centadGBDP in 1980-81 toatiy 7.1 percamnt in 1986-
87; but theiir total revemum receipts includiimg devollution of
taxes and granis from the Centre increassdti from 10.1 per
cent to 12.9 per cent ( total revenues incremsst by 2.8
percemtage poimts, whilke owm revemuss increasedl by
only 0.8 percantage poimis). Revemuz expendiituess of
the States increaserd] from 10.4 percemnt of GDPto 12.9 per
cent, i.e., by 2.5 percemtagee points during the period. This
may be comypearzt with tihe 3 percemtage point increase in
the own expemdiituess of the Centre.

2.5 The followimg conclluswTss may be drawm about
fiscall trendts since 1980-81:

a. There has beem a substamiil growth in the
revemue receiptts of the Cemtird! GovermimesTt.

b. But the growth in revemuee expemditusss of the
Centre has beem much faster mainlly because of the
rise inits own expemtiituee and partly also because of
the rise in the propori®n of granis.

¢. The growith of ownm revemuess of the States has not
been as fast as that of Central revemusss but, whem
supplemwméed by Central transksrs, States' revenue
receipts grew fairly fast.

d. Howewsr, States' revemuse expemdiituee increasst
faster tham revemues, althougih not as fast as
Centre's own expemdiituess.

2.7 Since non-Pian revemuse expemdiituee accounts
for  aroumdi 20 per cent of GDP, the entire Plan revemue
expemtiituree (at the aggregmate level) has to be met out of
borrowiing. The nonHPlEan expemdiituee of the Centre and
the States increasatl almost steadilly from 14 per cent of
GDPIin 937451 5.5 per centin 1986-87.. AttiedEemtdal
level, untit 1985-86, mucih the greatar part of the rise in the
non-Plan revemuee expemtituee was accoumtst for by
increases in interest paymentts and subsidies. Howewar,
since 1986-87, there has also beem a substamntai
increase in defemue expemdiituree whichh has caused the
ratio of non-PlEn revemur expemdiiture to GDP to grow
further. At the level of the States, the non-Plan revenue
expendiituxe ratio grew from 7.72 per cemt in 1974-75 to
10.Wpercsent in 1986-87; more tham half of the increase in
the ratio was accoumtat for by increases in develigpnesmt
expenditure. The growth in non-Plan  develigpmeent
expendiituree withiim the revenues accoutt at the States’ level
and a good part of the increase in interest payments at the

Centrall level may be attributed to the successive
devellgpneent  Plans  (which leave behimdl increased
committregds) as well as to  bomowig for meeting
revemue expemdituee and also capitd! expemdiituee not
generating adequette retunns.

2.8 The comipimet revemure deficiit of the Centrall and
State Governmeeinds is estimeast=t at Rs. 10|32 crore in
1987-88, whicih mayffyrnd JokpescefBORGDP. Ofthis, the
share of the Centre is Rs.8,4%® crore or 2.6 per cent of
GDP. Althougth the totall net revemure defiiciit of the States in
that year is only RS.1,636 crore, the comibired revenue
deficit of the deficit States is aroumtl R$.2,20%5 crore.
Indicaiimrs are that revemue expendiituess woulkll contimue
to increase faster tham revemie receipits and the revenue
defigits woulld! rise both absollutgily and in relatiom to GDP.
Drastic chamgess in fiScal policiies are requied! if this trend
is to be reversed.

2.1® Another cause for serious conmoem is the rapid
increase in public debt, espedilly in recent years. The
comitimeztl public debt of the Centre and the States
increaseat] from only Rs 29,933 crore atitiee end of 1974-75
to RS.1,8Q834 crore at the end of 1986-87 amoumiirg to
61.8 per cent of GDP: Itis estimatatl to have reached
Rs.2,1Q0 F7tarere byMsactBB1, 1988. Until the revenue
deficit emengext), public bommowiing (includiimy  borrowiimg
fromn the Resere Bank of India) was resorted to for
finamging  public investmsmt in physical assets or for
gramiimyg loans to the private sectar. With a large public
sectouin core entenpriisss and the State playimg an active
intervemtiomist role in promatiitg growdh, it is inevitalke
that there is a large public borrowiing programmes. But
suctr a borrowiittg programnee and the consedquesniil
growdh of public debt need not have resulted! in a
cormespoTiiigg growth of interestt burdem on the budget
itself if the investmemt in public entempisss as welll as in
finamgil assets had eamed adequette returms. The totall
capitd! employesti  in the Cemirdl public entemprises
(covered! by The Public Entenpriisss Survey)) amountziti¢o
about Rs.52,00@crore at the end of 1986-87. Of these,
100 units were makimg losses amounmiing to Rs.1,708
crorg; 109 units were makimg aftertax profit of Rs 3,478
crore of whichh Rs. 2142 crore came from the petroleum
sectar. Hemow, the profit aftertax of entenmigess in other
tham the petrallaum sectar amourttat only to Rs.1,336
crore. All in all, the rate of returm on the capital of
R$§.51,931 crore amoumtsti to 6 percat before tax and 3.4
per cent after tax. Of course, if the petralaum sectar is
exclugkxt, the rate of retunm woulld be negative. But the
govermmegnit has to  comiimies to service the debt incurredi
for a large part of this huge investmerit. At the level of the
States, the most importarit public entemprises are the State
Electriciy Boards and the State Road Tramspant
Comportooss.  The totall capital employet! (net  fixed
assets)) in State Electriciity Boardis amoumttsst] to Rs.13, 534
crore in 1985-8% and togettesr they incumted! a commendid!
loss of Rs. 1,520 crere. The State Road Transpont
Corparattives made an aggregette loss of RS.226 crore on
a block capitzil of Rs.1,882 croie. One of the major
causes fortthes rise in the net interestt burdem on the generail



budget is the poer returns on the major iAvestmants of
Central and the State Governmeitss. Anotthar cause is the
creatiom of public debt for financimg revenue expenditiues
which by its very nature cannet yield any direct returm.

2.20 The total public debt ofthe Centre and the States
now constilutes about 55 percent of GDP; and the gross
interest burdem amounts to 3.8 percant of GDP and the net
interest burden 2.2 per ¢ent. The total fiscall deficit {the
total lborrowing  requiremensy) of the Central
Governmanit has become large amoumling to Rearly 9.4
jper ceni of GDP. This in itself is not condudixe for the
maintemanze of monetasy stabiidy. Besides, the
consequatit rise in interest burdem tends to enhamee the
revenue deficit further.

221 The low level of income and the fairly moderate
rate of economic growtn that we. have beem able to
achieve together constrain the amount of resources that
can be raised by the govemmmenss. But the resouroes
whicin the governmiants need for providing essemiel
public services and for pafarming other funciomns
expectad! of them are large and rising. The problem of
scarcity of resourges, however, canmat be solved
througih increasing revenue deficitts, whicth is tantamwunt
to living beyond one’s means. The fiscal scenario in the
country has gradusilly worsemst] to an alarmimg extemt and
corrective steps are requiredd now to reverse the
deteriorating trend and to create condifiorss for the
restoration of health to the financitd! system. Itisin this
context that we have been asked to undertiaiee the very
difficult and delicate task of assessiimyg the requirememnss of
the Centre and the States and making
recommentiatioss on the  distrituitoon of revemues
betweem the two levels of govermmesttiés. One of the terms
of referemce given to the Commisson suggests that the
Commission should "keep in view the objectiivee of not only
balancimg the receipts and expemdituee on revemue
account of both the States and the Centre, but also
generatimy surpluses for capital investment’. In our
considerad view, one of the major objectives of finang!
policy in the mediwm term should be the elimimaimn of the
revenue deficit. In our recommenidditons, we shall not
only keep this objectiive in view but also indicate the kind of
policy changes needed to achieve it. (The detaikd
recommendiditoss will be given in the second! report.)

2.22 As abackdrop to its work, the Commizgion also
has to consider the recent trend in financil relations
betweem the Centre and the States. Such an analysis
would reveal which trendis shouldl be strengfiteasd and
which are to be reversedi and what modificatiiprss woulldi be
meeded in the distributiad! patterm  of resounces.

2.23. Annexwree 1RZndicates thettemugiihthe share
of States inthe total combimt! tax revenuess of the Centre
and the States. It is seenthat overitiee years the share of
total taxes accruing to the States has increasedi with
some flucluatiinss. Since 1974-7% the rise has beem fairly
steady; the share of the States has increasedi frorm 44.8
peregnitin 1974-7% to 51 percnitin 1986-87.. Inasgimitilar
manner, Annexwre 183 indicatess the changjiny share of

the Statss in toial revemue acomtads. (in this table
besigies develulion of tax&@s, plan and  non-pian gramts
from the Centre are alse included inthe States' Share) We
note that the share of revemues accruing to the States has
increaset from 54.3 perceeint In 1974-75 to 61.2 pemesnt in
1866-87. |n other words, as of now, as mucth as 61 per
cend of the total revemuses raised by the Centtee and the
States are placed] at the disposal of the Statexs aithough
they themsepees raise omly 346 per cemi of total
revenuss.

2.24 The depanidanee of the States om devalin
and granks has §raadanlly incressatl. Winilte their own
revemuss have decified from 61.9 per cent in 1974-75 to
56.9 perceent in 1986-87, theiir depanidencs on cumrent
transtaes  from the Cenmiwe has comegponttionty
increaset] fromm 38.1 per cemt to 43.6 per cent (Ammexwre
i1¥y). In this commsgiion, it is worth notimp that the
proportiton of shared taxes in States' revermuess is lower now
tham the high poimt reachet! in 1979-8D as a resuilt of the
applicaton of the Sewenth Finamze Commiissordis
recommeniatons. This dediine, homasetr, has beem
made up by an increase in the share of gramts.

2.25 We may also comsiitigr the relative impontanes of
shared! taxes and grants in totdl Cemtedl revemues.
Annexaree i B5indicates that the proporiion of the shared
taxes or tax devaluttozn to tota! Cemtedl tax revenue
increassat from 16.6 per cemt in 1974-75 toehigighf2535.8
per cent in 1980-81; it dedlimet thenssdféer till 1984-85.
Subsequestiify, there has beema sligitt inorzsse, the share
in 1987-88 beimy 22.1 per cemi. As agmirst this, the
propartm of totall curremt tramsfhees (that is sharatl taxes
plus grants) to total! Cenirall revemusss has more or less
steadiily increasst from 27.6 percent in 1974-78t0 38.8 per

cent in 1987-88. This incremse is largally attributdiie to
gramts for finamging State Plans and Cemielly Sponsgred
Schemess.

Tasiss Alnzatl : Our Appoeach

2.26 As stated earligr, after some initial] appredieeTssion,
all the States have extemdiet] theiir fulllest coapeseditionto us,
whiich undowlstetily bodes well for the tutue of
coopwritvee fediwadimm in India. We mwusi, however,
state in passing that for the successs of Indiam fiscall
federritom, it is impenattiee that mutuall suspidion betweem
the Ceniie and the Statiess and among the States  inter se
shouldl be dispegllest and a healtthy fediwedl spirt be
fostersti. On matters impingjing om fedizrliism, the
Congtiltutiovaél providim ss cam providie only the diredions;
they cam be effeciivadly implemanteed onlly in a spirit of
trust and mutuall undienstamtiiog. Theeftoee, comstiuastive
attitudie devoid of distusst and suspiion is essemial on
the part of both the Cemie and the States, ifwe areto
flouridh under a healthy cooperaitiee fedimadidon. in the
interesit of harmonipiss relations, we canmot
overRmiplasise the need for frequenit fomadl and informall
consuigition  processss, and givemn its  dominamit
Congiititioyaal  role In Indiam fedizadl pollity, the Centrai
Govelimmentt has to take a lead role In thistashk. Fruitful
and harmonipiss fiseall relatiors betwasm the Centre and



the States is a prerequiigite for resoldi ng all outstareiing
fiscal issues. The utmost coopoxgioon betwesn the
Cenire and the States has becomm ali the more
necessawy in view of the disquitating fiscall scenarin of
governmneetibai dissawing in India whicih we have detailied.

2.27 It is important to identify the meamns by whichn
the tremdl of rising revemue deficit at the Centrall and State
levels could be arrested. Cleartly, raising revemues to a
level of over 20 per cent of GDP in a country of India’s level
of income and ecomumiic develgpreent is creditaiiée.
Howewar, it woulldl be increasimgyjy difficulitdo raise the tax
ratio further althougih some increase in it may also be
necessary. We have alreadly noted that the comipirest
revenue ratio of the States could only rise by Q8
percamtage point in the six years since 153D &1. The States
do not have many prodiutive sources of revemuz althougjh
it is possike for them to tap certaiin untappst sources
such as taxafion of land or income from land, since their
tax rates are alreadly high, it is going to be difficuilt for
them to get increases in revemue other tham througih
obtaiming higher elasticities in respomse to growtth in
income. Inthis contexd, if the tremd of increasiing revemure
deficiitisto be arrested], substanta@l emphzsis woulldl have
to be givem to decelleating the growth of revemus
expendituess of bothh Cemtrdl and  State
Govermmstits.

2.28 The growth in subsiidies and interest payments
has beem an important cause of the fast rise in revemus
expemdituess at the Centrall level. In addition, wages and
salaries have grown rapidly as a result of both an increase
in govermimeent emplloymeent and a rise in wage payments
due to deamess allowanse and pay revisioms. This factar
has becomse more importart in recent years. For the
Centrall Govermmeant, the increase in wages and salanies
has beem mainly due to the revisiom of scales and
allowamges followiing the recommemiations of the Fourth
Pay Comumiisséon; in the States, howewar, this has come
about due to both revisiom of salaris as well as
substamtidl increases in  employment. If the presemt
trendis contiimue, a growiing proportion of expemtituess
woulld be incumred merelly to pay salaries to govemnmeent
employexes, which woulldl result in increasimg revemus
deficits if offsetting cuts in other expemdiituezs are not
made. Many of the States have followat in the footstgps of
the Central Govemmnmeent in revisimg their scales of pay
withoutt paying due regard to their capadity to raise
revemuess. This has a harsher impact on the wealkar
States. We beliexe that for reasoms of both growtdh and
equity, itis necessary to have a propemvegges and income
policy. But, this can be dome only in an envirammant of
stable prices, the maintemanece of whidh is the primany
responsibilifty of the Cenirdl Governmeent and calls for
proper  MacrO-STOROMIC Manageneent in q:mmm‘migg
overdll deficits and the growth in money supplly °. ltistime
that the Govemnment of India paid adequiste attemiion to
these issues in order to nurse the ecomamy back to fiscall
heaith.

2.29 Atthis stage, we may refer to the statemant of
some obsemsts that the Cemiral Governmeent is primarily

1. Because of the strict limitatiam placed on overdiraftt facilliies to
the State Govermmanits, in their case, their revenue deficits
cannat lead to an overalll deficit in the sense of borrowiing from
the Reserve Bank.
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respomsittibe for the sory state of publicfinanoss becauss
the revemuws defiolt is almo:t entirely on Central account
(exampe, 1986-87). No daubt, the kind of expenditure
policy followwat by the Cemfrel Goverment has made a
significamt contrilipuitepn to the emergence and growth of
the revemuee defigiit but we must point out that the Centre
wouild have a large revemum surplus before tax devolution

and makimg gramis; theme would be a surplus even after
tax devolutton if gramis were excluded. In other words,

the increasing trendl in Central revenue deficit is partly due
to the significant increases in tax devolution and grants
over the years. At anaverage rate of 17percent per year,
growth of cument tramsters has been faster than the
growtt of both Centrall revemue receipts (14.4percent) as
welll as States’ own curment revemuss (157 percen}) during
the period 87576 to EH®E7. Thereforctthe revenue
deficiit atdee Central level is also attributsiie partly to the
substamtiél increase in federdl cunremt tramstses to the
States.

2.30 inour analysiis, we have sketdingt! devallgpreends
until (FE-87 which is the latest yearftowivioiohave have firm
data. The revised! and budgmt estimites for the two years
foliowiing only indicate a deterivesionn in the fiscall
situation. The revemure deficiit of the Centrall Govermyreit
for ICEB-&Dis placedi at Rs. 9,84@ crore. As forthe States,
the comiiret] revemure deficit of deficit States is likely to
amout to Rs.2,463 crere in that year. The combiimet
revemue deficit of the Centre and the States is likely to
constitute 3.3 per cent of GOP. In the light of this
contimuing deterioeation of the fiscal  situatiom,
achieviimg the objedtixe of "not only balanding the receipts
and expemditueas on revemue accountts of both the States
and the Centre, but also gemerating surpluses for capital
investment” placed before us in our temms of referemce, can
only be adistamt goall, but elimimzting the revenue deficits
as early as possitite is an absollute fiscal imperatie. We
shall, thersftore, set before ourssives the task of phasing
outthe revemue deficits duriimg the next six years so that
by the end of the fiscall year 1BB#35, the Centre and the
States woulld be balamndging their revemue accoumts. We
shalll have rendierati whait we consiitier to be an important
service to the natiom if we sucosstl in persumtiing the
Cenfrl and State Govemnneerts to work towards this
objective which shoulld not be difficuilt, realisimyg that only till
1981-82, both the Cenire and the States had surpluses in
theiir revemure  accounts [Anmexuee H65]. We realise that
evemn achieving balamze is by no meams an easy task but
givem high degree of fiscal disciplire on the part of both
the Centre and the States it is not unachiiessdide. What is
needed is poliificdl willl. But it is necessagy to remind
oursgives that a satistagtoyy and enduding solution to the
probilem of Centre-State relations canmat be foumd  except
througjh soumd! and disciplireed fiscall management. The
Centre bears the larger respansiiilijy in that it is primanily
respomsiiie for the mainisranee of price stability without
which the finances of the State Govemmsints, weak as
they are individusljy, are thrown out of gear.

231 In the abowe comtext, one of the terms of
referemae that requires the Commiigsion to adopt a



normative approach, assumes great importance. We do
not consider this to be a directive to the Commission, but
regard it as a salutary suggestion intended to induce
sound fiscal management at the level of both the Centre
and the States. We have decided to adopt a normative
approach due to the inherent merit of such an approach,
the adoption of which seems to be the only way for solving

the problems we. face and for ensuring equitable
~re~tment to t~e different, governments, We have

Indicated  earlier that while .an adequate volume of
resources must be made available to the States for
f1r th Cc n I 1 b" T th f
u ling elr onsiulona olga lons, e mann~r o

resourc~ t.r~nsfer should not be such as to weaken flsc~I
res~on~lbllity, and mu~t.leave scope at I~ast at th~ .margin
for linking revenue ralsl~g and expenditure declsl~ns, It
has been the contention of several profeSSional

economists and also of m~ny States th~t t~e g.ap fI’IImg

approach adopted by t~e Fmance Comm-~sslons mthe pa~t
was  not condUCive to encouragmg economy In
expenditure and rewarding of efficiency and fiscal
prudence. Atthe same time, since gaps were taken to
indicate needs, genuine needs could not be taken care of;
nor was it possible to make allowances for differences in
taxable capacity, leading to deficiency in capacity in
particular States. On the other hand, itwas possible for
individual States to undertake more expenditure without
raising correspondingly higher resources and pass on the
burden of the increased expenditure commitments tothe

residents of other States via the Central budget.

2.32

States. Two principles are involved: (a) maintenance of
fiscal responsibility and uncompromising commitment to

economy and efficiency; and (b) inter-State equity _the

genuine basic needs of all the States should be taken into
accour;Jtalong with differences intaxable capacity. Once

This is not a matter concerning the Centre.vs,

assistance isgranted on the basis of these two principles,
itwould clearly be the responsibility of each government
(including the Centre) to balance its revenue budget.

2.33  Itwould, of course, not be correct to state that
the previous Finance Commissions did not adopt any
norms in re-assessing revenue receipts and non-Plan
expenditures of the States and the Centre. For example,
certain normative rates of return on investments in public
enterprises were assumed while projecting revenue
receipts. On the expenditure side, certain items of
expenditure were wholly or partially disallowed. Again,
maintenance expenditures on irrigation, buildings and
public  works: were projected on the basis of certain
engineering norms.  But norms were only selectively
applied. Ingeneral, except for occasional disallowances,
all other commitments made by the different States and
the Centre as on a particular date were accepted and
norms were brought in only to determine the rates of
growth of expenditure items that were to be allowed.
Similarly, on the revenue side, the level of revenues
existing in the "base year" were taken as given and were
projected atnormative rates of growth. This meant that
almost all expenditure commitments (the scale or volume
of different services and the actual costs thereof
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regardless of extravagance or economy) were considered
justifiable. Furthermore, the approach implied that itdid not

matter to a State if it disregarded the normative rates of
growth prescribed by a Finance Commission because the
next Commission would in any case accept all existing
commitments regardless of the actual past rates of
growth.

2.34  The basic departure that we shall be making in
the assessment of revenues and expenditures isthat, at
least in respect of the five-yearperiod(1990-95) Iweshall
not take for granted the base.
revenue or the expenditure si
which to proceed. We shall endeavour a normative
assessment of capacities and needs so that each State
would be expected to raise what itcan, given its capacity,

anOI W|11 be a”oweOI expendlture Ieve Is commensura te
with

its normatively determined needs. It follows that

"base year" figures cannot be taken without modification in
th fth C t |
e enreaso.

2.35 Some basic considerations have to be kept in
mind while adopting a normative approach. First, the
distribution of revenues between the Centre and the
States must be made in such a way that the two layers of
government are enabled to fulfil their respective
obligations satisfactorily as enjoined in the Constitution.
The norms applied should not be discriminatory as
between the Centre and the States. Second, the
distribution of revenues among the States should be

Jear figures either on the
e as the "right" figures on

ecase 0O

is enabled over time to
of basic public

equitable so that every State
provide a specified minimum standard
services. That is, the States with less capacity should be

able to improve their relative standards in respect of
essential services. Third, the assessment of revenues

and expenditures should be done in such a manner that

incentives for greater revenue effort and economy in
spending are not curtailed.  Fourth, the States should be

freetoprovidemorepublicservices and defray their costs
through additional levies on their respective citizens.

Finally, the norms adopted should be consistent with our
overall objective of balancing the revenue accounts of the
Centre and the States.

2.36  Another major issue pertains to the suggestion
in the terms of reference that the Plan and non-Plan
sides of the revenue accounts should be considered
together in assessing receipts and expenditures of the
Centr~ and the States. This brings to the fore the
controversy about the role and authority of the Finance
Commission vis-a-vis the Planning Commission and the
scope of Article 275 of the Constitution vis-a-vis Article
282. The issue has been debated inthe media as also in
the various seminars organised to discuss the tasks
before us. Some State Governments have also raised
these issues in their memoranda. We have obtained
the opinions of the top constitutional experts in the
country and are examining the matter. We shall advert to it
in our second report. Meanwhile, as indicated inour terms
of reference, we have proceeded to assess total revenue
rece ipts of the Centre and the States including additional



resource mobilisation. Likewise, we have also assessed
the revenue expenditure of the Centre and the States in

its totality both on the Plan arid non-Plan sides. For the
purpose of our assessment of the Central revenue
expenditure, we have included conventional non-Plan

grants; grants for State Plan Schemes and externally

aided projects; and grants for Central  Sector and
Centrally Sponsored Schemes.
2.37 The compartmentalisation of government

revenue budgets into Plan and non-Plan, particularly on
the expenditure side, has led to a situation in which only
part of the budget isconsidered at a time - the Plan side by
the Planning Commission and the non-Plan side by the
Finance Commission. Ithas generally been assumed by
the Planning Commission and the States that all new
committed expenditures arising out of Plan programmes
will be taken care of by the Finance Commission. On this
assumption many programmes have been undertaken
without taking into account the long-term implications for
the revenue budget. On the other hand, if the Finance
Commission confines itself to the non-Plan  side, a
normative approach cannot be applied since total

capacities and needs have to be considered inthe context
of such an approach. Further, if the total revenue
expenditures, Plan and non-Plan, are not assessed by
one body, there is atendency on the part of Ministries at
the Centre and Departments in the States to put forward
proposals for new expenditures in the course of a Plan
with the result that there is no effective control on the
growth of total revenue expenditures. We have already
noted that the Constitution does not restrict the Finance
Commission's jurisdiction to merely the non-Plan side of
the budgets of the Central and State Governments. The
implication in the terms of reference given to us that the
total revenues and revenue expenditure should be
assessed without making a distinction between Plan
and non-Plan, conforms to this Constitutional position.
Inconsider.ing the Plan component of the revenue bUdget,
the Finance Commission would have to work in

collaboration with the Planning Commission. We have

already initiated  discussions with the Planning
Commission both at the level of officers and that of
Members. Though the Finance Commission  has

therefore to assess both Plan and non-Plan expenditure,
it was our decision made at an initial stage that the
Finance Commission shall not disturb or weaken the
planning process; economic planning must continue to be
the prerogative of the Planning Commission.

2.38 The adoption of a normative approach and
incorporation of the Plan side of the revenue account,
however, gives rise to some important operational
difficulties. As comprehensive norms have to be
developed for Central and the State Governments for the
first time, several conceptual and methodological isSues
have to be resolved. We are also aware that the norms
prescribed by the Finance Commission would have to be
realistic so as to be capable of being adhered to by the
Central and the State Governments. In undertaking this
task, itisalso riecessary that the existing inst"utions and
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the developmental process initiated through the planned
programme should not be hampered in any way, but
instead, that a conducive fiscal environment should be
created for economic planning.

The Approach for 1989-90 Assessments

2.39 The normative approach that we fashion should
not only sastisfy the criteria that we have outlined earlier
regarding equity, efficiency and fiscal responsibility, but
should also lead to the phasing out of the revenue deficits
and then in due course to the generation of surplus for
capital investment. The detailed working out of this
approach and its translation into a practica ble plan would
take considerable time. It would not, therefore, be
feasible to adopt this approach in  making
recommendations for the first report for the year 1989-90.

Besides, since the new approach would mark a radical
departure from the basis on which Finance Commissions
have been operating, it would not be fair to the parties
concerned to adopt itwithout giving them sufficient notice.
Moreover, ifany radical changes are made in the criteria
for the inter se distribution of resources among the
States in the last year of the Seventh Five Year Plan, it
would upset the calculations already incorporated in the
Plan. Keeping these factors in view, for making our
recommendations for the year 1989-90, we have opted
for a selective adoption of norms inthe assessment of
revenues and expenditures.

2.40  Even forthe first report for the year 1989-90,we
have assessed the revenue receipts normatively. On the
expenditure side, however, we have made the
assessment largely on the basis of the assumptions made
by the Eighth Finance Commission. The methodology of
assessing revenue receipts and expenditures of the
States is detailed in Chapter 3. Central receipts and
expenditures also have been reassessed by adopting
normative rates of growth. Wherever comparable,
uniform norms have been adopted inthe assessment of
Centre and States. The methodology adopted to assess
the Central revenue receipts and expenditures are
discussed in Chapter V.

The Approach for the Period 1990-91to 1994-95

2.41 Forthe five year period from 1990-91 to 1994-95,
the normative assessment of revenue and expenditures
has to be carried out intwo stages. Inthe first stage, the
revenues and expenditures of each State would be
normatively  assessed  with reference to average
performance. This isto be done inorderto place different

States in the "right place" in a relative scale of
performance and needs. This kind of assessment is
mainly intended to ensure fairness of treatment in
regard to distribution of revenue.

2.42 Normative assessment of revenue receipts

involves the estimation of taxable capiicity and non-tax
revenue capacity. Taxable capacity will be estimated on

the basis of an appropriate method such as the
representative tax system approach or the regression
approach. Non-tax revenue capacities will  be



determamedi by applyiing normadve rates of refurm on
investrents and normaiing: earnimgss from such sources: as
forestg and mines. Also, reasomabée levels of user
charges woulld be assumedi in  respect of services
provided by the govemnmegitds. The normative estimtss of
revenues, basedi on capaciitess, fortthe latest year forwicti
the required] data are availalike woulldi be them projectec! for
the recommemthgtion periodl on the basis of nommefiv:
growtin rates.

2.43 In makimg a normaiivee assessnemt of non-Pliam
revenue expemdiituress of the States, a distimction has to be
made betwezm non-dexaigpneerdhi and devellgpneendal
heads. Expendiiure needs under the head of
‘admimistiedivee and genera! services' woulldi be  assessat
on the basis of the justifiiée costs of providiitgy an average
standandi of these services in the differemt States. In
respect of social and ecomomitc services, expemdituee
would be estimeaisti on the basis of prowvidigg physical
standamdts of services alreadly aftaimedi in the different
States at justifitilée cosis. As regards various welfae
programnmess and subsidiess, a view will be takem as to
which expendiituess are {0 be disalllovezt!, partilly or fully,
by applyimgy uniform criteniz. Central tax revemuess wouildi
also be projected at nonmwitive rates of growtth for the five-
year period. As regamis non-@x revemuss, normaiine
yields will be estimetetd by applyiing yardstiidies similar to
those applied] in the case of the States with suitaiike
modifications. Agaim, the major items of Central non-Pliem
revenue expemdiituez, other tham interest and defemme,
would be assess=t] on a normiaiine basis after examiming
needs and possiliie ways of achievingy econamy.

2.44 Before commeriingyg the secomdl stage of
asseszmam}, we shall temtativadyy work out the quamium
and pattenn of devallution of taxes, as welll as gramis+ineddd.
The Conmmissian woulldl derives, in collatoeaiéon with the
Planningy Commisséon, minimuwm levels of revenus Plan
expenditlure that shoulld be providist! (part of this coulldi be

used for equalisatiam purposes).

2.45 In the secomd stage of assessnwmnt, on the
basis of the estimatat revemues and expendiituess and
the devallutiton of Centrall taxes temimtiedyy decidizd upon
revemuez balamges for the Cemtrall  and individiusl! State
Govermmeemiés will be workexdi out. Most likely, the
estimaizxll revemue and expemdiituee figunes woulld result
in revenues deficits for some govenmmeends as well as a net
aggregrte  deficit, becawse on the revemue side, the
aggregatte of normaiine  estimstss wouldl not differ
signifiicanilyy fromn the actuals of the base: year. In ordertto
compikste the nonmaiine assessnent, we shall target the
rates of growih of revemurzs and expendiituess so as to
climimztie the revemue deficitts by the end of 1994-95. The
revemue defigit is to be phased out partly by bringjimg down
the revemuee expemtlituee ratio (to GDP) througjhn
decelewting non-Pllan revemue expemtiitre growth, and
partly by increasimg the revemu ratio. The contriliputtion to
additiorea! revemuee growtth and to redudiiion in non-Plam
revenue expemdiituee growdh, to be made by differemt
govermmezngs, wouldl have to be detenmiireeld keepimg in
view such factors as levels of expemtiituee in relatiom to
the average and relative taxaiilke capaitess. Should some
govermnegmds be left wilh deficits evem after this
exercige, some modifitomss wouillll be needed in the
amournt of Central! tramsfires. In any chamgge to be made in
resourge tramsfier, the importanmee of maintziiming the
viabilitty of Centrradl finamces wouiltl be kept in view.

2.46 What we have deswilizet] above indicaties the
broad approath we intendl to adopt in making our
recommaTiciditions for the fiveyezar periodl. The details
willl be wortkest! out as we procestl willh the exercise. We
felt it was only fair that suffigisnt notice shoulldl be given
about the chamgre in appresdh so that the Centre and the
State Govermnegrds might start adogpiing adjustmemt
policies fortimiith.



REASSHESSMERN I OF THE FORECAS BS OF STANES
REVENUEE RECEWPTS; AND EXPENDITUIRES:

3.1 As we have indicatiexti in Chaptisr 1, althougfh the
application of norms to both revemie receipts and
expendituess is desirallie]1983000 being the last year of
the Sevemtih Plan, a suddem depariiree from the approsac
adopted! by the last Commissorn wouwlkdi tend to nullify the
assumyitmTss on the finamgingg of the Plan and dislocate
the planming; process alreadly initiated. Xeeping this in
view, and considiering that our exercise for 1989- 90
provides an opporturmityy forweokingg out a gradius! transilion
to a more rigorous appliczton of the normatiinee approacdh,
we have adopted! the norms  selectiwadly in our
assessmmmt  of  revemure  receipts and revemus
expenditiress of the Centre and of the States for the year
1989-9¢C.

3.2 Normaiive assessnwmnt of revemue receipis
involves the estimaiiion of revenue capadity, whidin in tunm
requires the estimation of taxalke and non-tax revemus
capaciiees. While the non-tax revemue capadiily was
assessed] normatinagdyy evem in the past, tax revenues
have genenaljy beem assessat by previgus Conmmisginss
on the basis of historicall tremdts or some assummst] growin
rates over the base year. In this process, the levels of
relative under-tmedtion and over-tmwdtoon by the differart
States was not takem into accownit.

" Projtiion of Tax Revenuess

3.3 Themre are two main approadiess to estimaiing
the relative taxaie capaciiess of the States. The
"Repressmiteitiee  Tax Systemi” approagh estimates the
taxaliike capadily by applyiimg a “standtart tax systemi” to the
tax bases in the differemit States. The standtaxi (or
represemtatved) tax system is built up by worlkimg out the
average: effective tax rates whicth are ratios of the sums of
the actuall revemuz from the differanit taxes levied by the
States to the sums of their respedtfire estimatxt! bases. By
aggregrling the capaditéss in respedt of individius! taxes
levied by a State, the totall taxaiike capadily of that State is
derived!. Estimating taxalfijle capaciiess on the basis of
this methodl requires compilition of volumiimouss data on
tax bases and their proxies, and therefioes, cammut be
compiletiet in a short period. We have, thersfoee, entrustist
this study to the Natiome! Institute .of Public Finance and
Policy, the resultis of whiich woullll be availatiEoayiipfonour
secomd] report coveriing the period 1990-95.

3.4 An altenmaiire methad! of estimaiing taxalyke
capacity is the regresson approssh. Givem that
differemzes in tax revemues among the States are
attributitiiée to differarmess in factons  affectimy taxalike
capadity on the one hand, and differersss in tax effort on
the other, taxalile capadity is estimatstl by regressing
per capita tax revemues or tax-SOWP ratios of differamt
States on taxalike capadity varialikes. By substitutting the
actuall values of the capaity variatites in the equation, the
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estimate> of taxalde capamily is obtanmdl (0 the the
differamess in tax revemuss amony; the States due to tax
effort factans are takem to be represgrits? by the residual.
In other wordis, the relative: taxalk: capaotty is the amount
of revenus a State can raise if it uses its capadityy to an
"averagps” extent. 1 The major probiem: witi this approacih
is that variafon in tax revemus: on accowmt of tax effort
factoss canmatt be separstkrtl from:  the varnamze due fo
random errors

3.5 We have estimaizll taxaiu capadty for the 14
major States usimg the regresson approsdh with some
modificatass. {For the methoditiigyy appliedi to other
States, see,para 3.10) Specifiizaljy, to overganmes the bias
arisimg from takimg ‘effort’ as a residuall. we have pooled
the cross-seutidon obsemwdlionss with time-saiss from
1980-81 to 1984-85, and endogmiiteed the effort factors
by specityig dummmy varigiiess for each of the States. The
shifts in the tax funciimn over time have beem quamifiesi by
speciffyiig time dummy variailies. Inondistdo standandie
the dummy varigies specifst! for the States, their
coeflignss were restricteri to sum up to umity. The
States are not all structwadlyy homogsresnss, beimg at
differemt levels of develmpmesnt. It is thereforee necessany
to evolve separaie norms for groups of structurally
homogmresniss States. Forttiss purposs, we have grouped!
the 14 major States into three categwiéss - high income,
middle income and low income, om the basis of their
averagee per capita income levels durimg the triemmium
1982-83 to 1984-8%. The detaiikti methodidtayy employed
to estimmzite taxalke capaditess of the States is set out in
Appertiix |,

3.6  After expenimestitiag with a numbenr of taxablie
capadily variaiiess, we finallly includied] in the equatiioms the
per capita SDP, the propatimn of non-priinsyy sectora!
SOP to total SOP and the Loremz ratios of conswmest
expemdittuee distritouticon, computket! on the basis of NSS
consumegr expemtiituee data for the 32ndi Round (1977-7%)
and 38t Round (1983-&Y), interpalkited for the relevamit
years in the equaiiorss. Of the various specifiicattionss, the
log- linear fonm provided! the best fit for all the three
categméss of States. Also, the regression coeffigmriss
had the expectst] signs, and there was no signifficanit seriall
comrglmtion. We have, therefiwee, prefemeti to base our
normiive projecimrss of tax revemuss on the basis of
these equatirs.

37 By substiiting the actual values of the
explamgtoyy vari@bbss for the year 1984-85 and the
averagre values of the States' dummiess. (1/n), whene n
represanits the totall number of States in the group, an
estimeite of taxaiile capadily was derivext! for the year

1 The average here refers to the averagre behaviowr
as revealstl by the regression equation.




1984-85. Takimy this as the base, proje tions were made
for 1989-9Q.. For this purpose, the growth rate of tax
revenues for each of the States was derivedl by
multiplyimg  the income elasticily of tax revemues
compuiteti for the relevamt group of States with the rate of
growtth of SOP in the State concemwst. Elasticiiies
estimzttzt] for the period from 1974-75 to 1984-85 were
1.10 for high income and middle incomz States and 0.92
for the low income States.

3.8 The tax revenue projeciors thus derived are at
1984-85 tax rates.d Estimaties of revenues at cumert tax
rates werge derivedd by adding the revemue effect of
discrefiioreaayy measures undettsien between 1985-86
and 1989-90 to the projecter normative  estimatess.
However, informeaiion on the yield of disoratimraayy
measunes was avaikike only for the first three years of
the Sevemih Plan. To estimate the additiomad! resoungs
mobilisziion (ARM) to be undentsiesn througih taxes forttiee
entire Plan period, the propartiion of (ARM) througfh tax
measungss actuallly undertieen to totall ARM in the first
three years of the Plan, was applied to the targettsd total
ARM for the Plan period. The same proportion was
applied on the targets for 1988-8%. In respect of the States
which have alreadly fulfilled] the targets in 1984-8% prices,
the actual revenue effect of the tax measunes undentizesn
from 1985-86 to 1988-8%9 was takem for 1989-9Q. In the
case of States fallimg short of the targeitst ARM througih
taxes, the differemsze subject to a maximuwm of 10 per cent
of the target was added to the estimaitzt 1989-90 yield of
ARM measuness undentigtesn upto 1988-89.

3.9 The comypaiison of the normative estimates with
trend estimgites indicates the magmitutie of relative
undertaxation and overtasiion in differentt States. We
find that in the case of some States, there is relativally
substamti! undenaseaiion and it would be too difficwitt for
them to "catcin up™ in one year. To be realisfic, and to
mitigate the hafﬂhmm arisimgy from the suddem adoption
of normatiive ‘approaci, we have modertzt the
normative estimettes. Thus, in cases whene the normative
estimates are higher tham the tremd estimaites, we have
moderattatl the normaiive estimates by adding 50 per
cent of the shortfalll, Silbiject to a maximunodf 15 perceti
of the tremti estima@ites. Comesponilingly, we have
moderaitst] the estimates evem for the States wiose
normative estimmgtss are lower tham the trend estimates
by adding only 50 per cent of the differenudfneexwre
1)1)Thus, these States are providist with the rewand for
their better tax perfamzanee by way of 50 per cent of the
differemze betwesn the normative estimates and the trend
estimaties. Atthe same time, we must state categuaricdljy
that States must take note of their shortfzlis and adopt
approprigte remedidl measumes to reach perfommeanee
levels on par with the average of the States in their

group.

3.10 The abowe anallysis has been caniiedi outftotithe
14major States in the Indiam Union, i.e. leaving aside the

1. This is not true for each individluz! State, but for
the States as a wholke.
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specil categrory States and the newly-formeed States.
The reasoms for leavimg out these States are that
essemiidly these are heterogereous in charadter,
detailed] reliablie data on the explamdtoyy variabies are
not avail@hte for them and in some cases, asthe States
have recently beem fonmmesti, it woulldl not be appropite to
judge them om the same yardisicks; as appliedi to the major
States. In the case of these States, therffoee, we have
applied normwie rates of growtin of tax revemuss and
have not attemptetl to estimaie the levels Of under-
taxaimn or over- taxaiwn in the base year. The moderated
rates of growtth of tax revemusss for thess States have
beem derived by multipljing the "group” income elasticity
of taxes with the rates of growtih of SOP. Thie esfimmesiat
elasticity in these States was 0.9. To be comsigtant with
the projeciiors made for the major States we dierived the
estimatizs at 1984-85 rates of taxes. Thersfoee, the rates
of growttn were applied on the estimaizti base year figures
of 1986-87 at 1984-85 rates, which was dérired by
deductimg the ARM for the two years 1985-862wmdi1986-
87. The rate of growith of SOP upto 1986-87 wars estimated
from the States' estimetess of SOP and for stibissemyesrit
years, the trendl rate of growth of SOP was takem. To this
was added the estimaitat yield in 19893-90 of the ARM tax
measunes introdurzed subsequest to 1984-83 to arrive at
projeciiorss for 1989-90 at cumremt rates 0f taxes. The
resulis are presemtsd in Anmexuee 112.2.

3.11  The normaiive assessnwett of tax revemuess of
the States raises the issue of revemus los$ arising from
the prohillpiion policy on the conswmypiton efitiquor. We
have thus far normaiinadyy estimaiz the fax revenues
by makimg relative compaitsoss amomy the States,
withowtt takimg into accoumt any loss of revemus resulting
fromn prohilpiiion policy. The issie is relevamt in the case
of Gujarat, whene there is totall prohisiion, and Tamil
Nadu, whenme partigl prohilsiton on the safe of coumtry
liquor was introdiucet last year (1987-83).

3.12 Prohilitiion policy has adverse ramificaiorns 6nn
the finamozss of the State Govermnusmds. Imposiiion of
prohilniiwn, in the short run, results inttree direct reductiom
in revemue receipis. Even in the long run, itis argued, the
increasetl  collegtion of other taxes may not entirely
comparssade the loss of revemure from State excise duties,
for the money not spemt on the comswmpiion of liquor may
be either saved or spemt on commudiiiéss that are tax
exemiit orteweeld at lower rates. But as against that, the tax
bases could be expeutt to be higher because of the
faster increase in income due to larger investmesnt and
higher produmtiviyy. Howewsr that may be, it would be
reasomndiiée to expedt that there wouildl be loss of revenue
in the short run.

3.13 While the adverse finandid! implicatirs of
prohipition  policy are clear, it is up to the State
Govermneends to decidie whait poliicies they should! follow.
The issue, howewet, is whetisr the Centre should bear the
cost of prohilliition in the States, and if so, for how long and
to what extemt. As the past Commissswnsdokidepted
historizall growth rates to projegt tax revemues, they



implicitly excluded receipts from State excise duties in
the States enforcing prohibition. But, ~s we have
normatively assessed total tax revenues, the potential
revenue from State excise duties are implicitly included
even in the case of States where prohibition is in force.

3.14  We have estimated the loss of revenue arising
from the introduction of prohibition policy. For this
purpose, the revenues from State excise duties,

averaged for the period 1982- 1985, have been related to
per capita SOP, proportion of non- primary sectoral SOP
and consumption distribution as measured by the Lorenz
ratios, in a log-linear regression model. Only 12 major
States where prohibition policy has not been in force were
included. The resulting estimated parameter values are
used to project the excise duty revenue that would have
accrued in 1984- 85 given the economic structure of
Guijarat. This was projected for 1989-90 by multiplying
the group-specific buoyancy of State excise duty with the
rate of growth of SOP in Gujarat reckoned on the basis of
the past trend. The total loss thus estimated for Gujarat in
1989-90 works out to Rs.237.58 crores. In the case of
Tamil Nadu, we have merely extrapolated the past trends
to obtain the estimate of revenue from country liquor that
would have accrued had prohibition not been introduced.

The amount of revenue thus estimated works out to
RS.388 crores.
3.15 While in principle, the States following a

prohibition policy should be expected to bear its costs, a
sudden departure from the past approach could result in
severe financial hardship to these States. In order to
soften this, we have partially taken into account the loss of
revenue on account of prohibition policy and adjusted our
normative estimates. Inthe case of Gujarat, considering
that prohibition has been inforce for a long time and that
the loss in revenue would have been partially made up by
this time, we have taken into consideration only 40 per
cent of the loss and accordingly reduced our normative
estimate of tax revenue by RS.95crores. Inthe case of
Tamil Nadu, given the shorter time span the policy has
been in force, we have allowed for 50 per cent of the loss
and have adjusted the normative tax revenues by RS.194
crores. Inthis connection, however, we should state that
the cost of prohibition, to the extent not compensated by
increase in other revenues, inthe years to come will have
to be borne by the States themselves without any
assistance from the Centre.

Projection of Non-Tax Revenues

3.16 ThE'; major source of non-tax revenues are
interest receipts and dividends, receipts from forests,
mines and minerals, return on irrigation works and
receipts from departmentally-run undertakings.

0] Interest receipts: The Eighth Finance
Commission, while estimating interest receipts on loans
advanced (excluding the loans to commercial
undertakings), stated that the recovery of interest by the
States has been much less than that expected by the
Seventh Finance Commission On the basis of the rates
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of interest levied on the different categories of loans by the
State Government (excluding loans to the public sector
undertakings), and by taking into account the arrears, the
Commission reckoned interest receipts at an average
rate of 6 per cent on the outstanding loans advanced by
the end of 1983-84. We do not see any reason to alterthis
norm and accordingly have reckoned interest receipts at
6 per cent on the loans estimated to be outstanding atthe
end of 1988-89.

(i) Dividends: The number of public sector
undertakings run by the States has grown rapidly overthe
years. They vary widely in regard to size, activity and
financial performance. The share capital investment of
States inas many as 827 undertakings (other than State
Electricity Boards and State Road Transport
Corporations) is estimated at RS.5164 crores at the end of
1988- 89. A statement giving the State-wise break-up of
enterprises and investments is given in Annexure 111.3.

Many of these public enterprises continue to make
losses and invoke sizeable budgetary support from the
governments. Itis necessary to realise that investments in
these enterprises are made by drawals from household
savings which could. otherwise have gone into productive
investments in other areas and therefore, itis necessary
that they should generate reasonable returns. While the
enterprises in core areas and those of a promotional
nature cannot be expected to yield commercial returns,
our analysis shows that a large number of non-core and
non-promotional  enterprises have been making losses
year after year. We suggest that the State Governments
evolve a concrete programme  of restructuring the
enterprises to check the drain on the exchequer. Those
units which could be made commercially viable by
financial restructuring could, ifrequired, even be assisted
by injecting some capital on a one time basis. At the same
time, those units which are inherently unsound must be

phased out. We are fully conscious of several complex
issues, including the human ones, involved in this
exercise. But the situation is far too serious to warrant

any complacency. One cannot countenance this kind of
wastage of resources which are badly needed for the
provision of basic services like water supply, primary
education and health care for all the people of the States.
To the extent a State Government is unwilling to cut these
losses, they would have to be largely borne by the citizens
of that State themselves. Perennial budgetary support
for undertakings inthe non-core, non-promotional areas
undermines our capacity to fulfil the national commitment
to ensuring social justice.

We are aware of the fact that in a developing
economy like ours, sizable investments, not only in core
areas but also in promotional ventures, are imperative. In
fact, the States have been investing in a large number of
enterprises with the primary objective of encouraging
various traditional crafts such as handlooms, carpet.
weaving, wood carving, leather goods, bronzeware and
gems and jewellery making. These activities serve an
important  so..;:al purpose and should not be viewed



purely commercially.  Nevertheless, the commercial
elements in these operations should be adequate to break
even. Similarly, financial enterprises have promotional
elements and therefore cannot be expected to generate
returns at commercial rates. Considering this, we find
ourselves in agreement with the norms adopted by the last
Commission. Consequently, like the last Commission, we
llave classified investments into three categories -
namely, promotional, financial and commercial - and
have worked out dividends at zero, 3 per cent and 5 per
cent, respectively, for the three categories.

With regard to investments in cooperatives also we
have followed the approach of the last Commission.
Thus, investment in Cooperative Banks (including land
developmental banks), Credit Societies, Sugar Mills,
Spinning Mills and other Industrial Cooperatives have
been reckoned to generate returns at the rate of 5 per
cent. Cooperatives engaged in processing,
warehousing,  marketing and housing activites and
consumer societies are recl<oned to yield areturn of 3 per
cent. No dividend has been taken into account from the
investments in dairy farming, fishermen societies, labour
and cooperatives organised as part of the programme on
Tribal Areas Sub-Plan. However, in the case of
cooperative's which cou Id not be fitted into any of the three
categories for want of information, we have adopted 3 per
cent return in our calculations. The amount of dividend

estimated for the year 1989-90 is shown in Annexu re
11104,

(i) Revenue from forests: Estimation of revenue
receipts from forests poses some serious policy issue~.
The conservation of fore'sts to maintain ecological
balance and prevent environmental degradation has, in
recent years, assumed an important policy perspective.
Undoubtedly, the nation's forest wealth has been subject
to rapid depletion due to indiscriminate felling of trees,
thefts and extractions. Infact, the Government of Madhya
Pradesh has drawn our attention to a resolution adopted in
the 22nd meeting of Central Board of Forestry held on
December 7-8, 1987 and attended by the State Forest
Ministers, sU~IQestingthat felling of trees should be
banned and @ the Finance @ Commission should
compensate the States for the loss of revenue. We
recognise the merit in this argument. However, in our
estimation, some legitimate felling of trees would continue
and hence we have projected the revenue receipts atthe
levels prevailing in 1988- 89 as indicated in the budget
estimates of the States.

(iv) Mines and minerals: As regards royalty from
mines and. minerals, we have adopted the estimates
made by the last Commission suitably adjusted for price
increases. Inthe case of Gujarat and Assam, the receipts
from royalty on crude oil as indicated in their budget
estimates of :1988-89 have been taken. As regards
cesses on minerals, we have projected the receipts at the
levels prevailing in 1988-89 as indicated in their budget
es~i'lHies. For the next report we should be able to
iA"l"Jependenflywork out the estimates on the basis of
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relevant data on minerals yet to be received from the
States.

(v) Irrigation receipts: An important area, which
requires greater attention in the near future, is cost

recovery in irrigation. The large investments inirrigation
have not been yielding positive returns and have proven
to be a major drain on the States' exchequer. On the one
hand, overprogramming and non- sequential planning has
resulted in spreading resources thinly on severallJrojects
with delays in project completion and consequent cost
over-runs.  On the other hand, water charges have not
even covered working expenses, leave alone generating
positive returns on these investments. At a stage when
further investments in irrigation are required, subsidies of

this magnitude cannot be sustained. In fact, even the
assumption of the previous Commission that the water
rates would at least cover the operational and

maintenance costs by 1988-89 has been belied. Keeping
this in view, we have not considered any improvement in
the norm for 1989-90, but have assumed, like the last
Commission, that the working expenses would be fUlly
covered by user charges in 1989-90 except inthe case of
hill States where the cost of maintenance works is higher.
However, some actions have to be initiated to recover
higher returns on these investments during the period of
the Eighth Five Year Plan.

(vi) Receipts from Departmental Schemes: In some
States water supply schemes and milk supply schemes
are run departmentally. In the case of these schemes,
too, we have retained the norms prescribed by the Eighth
Finance Commission. The last Commission had assumed
that the losses in 1982-83 would be reduced to 50 per cent
by the end of 1988-89. We too have assumed this amount
of loss and suitably adjustea itfor increases in prices.
With regard to milk supply schemes, we have assumed
that the receipts would be adequate to cover the
expenses and no losses would be incurred. As regards
the industrial units run departmentally, we have reckoned
a return on capital at the rate of 5 per cent.

(vii) Other receipts: All other receipts were projected
on the basis of the Eighth Commission's norms. The last
Commission had assumed 5 per cent growth of revenues
in real terms. Their estimates for 1988-89 were adjusted
for price increases and projected to 1989-90 assuming 5
percent growth inreal terms and a price increase of 6 per
cent.

Return on Investments in Power Projects

3.17 An activity inwhichthe State Governments have
invested heavily is power generation. The total
outstanding loans to Electricity Boards and direct
investment in Electricity Departments ason 31.3.1989 is
estimated at RS.23639.78 crores. Most of the Boards,
however, have been incurring heavy commercial losses
(gross operating surplus less depreciation less interest
due) year after year. The Planning Commission had
projected the commercial losses of the Boards for the
Seventh Plan period at a staggering Rs.11, 757 crores



(excludiimy subsidies)) at 1984-8% rates. During the first
four years of the curremtt Plan the losses are eported to be
Rs.7,519 crores, at cumremt rates. In 1988- 89, only two
SEBs, those of Andima Pradesh and Maharasiitea, are
expectt] to show any commey(Cial profit. (Annexuree [113)5)

Many reasoms have been cited for the poor
performearee of State Electricity Boardis. An importamit
reasom is the low operaiimg efficiemgyy and heavy
transmisgoon  and distrbwion losses. Apart from this,
unrealigtic and unecaomomidc tariff structure which is much
below the cost, has also beem cited as an important
factor. It is essemitdl that a ratiomal pricimg policy be
pursued to improve the finamgi| results and eliminggie the
subsidiisstaon of unintemdzt conswness.

These large investmstitss cammat be permitet to
contimuedlly yield such high negatiwe retumns. For, this
affects not only their viabilijy, but also the overall
availalnilly of resources whidhn are requiredi to be
generatkxt for the Plan programmess.

3.18 Infact, the latest amemitnesnt (1983) to the
Electrictyy (Suppily) Act, 1948 stipulattss that the Board
shall leave a surplus of at least 3 per cent on its net fixed
assets in service after meeting its depregition and
interest liabilifies. The Venkataranaan Commiitkee (1964)
had recommenield a retunm of 11 per cent consiwstiing of 6
per cent as interest on capita], 3 percent as net profit, 1/2
perast as approgpittion to resernves and a notionel 1-1/2
percamban account of electiidijydityy. The Rajadhyaitstza
Commiitkze (1980) recommemield that the annuall rate of
return on the average capiia! base shoulldl be 15 per cent
after providiingg for operaiing expemsss and depredaion.

3.19 Consiteiing the imperatixe need for generaiing
surpluses from these investmamits, we, like the Eighti
Finance Commigsaon, have assumed that State Electrigily
Boards wouiltl yield a retunm at the rate of 7 per cent on the
estimatesd] outstamdtiing loans (investmwid) at the end of
1988-89 advamust] by the State Govenmestiss. In doing
so, we have excludit the investmesmés on  worksHin-
progress, and the portiom of loans attributiaifjée to rural
electrificzatoon. Atthe same time, we have also givem crediit
to the sums realisedi by the State Govermmesttds by way of
electrigity duty. The estimetst] retunms on the investmeTiss
in power projects by differenit States are showm in
Annexune [116.6.

Investmomts

Returms on in Road Tramspott

Undertalaings

3.20 State Governmemmdés have also made large
investmenits in Road Tramgpott Undert@kinggs. Sectiom
22 of the Road Tramgpwtt Comparstoon Act, 1950 states
that a Corponattéon in camyiimg out its activifiees shalll “act on
business principks”. The Natiomsl Transpott Policy
Commiitkee (1980)) suggested that the eamimgs must at
least’equal the cost of operatimrss. The Rail Tariff Enquiry
Commiitize (1980) expressad the view that the transpott
undertaiimuys should yield a reasomsijée rate of returm on
capital. The Planning Commissan has also stated that the
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Road Tramgpwtt Corpordtion shoulld yield a returm on the
capitall invested by the State Govermneitds at the rate of
6.5 per cent.

3.21 Howewat, mamy of the undertkinygs are not
able to recover even their operdiing expemses, leave
alone yieldimg retumns on the investmmiits. Only the
Corporataorss in the States of Andimea Pradestin, Haryama
and Rajastiean had any positiwes surplius after providimg for
depregition and interestt. (Annexwre 11.7). The aggregpte
losses in 1986-87, after providling for depregation and
interest, amouwmted to more tham Rs.170 crores.

3.22 Increasing expemtituess have beem attributied
to the fumciiniiingg on unecomonic routes, allowing
concessindl fares to variows categuriéss of passengss
and providdiing faciliie=s like sheltens on the road side,
waitimg) halls and other civic amemiliss at bus termiimelis

3.23  While we fully recogrise the above facts, it
wouldl not ‘be comrexdt to attriburte them to be the princiipal
reasoms fortttee moumting losses. Our examiimetion of the
operaiwrad! ratios indicate that there is trememitiouss scope
for improwaneent intenms of increasimg the fleet utilisation
rate and occupamwyy ratio. Further, the staff-bwss ratio intfhe
undertiaiimgs ranges from 4 to 24. Overmzammiing appeans
to be one of the major causes of the finamoil plight in
some of these undenttaimss. (Annexwee [18)8)In spite of
successiive Finance Commiissamss pointiimg this out in their
Reports, the perfommamee of the undenrtitimgs has not
improvwext], rather has detenipredéesd.

3.24 Takimgy into accourmt the fact that these
undertaings should be operatet commeriadily but given
the realityof theiir poor finamdi! performemes, the Eighth
Finance Commigsaon assessat the returm on investmeTits
made by the State Govermnezids in the Road Transpoit
Undertsiings at 3 per cemi, after providingy for
depregidgtion. In the case of hill States, the State Road
Trangpott Undert@ikings were requiredl to cover fully
theiir operating costs and interest paymmits to crediitors
other tham State Govemmemits, after providimg for
depregigicon. We are of the opiniom that these norms are
reasomaiie and feasigle. The returms on investmarits
have been estimaitztl accomdingdyy for the year 1989-90
(Annexures 11L9)).

Assessnent of Non-Pllan Expemdiituees

3.25  While the revemus receiptts are assessati on a
normaiixe basis, we cammuit introdiuce much innovatiion in
our assessnegnt of nonHPlEm expemtiituess for 1989-90.
For reasoms alreadly explaimst], for the year 1983-90, we
will have to be satisfied withh applyimg the norms
selectivelly.

3.26 We have, earlier in the repont, stressstl the
desirbiiiify of introducimg an elemert of reward and
penallyy for adhengmee or othemwise to the norms adopied
by the Eightin Finance Commiission. Accordingyywe have
projectstl the non-Pmn revemue expemdituess of the
States on the basis of the nonrms appliedi by the Eighth



Finance Commission. The Eighth Finance Commission
had made the projections of different items of non-Plan
expenditures of the States by applying reasonable rates
of growth (sometimes quite liberal). Thus, in real terms,
expenditure on police seNices was estimated to grow at
6.5 per cent, on education at 7 per cent and on pensions at
5 per cent.

3.27 Assessment of non-Plan expenditures by
applying the Eighth Finance Commission's
methodology, however, involves several steps. The

base year figures of 1983-84 taken by the Eighth Finance
Commission for making projections, in many cases were
themselves estimates derived from the revised estimates
of 1982-83. The first step, therefore, was to compare these
with the actuals of 1983-84, and adjust the estimates for
estimational errors inthe base year figures. Secondly, the
projections made by the Eighth Finance Commission for
1988-89 were in 1983-84 prices and had to be adjusted
for price changes. The salary and non-salary portions of
expenditures under each of the major expenditure heads
were separately adjusted for price changes on the basis
of increases in the consumer price index and the
wholesale price index, respectively, upto 1987-88. For
1988-89, we have assumed price increases of the orderof
6 per cent and converted. the Eighth Finance
Commission's estimates for 1988-89 into current prices.
In applying the price increases for the salary component,
an increase inconsumer price index over 520, which was
the index neutralised by the last Commission has been
computed. Then taking the Eighth Finance Commission's
projection for 1988-89 at current prices as the base,
projections for 1989- 90 have been made by assuming a
price increase of 6 percent and increase inexpenditures of
3 per cent inreal terms. lItis here that we would like to state
unequivocally that, against the grim fiscal scenario inthe
country, aconcerted effort must be made to contain non-
Plan expenditures.  New commitments should not be
undertaken in the next year and employment on the non-
Plan side should be frozen at existing levels, ifitcannot be
reduced. The creation of any post found absolutely
necessary should be accompanied by reduction
elsewhere or redeployment from a low priority activity.
Every attempt should be made to economise by
introducing zero-based budgeting wherever applicable.
We consider that the 3 percent growth inreal terms should
be adequate to take care of the higher emoluments due

to increments and promotions. Expenditures in respect
of all items excluding debt seNicing, elections, pensions
and maintenance of capital assets such as irrigation

works, flood control works, roads and buildings and
social welfare schemes have been projected for 1989-90
by following the above method.

3.28 It is necessary to mention here that adjustment
for price increase has been made on the assumption that
for everyone per cent increase in the price index,
expenditures will increase by 0.75 percent. Inour opinion,
this is a reasonable assumption because dearness
allowance payments to meet increases inthe cost of living
do not completely neutralise them for all categories of
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employees. Further, neutralisation is limited to basic pay.
In fact, the implicit price deflator computed from the
estimates of wages and salaries component of public
expenditures of the States in India, estimated by the
Central Statistical Organisation over the period 1974-75 to
1984-85, shows an increase of 0.75 percent for every one
percentincrease inthe wholesale price index. Given that
salary payments form avery large proportion of non- Plan
expenditures of the States, the response of expenditures
to price increases assumed by us may be considered
realistic. Besides, many items of non-salary expenditures
are contractual and do not increase proportionately to
increases inprices. Itis also ncessary to point out that our
estimates of expenditures for 1989-90 compareverywell

with the bUdget estimates for 1988-89 for most of the
States.  Considering that the rates of growth of
expenditures inrealterms allowed by the Eighth Finance
Commission were liberal, the adjustment for price
increases allowed by us in our assessment would, inour
opinion, be adequate.

3.29 An important issue that is usually considered
while making the projections is the standardisation of the
rates of emoluments and dearness allowances. However,
inthe case of our projections, as we are taking the Eighth
Finance Commission's norms, this issue is relevant only
indirectly. Inotherwords, the revision of emoluments and
payment of additional dearness allowances by the
States enter into our calculations automatically while
making adjustments for price increases. As we have
accounted'for increases inthe ~onsumer price index while

adjusting the salary component of expenditures, the
effett of salary revision and additional dearness
allowance payments get subsumed in our exercise.

Again, the implicit norms thus adopted by us in respect of
emoluments are not discriminatory between the States.
We, therefore, do not think it necessary to make any
additional provision for emoluments and dearness
allowance payments in our projections for 1989-90.

3.30 While major items of non-Plan expenditure
can be assessed on the basis of the above methodology,
certain items of expenditure, however, require a
different basis for projections. Thus, we have projected
expenditure on conducting elections in the States where
assembly elections are due. onthe basis of past expenses
per electorate adjusted for price changes. Regular
establishment expenditure on the elections has, however,
been projected on the basis of the norms laid down by the
last Commission as described earlier. The estimated
pension payments for 1989-90 have been separately
worked out taking into account the liberalisation of
pension payments made consequent to the Supreme
Court decision and dearness relief given to neutralise
price increases. Interest payments have been estimated
on the basis of the outstanding loans (excluding
overdraft loans), estimated as on 31st March, 1989 and
the average rate of interest chargeable thereon. The
expenditure incurred under the major head,
"Appropriation for Reduction and Avoidance of Dept", has
been disallowed.



Maintenance of Capital Assets

3.31 An area requiring urgent attention by the
State Governments isthe maintenance of capital assets.
Inthe past, emphasis has largely been on creating new
assets rather than maintaining the existing .assets
properly. In fact, maintenance of major, medium and
minor irrigation works, flood control works, roads, bridges
and buildings has been largely neglected. Money meant
for the maintenance was diverted to other purposes
resulting indeterioration of capital assets. This has in turn
resulted in the under-utilisation of capacity, declining
productivity in the economy and eventually, deceleration
‘in economic growth. To translate potential returns into
actual returns from these investments, itis essential that
adequate attention is paid to this.

3.32 In our opinion, the norms adopted by the last
Commission are realistic. Therefore, we have adopted
these norms with some adjustments. First, the previous
Commission took into account the assets created upto
1983-84. As the Plan ended in 1984-85, we have to take
account of additional assets generated in 1984-85, the
maintenance of which becomes a part of the non-Plan
expenditures in 1989-90. But, since we do not have
information on these additional assets, we have
assumed that the maintenance expenditure in 1985-86
would increase by the same percentage as the
investment in 1984-85 bears to the total of cumulative
investment upto the end of 1983-84. Accordingly, we
have adjusted the total volume of assets in providing for
maintenance expenditure. Second, the normative rate
of maintenance expenditure has been adjusted for price
increases using the wholesale price index. As inthe case
of the last Commission, we have provided an additional
30 per cent to the hill States for maintaining their assets in
order to neutralise the cost disability.

3.33 Another important area where expenditures
have expanded phenomenally inrecent years isthe realm
of social security and welfare schemes. Infact, many of
the States have been expanding social security schemes
such as old-age pensions, pensions for destitutes and
widows and benefits for the unemployed. While not
detracting from the merit of these schemes and their
usefulness to society in cases where the family as an
institution has failed to accommodate the old and the
needy, we consider that the States themselves should
raise the resources to pursue such schemes. In other
words, itwould not be appropriate for a State to export the
burden of financing such schemes to the residents of
other States. Expenditures on such schemes should
necessarily be linked to the revenue-raising decisions of
the State itself. However, in order not to break continuity,
we have allowed expenditures on all the schemes
admitted by the last Commission. But increased
coverage of existing schemes or any new scherne
subsequent to the last Commission's rec;ommendation
has not been taken into account by us. For assessing
expenditures on these items for the next 5 years,
however, itis necessary to state that afresh look will have
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to be taken, in keeping with the application of the
normative approach more rigorously.

3.34 In addition to the various social security and
welfare schemes, some of the States have been providing
food subsidies over and above the subsidy provided for in
the Central budget. In some cases, these are merely
subsidies for transporting supplies from the central point
to far-flung areas. We have taken into account in our
reckoning the expenditure on this transport subsidy.
However, inthe case of special additional subsidisation of
food grains, we, like the last Commission, consider that
the burden of this should be borne by the respective
States themselves and therefore, have not taken it into
account in our projections.

3.35 Intheir assessment of expenditures, ttle Eighth
Finance Commission took into account the committed
liability of the Sixth Plan schemes undertaken upto the
end of 1983-84. This meant that the liabilities arising from
the schemes.undertaken during the last year of the Sixth
Plan, i.e. 1984-85 had 'not beell.taken into account. We
have, therefore, provided for the -additional committed
liability. This has been done by taking into a~count 30 per
cent of the expenditure incurred in 1984-85 and enhancing
it at the rate 9f 6 per cent per year upto 1988-89. This
projected additional liability has been added inthe place
of committed liability estimated by the Eighth Finance
Commission for 1988-89. This again has been adjusted
for increases in prices by assuming that the salary
component of additional committed liability is about 80 per
cent of the total committed liability.

of Revenue Plan and

of Plan Grants

Assessment
Determination

Expenditure

3.36 Another important issue that we are required to
address is the assessment of the revenue component of
Plan expenditures and the determination of the Plan
grants to the States. The Planning Commission has not
yet finalised the size of the Plan for 1989-90 and,
therefore, the revenue component of Plan expenditure is
not available. We have, therefore, only attempted to put
forward a rough estimate of Plan revenue component of
individual ~States. For this purpose, we obtained
information from the States on the size of the Plan and its
revenue component for the year 1988-89. While we
received information on the size of the Plan for all the
States, we could not obtain the size of the revenue
component for some States. Therefore, for these States,
we broke up the total Plan amount for 1988-89 into
revenue and capital components on the basis of the
proportions available for the previous year, i.e. 1987-88.
Having thus estimated the revenue component of the
Plan for 1988-89, we have increased it by 10 per cent to
arrive at estimates for 1989-90, after detailed consultation
with the Financial Resources Division of the Planning
Commission. The figure of revenue Plan thus arrived at
may be looked upon as the desirable minima.

3.37 Besides broadly estimating the revenue
component of the Plan, we are also required to determine



the amount of Plan gramts the individiuel! States wouikd
receive in 1989-90 in ordertto arrive at the broadi picture of
revenue deficit in the States. We estimatatl Plan grants
to individusll States after defailed discussmrss with the
Plannimg Commigsaon. Fortig purpess, we obtaimest the

allocatiiom of Centrall assistamze to each of the States for
the Sevemth Plan period at 1984-85 prices and the
approvetl Plan assistamze durimg the first four years of the
Plan from the Plannimg Commissan. After suitaldly
adjustimgy the approved Plan assistanee for price
increases, we detenmiirezt! the balamge of assistamee
availaigle to the individumll States for 1989-9Q. The
balamge of assistamze thus estimeaitat], was brokem up into
grant and loan compamesmiés. Of the grant portion thus
compuitst], we have set apart 5 per cent for the Plannimg
Commissign to take care of the specil problems of the
States whem the annuali Plans of the States are finalised].

3.38 Our analysis showed that the assistamue
received by Arunadie Pradesi, Goa and Mizoram (whicin
till 1986-87 were Union Temitaiesy) in the first four years of
the Plan was more tham the origimsllly allocasti amowmt.
As they have virtually no resoung=s of their own and as
developmeamik! effort in these States shoulld confiimue, we
have takem Centrall assistanze equal to their Plan size and

worked] out the gramt portiom of the assistamo:
therefirgm.

3.39 With regard to extennallly aided projects, given:
the fluctumtiing nature of assistamee and wide inter-Sttie
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variaimrss from year to year, we have not ventuied to
determimee the size of assistange and its aliocatimm among
the States. This leaves the job of detemmiiriing the size and
allocaiom of extemmsl assistaree to the Planning
Commisgaon and the Ministyy of Finamoes, therely
impartimg) an elementt of fiexilsllify to the operaimrs of the
Plannimgy Commitzsaon in relatiom to the finamging of State
Plans. Similkatly, in the case of Centrdlly sponsomed
schemess and Specii! Area Developresit Plans, we have
only takem the totall assistanee as refleckst] in the
expendiuee estimatss of the Centr@dl Govermmesnt as
given in the forecst of the Ministiy of Finance. We have
not made State-witse allocatiimn of these figures, leaving
this task to the Plannimg Commitsgéion. On our part, we
kave assumext] extenm| assistance at the level of RS.1000
crores and set off the gramt portiom of the same against the
revemue deficit of defigit States, for the purpese of
targeting revemuee deficiit.

3.39 Before closimy this chaptir, it is necessamy to
point out the specil adjustimesmss in debit servicimg and
repaymamnt of loans we have made for some States
affeciedi by manmetke and natural calamitiess. In
particulkar, we have made adjustimesTss in our estimatss for
the relief recommresmided elsewttezee in the repont, by way of
moratarium on interest paymemis and loan repaymmTits in
the case of advamgse Plan as§isitoe givem to  drougfit
affected] States, IHem givem to Madinye Pradestin to providie
relief to the peopie affected by the Bhopall gas tragediy
and the special loais: givem to Punjalb to meet the
-mergent situatiiom in the State.



CHAPTER IV

REASSESSMENT OF THE FORECAST OF THE CENTRAL GOVERNMENT

4.1 In paragraph 4(i) of our terms of reference, we
have been called upon to adopt a normative approach in
assessing the receipts and expenditures on the revenue
account of the Centre and, indoing so, to keep inview its
special requirements such as defence, security, debt

servicing and other committed expenditure or
liabilities.

4.2 In this context, the Ministry of Finance was
requested to furnish the Centre's forecast of receipts and

expenditures on the revenue account and the capital
account for the financial year 1989-90. The forecast was
received by us on January 22, 1988. The forecast
submitted by the Ministry of Finance was essentially
based on the mid-term appraisal ofthe Seventh Five Year
Plan. The forecast for 1988-89 and 1989-90was related to
the base level figure of 1986-87 (RE) and 1987-88 (BE)
with the basic assumption of a5 per cent increase in GDP
and a 5 per cent price rise.

4.3 The annual budget of the Central Government for
1988-89 was presented after we had received the
forecast from the  Ministry of Finance. We found
substantial variation between the forecast and the actuals
of 1986-87, and revised estimates and budget estimates
of 1987-88 and 1988-89 respectively. At our request, the
Ministry of Finance submitted a revised forecast for 1989-
90, which was essentially based on the budget estimates
of 1988-89. This was received by us in the last week of
May, 1988.

4.4 For proper appreciation of the estimates given in
the forecast we held useful discussions with the Union
Finance Secretary and Secretaries of other Departments
inthat Ministry as also the concerned members of the two
Boards in the Department of Revenue handling forecast
of direct and indirect taxes. Our discussions with a few
other Secretaries including Secretaries in charge of the
Ministries of Defence and Home and Departments of
Food and Fertilizers were also very useful. These
discussions gave us a better insight into the resource
constraints and expenditure requirements of the Central
Government.

Tax Revenues

4.5 While inthe case of the States, revenue receipts
can be normatively assessed by making relative
comparisons, in the case ofthe Central Government such
comparisons are not possible. Given the vast differences
in economic conditions between countries, international
comparisons to arrive at normative tax- income ratios also
would not be appropriate.

4.6 Although for the individual States the
normative estimates have been derived by judging
relative performance on the basis 0t the covariance

model, given that these norms are behaviourial, the
normative estimates for 1984-85 for the States as awhole
approximate the actuals for the year. The rate of growth
used by us for assessing the States' tax revenues in 1989-
90 is even lower than the trend, as the moderation carried
out to the norm, for the undertaxing States has limited
normative estimates to the maximum of 15 per cent over
the trend estimates. Therefore, we have thought itfairto
assess the Central tax revenues largely on the basis of
the past trends.

4.7 As already mentioned, the forecast of revenue
and expenditure for 1989-90 has been worked out by the
Ministry of Finance on the basic assumption of 5 percent
annual growth in both real GDP and prices. Specifically,
except for Union excise duties, the forecast of individual
taxes was made assuming the growth rates taken inthe
Mid-Term Appraisal of the Seventh Plan. Thus, the
projections assumed a growth rate of 10.5 per cent in
respect of income tax, 10 per cent for corporation tax and
12 per cent forcustoms duties. Inthe caseof Union excise
duties, the forecast assumed a growth rate of 8.35 per
cent as against 9 per cent taken for the mid-term
appraisal of the Seventh Plan. Against these, the long
term trend rates of growth for the period 1974-75 to
1986-87are8.5percentforincometax, 13.09 per centtor
corporation tax, 13.14 per cent for Union excise duties
and 20.34 per cent for customs duties. Accordingly, the
tax receipts for 1989-90 have been reassessed by
applying these trend rates of growth on the base of 1987-
88 (RE). In doing so care has been taken to see that the
growth rate of 15 per cent was achieved for the
aggregate tax revenues for 1989-90 as compared to long
term growth rate of 14.5 per cent. After adjusting our
estimated figures of Central excise and custom revenues
on the basis of anticipated outgoes from these taxes in
1989-90, their reassessed estimate for that year came to
Rs. 20,670 crore and Rs. 18,529 crore, respectively as
against Finance Ministry's forecast of Rs.19,675 crore
and RS.17,501 crore. In respect of income tax and
corporation tax, the estimate given in the forecast
implied gross receipts of Rs.4,045 crore and Rs. 4,509
crore, respectively, as against Rs.3,915 crore and Rs.
4,630 crore reassessed by us. Inthe aggregate, the
reassessed total tax revenues work out to Rs. 49,000
crore, as against the estimate of Rs. 46,874 crore given
in the forecast 0t the Ministry of Finance.

Non Tax Revenues

4.8 Interest receipts on the loans advanced by the
Central Government, dividends from public sector
enterprises and profits from other bodies like Reserve
Bankof India, the nationalised banks and Life Insurance
Corporation of India are the most important items of non-
tax revenue. Interest receipts come mainly  from the



railways, telecommunications, public sector enterprises

and government employees. The Ministry of Finance has
forecast the aggregate interest receipts at Rs.7,906 crore.
This estimate is consistent with the norm of 7 per cent
rate of interest prescribed by the Eighth Finance
Commission on the loans outstanding to the public sector
enterprises. We have elsewhere recommended to grant
moratorium on the interest payments by some States on
loans given as a part of advance Plan assistance for

drought relief, special loans given to Punjab and interest
waiver loans given to Madhya Pradesh to provide relief to
Bhopal gas victims. The estimated amount of interest on
which there will be a moratorium/waiver is Rs. 244 crore.
Therefore, we have adjusted downward our reasses sed
interest receipts by the Centre by this amount.
Accordingly, we have taken the figure of interest

receipts for 1989-90 as Rs.7,662 crore.

4.9 We have reassessed income from dividends and
profits at Rs.2,133 crore, against the forecast of RS.629
crore given by the Ministry of Finance. The major upward
revision is in respect of dividends from public sector
enterprises. Inthis connection, we may recall that the
Eighth Finance Commission considered all Central
enterprises together for estimating dividends on Centre's

equity investments though they classified the public
sector undertakings of the States into promotional,
financial and commercial undertakings and assumed

different rates of return from them. The Eighth Finance
Commission had also decided that the investment in
public sector enterprises should yield a minimum
dividend of 6 per cent. The Eighth Finance Commission's
estimate of 6 per cent was made in the backdrop of the
Seventh Finance Commission's norm of 7.5 percent and
the rate of return envisaged inthe pattern of fin- ancing the
Sixth Plan of 8 per cent rising to 10 per cent. Accordingly,
inour reassessment, we have assumed 6 per cent rate of
return on the outstanding investments made inthe public
sector enterprises. On this basis, in the reassessment,
receipts from dividends and profits excluding
investments in enterprises under construction have been
taken at Rs. 2,133 crore as compared to the estimates of
RS.629 crore inthe forecast. The officials of the Ministry
of Finance have tried to impress upon us that itwould be
unrealistic to adopt the rate of return assumed by the
Eighth Finance Commission for 1989-90, because, inthe
short run, performance of these enterprises cannot be
improved to yield this return. However, we are unable to
agree with this view because the Eighth Finance
Commission had fixed these norms more than four years
ago. Moreover, in our reassessment of States' resources
we have, by and large gone by the norms fixed by the
Eighth Finance Commission.

4.10 The vast investments made in the public
enterprises by the Government of India should yield a
reasonable return by way of interest and dividends. The
public enterprises should generate surpluses  and
contribute to the mainstream of development. We view
profit making by the public enterprises as quite consistent
with their social purposes. Inthiscontext, we cannot but
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express our deep concern about the low returns on the
huge investments made in public sector enterprises. We
believe that financial profitability should be an important
yard-stick for evaluating the enterprises. The public
sector is required to be an engine of growth, ratherthan a
drag on government resources. The present profile of the
public sector which is marked by low, quite often negative,

return is untenable. A hard look at some of these
undertakings, particularly those in the non-core sector
with unenviable financial track-records, islong overdue.
The government cannot  afford to keep these
unproductive units for long without seriously impairing its
own financial interests. The government should seriously
consider withdrawing from non-profit making activities in
non-priority areas so as to concentrate on the basic
functions in the core sector. The government's
responsibility and budgetary support should, by and
large, be restricted to the core enterprises. Possibilities
should be pursued for restructuring and phasing out loss
making enterprises in the non-core sector by an
appropriate p~ckage of measures.

Revenue Expenditure

4.11 Most of the items of non-Plan expenditure have
been projected by the Ministry of Finance by assuming
10 per cent growth rate over the budget estimates of
1988-89. Against this, in our reassessment, we have
estimated non-Plan revenue expenditure by applying
long term growth rates worked out forthe period 1974-75
to 1986-87 over the base level figures of 1987-88 (RE)to
arrive at the estimates for 1988-89. The projections for
1989-90 have been made by applying a growth rate of 9 per
cent to the estimates of expenditure arrived atfor 1988-89
(3 per cent real growth rate plus 6 per cent annual
increase in prices). This method has been followed in
respect of different items of non- Plan revenue
expenditure except in the case of interest payments and
subsidies.

4.12  Defence expenditure constitutes an important
item of revenue expenditure, next only to interest
payments. While applying the long term rate of growth to
reassess the expenditure on defence, we have also kept
in view our discussions with the Finance Secretary, the
Defence Secretary and senior Service Officers. The
reassessed figure of Rs. 10,824 crore arrived at by us is
lower than the forecast of the Ministryof Finance by Rs. 37
crore only.

4.13 Interest payments constitute another important
item of non-Plan revenue expenditure. The forecast of
the Ministry of Finance for this item is Rs. 17,000 crare.
The Ministry's officials have explained to us that interest
payments have been growing at an acceleraied rate and
in recent years the rate of growth has been more than 20
per cent. We have, therefore, accepted the forecast of
interest payments given by ihem at Rs. 17,000 crore. We
cannot leave this subject without observing that gross
interest payments have been climbing rapidly and in 1989-
90 they would constitute around 35 per cent of the non-
Plan expenditure assessed by us. This reflects both the



growing indebiedinass and the high cost of borrowiing and
deserves to be  avoided in the interest of sound
finance.

4.14 We consider that the expendlitisee on subsidiies
must be contained if any dent is to be made on Centre's
revenue deficit in 1989-90. Though separate estimates
for subsidies are not given in the forecast submittet! by
the Ministry of Finance, on the basis of theiir projections,
the total expenglituee on subsidies in 1989-90 wouwildi be of
the order of Rs. 8,048 crore. In this conneation, it is
pertinent to refer to the obsen«ations of some of the
previous Finance Commiigsions in respect of differant
subsidies. The Sevemih Finance Commission had
assumed a progressive decremse in fertilisar subsidly
reducing it to mil by 1983-84. The Eighth Finance
Commissiion had noted that these expectaitons had not
materialised]. #thad projected an increase in the quamium
of fertiliser subsidly taking into accoumt the likely increase
iin productiion iin the period of the award but it did not make
any provisiom for increase in the quantum of subsidly due
to further increase in the produciion costs of fertilisnes.
The Commission suggestst that any such increase
should be suitably absoreti by the issue price of
fertilisers. We find that the Ministry of Finance forecast of
fertiliser subsidly for 1989- 90 is Rs. 3,300 crore agaiimst
the 1988-89 budget estimate of Rs.3,00Dcrore. Thus,
the Central Govenmment has not beem able to adhere to
the recommendtiation of the Finance Commiissions and the
targets set out in the Long Term Fiscal Policy. We
discussexdl with the Secretamy, Departmamt of Fertilisenrs
the possibiifizs of contaiining fertiiigar subsidy. We have
received amumber of suggestiorss from himin this regard.
Some of these are indexatiion of issue price of fertilisos
withthe rise in the cost of produgtion, supply of inputs like
gas, petrolewm products and coal at concessapdl
prices, revision of the methodl of caloutation of
depredcigiion allowance while determiining the retemniion
price, refixatiam of the capadity utilization norms  takimng
into considenation the factors of feed-stodk and vintagre,
and reductiom of customs and excise duties on machimasy
for fertiliser projects and on fertiiiger inputs. We can see
that some of these suggestiors, if accepted], will have an
adverse impact on Centrg's resouncess, offsetiing the
savings made in the quantum of fertilizar subsidly. Even
then, we are of the view that these suggestiors shoulld be
carefullly considiznast by the Central Govermneent as a
policy package. We are quite convimoat that a stage has
come when any further growth in the fertiisosuhsiditties
should be severely restricted. We shall consitdiar this
guestion in our second report. For the presemt, we are

not allewingy any growtth in the expenditure on this item for. .

1989-80. Accordiimtyy, we have limited the expendiiture
onthis ftem in 1989-90 to the level of Rs.3,000crore
which is the budget estimate for 1988-89.

4.15 As regards food subsidy, the Seventh Fimamce
Commission had assumd that it woulld be reduced by 25
percenitin 1983-84 below the levels existing in 1979-80.
As in the ease of fertilisar subsidy, the Eighth
Comigsion had neted that this had  actually not
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happenatl. During our meetding with Secretaty, Foodl, we
drexv his attemiton to the fact that wiilke the Eighdih Finance
Commission had enviisaged a growdh rate of 2 per cemt in
the expentituee on food subsitly, the gromth befwsan
1984-85 and 1988- 89 is seem to have been of the order of
22 per cemt per anmwm In  nominal terms. Wihike
apprasiating the need for contdining the expentituce om
food subsiidy, Secratary, Food urged! us to comsitler the
gquestion of food! subsitly in the light of tihe goxarmeemts
decitarad policy relating to procureneent of foadigrairs and
theiir supply at subsitlised prices. As a malier of fact, the
policy was to bring more and more peqpie within the
subsitly scheme and thexetore the amownt of subsitly was
boumd to go up. We were also informed that it was not
feasiltite to reduce food! subsiitly by demying the bemefit of
the scheme to centdin seciions of the peopte by fiximg tie
eligibility critetion on the basis of income. If the income
levelwaskpiphiomyiivdendedeludea very large seciion of
the peoyite including Group D employyeess and incremse
the expemtiituee on deamess allowanee om acoount of
increase inthe cost of living. If incame levell was kept higih,
the exclusion gains would be outwsigled by highar
admimigteatree costs of implemendation and enforcemment.
We had disousset this matier with the Union Finangs
Secmstayy also. But our impressipn  from  all these
discussions is that the Cemedl Gowsrmmeent does not
have any immedite policy plam wihiidh could help it to
comtdin the food subsiity in 1989-30. We are, howexar, of
the view thatt the best way to comtzin food sulpsityy durniing
198990 would be to apply the Eighth Finamse
Commisééon nonm of allowiing the subsitly to gow by 2

per cent in real terms. We expsut that here
admingteatiee efficiemgy, supplemesmidd by upwend
adjustmeent in  issue prce to the extemt absolutdly

necessayy wouwlitl absonth cost incressss due to price rise.
This shoulltl broadlly take care of the  incremwnbai
expemtiituee on food subsitly. The reassesseld figure of
expemndiituee on this basis comes to Rs. 2,346 oo
agaimgt a forecast of Rs.2580 crone.

416 As regandis expott subsily, the forexmst of the
Ministy of Finanoe is basedion a 10 persent stepwp over
the budgst estimate of Rs. 1,091 crone in 1988-8D.
Keeping in view the impenative need to encourage our
expott effoits, we comgilierthe figure of Rs. 1,200 croxe
estimedtet by the Ministiyy of Finamnce as  reasoreiiite and
thereffoee we aceept it. For other subsiitiess, we do  not
preipesse to allow any growith overtiiee budizit estiindte for
1988-32. Thiis woult meam an expeniiituee of Rs. 925 cioe
in 1989~ 90 agairst the Finamce Minigty forecmst of
Rs.1.048 crore.

4317 The foieessnit for other items of nompim
fevenie experditiee In 1989-9D is Rs. 24414 ciore
agaimitihe 1988-89 budizrst estimeite of Rs. 20,629 crore.
The rate of growtth assuntst In the foremmtt thus works out
to 18.35 per cenmt. As alreadly indicdtstd in our
reaswmsssnesnt of tems of homPiin revenie expentituee
etheyr tham interesit paymrnits and subsitées, we have
appird long teim growth rates (1974775 o 1986-87) to
1987-¥8 (RE) to arrive at estinrites for 1983-39. A turttiwer



growtn rate of 9 per cent has been applied to them to
project the same to 1989- 90. On this basis, the
reassesset estimeate of revemure expendiituee in respect of
items other tham interest and subsiidiezs works out to Rs.
23,361 crore. The estimette sowmaKeed out also proviidiss for
the aniiciated price increase in 1989-9@. We have,
thereftore, feltit necessamy to dediudt from this an amouwnit of
Rs. 800 crore whicih we have separatdly providizdl for
meetimg additiomd! dearmess  allowante expendituee in
1989-90. Thergfiwe:, the revemnue expemdiituee on
various items other tham interest, subsidiies and provision
for dearmess allowance is reassessaed at Rs. 22,561

crore. A certaim amoumt of belt-figiiteming and econamy
throughh a more rigorows applicaion of zero-ixsse
budgetding and efficiemgy and productiivijy parametess is
impliciiin the real rate of growth of 3 per cent in the non-
Plan expendiiture assumedti by us. lis imperatiixe to follow
this disciplime if the revemues deficit has to be brougjt
down.

Non-Pliam Revenue Surplus

4.18 Onthe basis of the reassessneent of Centres
resources made by us on the lines indicated! above, both
in respect of revemue receipts and revenue expemnditues,

non-Plan revemue surplus for 1989-90 worlks out to
Rs.16,8®B crore as agaimst Rs. 9,757 crore implied In the
estimates givem in the forecast by the  Ministry of
Finance.

419 Our terms of referemg enjoins us to exammims
and reassess the expemdiituee on Centret’s Plan revemus
accoumt also. Centres Plan expemdiituee on revemus
accourtt includes expemdlituee on its own Plan, expemdiituse
for providiing granis for States’ owm plans and grants for
Centrall Sector Schemes as welll as, Centrallly Spomsarsd
Schemes undertitesn by themn.

420  While reassessing the Plan expemdiituee on
revenue accéumt for 1989-90@, we have been guided! by
the objediine of bringimg down the deficit on revemus
account to zero by 1994-95. AS per our tenms of
referemuz, we shoulid also try to genersite surplus in the
revenue accounnt for capitd! investmsmi. As this objectie
canngit be achievext!in 1989-90, we propaese to go into this
aspect in our secomd report. We, howewer, believe that a
modest beginnimg shouldd be made in this directiion in
1989-90. We have recommusmigield elsewtigee in our report
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a total devoluton of Rs.11,785 crore and granis
amounmting to Rs. 1,878 crore for 1989- 90. The Ministry of
Finance in their forecasgt have proposs a figure of
Rs.11,774 crore for Plan expemditwee on revenue

accoumt. This is based on a 10 per cent step-up over the
annuall  Plan provisiion in 1988-82. This includes Rs.
8,303 crore for gramis to States and Union Temittoees for
their own plams and for Central Sector and Centrallly
Sponsurxti Schemes. We have allowexti the step-up
propasst] by the Ministsy of Finance except that we have
provigiet! for Rs. 7,728 crore for grants to States and
Union Temittoiess. We have discusset] the detaills of our
estimaion under the chapter dealimg with the
reassessneit of the States' forecasts. On this basis, the
overalll revemus deficiit of the Centra! Governmegnt in 1989-
90 is estimattti to be Rs. 7,994 crore constituting 1.92 per
cent of the projecttati GDP of Rs. 4,16&54 crore in that
year.

4.21 Before leavimg the subject we woulld like to
stressthat one of the areas wihewe revemue expemdiituee on
the Plan side can be reduced] is Centrally Sponsomred
Schemes. The Centrally Spomsoretd Schemes have
growm in volumz and number over the years. As of
April 1985, the scheme=s under implemsnédation were as
many as 262. The outly of Rs.180UD crore
approxinzaddly on these schemess accountst] for about 80
per cent of Central assistamee providletl for the State
Plans durimg the Sevemth Five Year Plan. This has
happemstl inspite of States’ objedion to their
proliferstion and the decision of NDC in 1979 to roll them
back to the level of 1/6th of Cenfrall assistanee for States'
Plans by hackimgy away schemess costimy a total of Rs.
2,000 crore. More recemily, the Natiomsl Developmestit
Coumgill (NDC) after consitieiing the Ramamnurtii
Commiitkze Repontt in Novenmriter, 1985, had set up a
Committtee headied! by the them Uniom Ministesr for Humam
Resourgss Developnent to go'*into this matter. This
Commiittee had, in tunm, comstiituteld a group of officials

‘whuzse recommenddtions favawr retemiion of most of the

schemss. Wefteg! that while presemwiing the schemes of
natiomsll importanee and those comfibuttimg to human
resounuss devellgpnesnt such as poverly alleviadion and
familly planming, it is possilike to achiexe ecomamy in
expendituee in 198991, of almost Rs. 500 crore, by
reducimg some of the schemess and/ar by dropping some

others altogetieer.



CHAPTER V

INCOME TAX

5.1 Paragrah 3 (a) of the Presidemta! Order requires
usto make recommerdEaioss on "the distrituticon betwesn
the Union and the States of the net procestis of taxes
whiclh are to be, or may be, dividied! betwesmn them under
Chaptier 1 of Part Xl of the Constiifutiton and the allocatian
between the States of the respedtiwe shares of such
procesdis”. Taxes on income other tham agriculbue!
income are levied and collecttl by the Govermmestt of
India and are compuliswiliy shareasiike betweem the Union
and the States under Article 270(1) of the Consfittuttaon.
The proceedis attributztide to Uniom Temitores, taxes
payablie in respect of Uniom emolummesTtiss, corponaimn tax
and the surchangge levied for purposes of the Union are
kept out of the divisiltke pool by virtue of the provisiors
contaiimsdt in clauses (2), (3) and (4)aff Articke 270 and
Article 271 of the Consfiilition. Articke 270, read with
Article 280(3) of the Consfitutiton requires the Finance
Commisg@n to make recommmesTudditions on the foliowiig
matters relating) to income tax: :

(2) the percemtage of 'mett procestis’ of income tax to be
assigmext] to the States;

(b) the allocatiom of sliemes of each of the States in the
divisitiie pool,

(c) the percentage of the 'met proceedis’ which shall
represenit the proceedis attributeiiee to  Union
Territonies.

5.2 This report relates to the year 1989-90 whicin is
the termiimed] year of the Sevemth Five Year Plan, We wouild!
like to reiteratie that our approagh and recommTttiaibons
for the year 1989-90 imveseer, should not be comstuez
as detemmimiigy our approamh and methodidtmyy or the
likely conclussmrss for the five year period in our secomd!
report.

53 We summmanise below the State Govenmmestiss'
submissimrss to us througih memaoramta and oral
represemtatass. First, there was a universal demand for
sharimg corpongtion tax revemues, by amemndimg the
Constitutfon, if necessamy. It was pleadisd forcefillly that
corporimn tax is nothimg but an income tax on corporste
entities whichh was shareaiidés until a chamgee in defimitizom
was made by an amemdinestit to the Income Tax Act in
1959. The States also argued! that corponaiton tax has
proved to be afar more buoyamt souroe of revemues; its
sharimg has been favoures by successies Finance
Commissicorss; that its denial has becommee an irritamt in
CentreitState fiscall relatioms; and  that, pendimg
amendimenit of the Constitiuttion, the Finanoe Commissan
should recommesmt grants to the States correspmmniiing to
their shares. There was also a pointed referemze to the
recommemiddidoon of the Commission on Centre-State
Relatioms (Sarkaniza Commmissaon) on this matter. While
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takimgy note of the intensily of feeflimy of the States in the
matter, we wouldl like to recall that the States were
compearsdéed for the loss arisimg from the amendimenit to
the Income Tax Act in 1959 by meamns of annual grants of
R$.3.46 crore, RS.24.15 crore and R$.20.18 crore in the
years 1959-60, 1960-61 and 1961-&2 respectivaly, as
noted by the Third Finange Commigsion. Further, in
considiszaioon of the shrimkagge of the divisitke pool as a
result of the amendiresmt to the Income Tax Act, the share
of the States was raised fromn 60 percentdo 6628 per cent
by that Commissoon and excise devolution was also
enhangedl. We can go into this questiion only whem it is
referredi to us by the Presidientt under Article 280(3)(©) of
the Consfituttaon and it has not beem so refemed. The
shariing coulld be consitdkreet] with a view to diversifiyirg and
broademiing the base of the taxes to be shared! with the
States in order to evem out fluctumtass and to provide a
more assuredl and prediicttidée basis for States' revenue
receipts. Howewer, the sharimg) of corpanattion tax would not
autometiczdlyy mean an enlargemesnt of the divisitike pool
since the size of the pool woulldl be detemmiiree by the
ability and need of both the Centre and the States
assessat! normativady. It may in fact result in a reductiom in
the existimg) percemtage of devallutn of income tax and
excise duties. We proposz to retumn to this matter in
greater depth in our secomd! report.

5.4 The secomd point relates to the levy of
surchangee, whichh the Central Govermmesmt withdhew in
1985-86 in deferemee to the recommmemiddibors of the last
Commissan. The State Govemmmestiés contemd! that the
surchanggs, which was reintrodiuseld in 1987-88, benefiits
only the Centrall Govermmestit althougih it is intended to
raise resourges for meetiimgy the additioms! expendittues
liability arisimgy out of drougjiit. Sevenal State GovennmresTiss
argued! that as they themsgless are required to provide
relief and bear the addiioral finamgedl burdemihepey
should be givem a share of the proceedis of the surchenge
on income tax. The Govermmesds of Madhya Pradesi,
Maharasfittea and Uttar Pradesih pleadsdi that the
surchangge, if contimuest! beyomdl drougittt conditiorss,
should be mergedi with the basic tax. Some States
suggestert appropiatte amemdinmemiss to the Comsiittuttarn to
make the surchenge sharestiiée. We share the view of the
previous Commisssion that a surchenge contimuss
indefimitl}y could well be called! an additiore! income tax
and, therefioeg, becomes sharesdbe wilh the rest of the
proceeds of income tax.

5.5 Sevendl State Go IS have pleadied
before us that the tax on Uniom emolumesTiss shouildl also be
sharedl. The Govermmesmit of Mahanzsititaa has argued that
keeping this portiom outside the divisitike pool is not only
flawedl but also unjust. If the rationalk undenlyjimyg this is
takem to its logicall concllusitom), the tax payaifike in respect of



different State emoluments should also revet to the
respective State as afirst charge on the proceeds. As this
is quite cumbersome to do, the State Government pointed
out that the tax attributable to Union emoluments should
form part of the net distributable proceeds by amending
the Constitution.

5.6 The Govemment of Tamil Nadu brought before
us an interesting and a relatively recent development in
income tax law. It said that the Government of India has
recently acquired powers to make pre-emptive purchase
of properties in major cities. The transactions relating to
the pre-emptive purchase of immoveable prop~rties are
booked under Major Head NO.4059 - Capital Outlay on
Public Works as net of recoveries. Thus the receipts on
account of sales of the acquired properties by the
government are also adjusted under the same head as
reduction of expenditure. The budget provisio'n envisaged
an expenditure of RS.30 crore net of recoveries in 1987-
88. The State Government feels that the Centre is
reckoning the pre-emptive purchase and sale of acquired
properties as a continuous transaction under the capita;
account. Itisindeed so, aswould appear from the fact that
the Central Government proposes to extend the scheme to
more cities. Asthe pre-emptive purchase and sale of each
property is bound to result in net savings to the Central
Government, the capital account in respect of this
transaction would only show a minus debit and not a net
debit. The receipts from the sales represent accretions to
capital gains, though the beneficiary may be the Central
Government. Since capital gains tax forms part of the
divisible pool of income tax, the State Government has
suggested that the Finance Commission recommend
accounting the net proceeds from the transactions under
capital gains tax for sharing purposes. We consider that
the Comptroller and Auditor General of India is the
designated authority to advise the President on the
correctness of classification of accounts, interms of Article
150 of the Constitution. It is only appropriate that he
should be consulted on the method of accounting to be
adopted. In any event, as the Comptroller and Auditor
General isvested with the right to certify, as final authority,
the 'net proceeds' of income tax by virtue of Article 279
of the Constitution, we would leave itto him to prescribe
the correct procedure in this matter.

5.7 Some State Governments expressed
dissatisfaction with the apportionment of cost of collection
between income tax and corporation tax inthe ratio of 7:1.
Following the suggestion of the last Commission that the
method of allocating the cost of collection be reviewed by
an Expert Committee, the Government of India set up
such a Committee in 1985, with the Deputy Comptroller
& Auditor General of India as the Chairman. The Expert
Committee consisted of Finance Secretaries of certain
States and officers of the Ministry of Finance. The
Committee submitted its report in February, 1986. The
Expert Committee concluded that the existing ratio of 7:1
between income tax and corporation tax is reasonable and
should be continued.

5.8 Several State Governments have questioned
this conclusion as also the manner inwhich this Committee
went about its work. We have considered this matter. It
would appear from the report of the Committee that it did
not have access to certain factual data relating to the work
load in tax assessment and had to use proxies. Besides,
the findings of the Committee have become somewhat
dated now by developments such as the introduction of
summary assessment which should significantly reduce
the work load of individual assessments. One has also to
keep in view the relative complexity in assessing the
returns relating to corporation tax which involve greater
work load on account of stricter scrutiny and
interpretation  of several exemption provisions. We,
therefore, feel that there is need to re-examine the entire
matter taking into account factors such as new simplified
procedures  of assessment and the nature and
complexity of the cases involved under the respective
taxes.

5.9 The Eighth Finance Commission recommended
that receipts from ‘'penalties’ and ‘interest recoveries'
under the head 'Miscellaneous Receipts' should be
included in the divisible pool of .income tax. The
Government of India has not accepted this
recommendation. On pursuing this and other
recommendations of the previous Commission, we were
informed that the Ministry of Law, to which a reference
was made by the Ministry of Finance, reiterated its earlier
stand taken in February, 1979 that although interest and
penalty are payable under the Income Tax Act, they are
distinct fromincome tax. We are not in agreement with this
approach. We are concerned that the recommendation of
the Eighth Commission inthis regard has not even been
laid before each House of Parliament together with an
explanatory memorandum as required under Article 281
ontheplea that only major operative recommendations of
the Finance  Commission are placed before the
Parliament. Article 281 does not make any distinction as
to the nature of the recommendation of the Finance
Commission. The Commission examined the matter de
novo. We found that the contention of the Law Ministry
on this point that'penalties’ and 'interest recoveries'were
distinct from income tax was not tenable in view of the

clear prouncements by’ the Supreme court.l | The
Supreme Court held in the case of Anwar Ali that "there
was no essential difference between tax and penalty
because the liability for payment of both was imposed as a
part of the machinery of assessment and the penalty was
merely an additional tax imposed in certain circumstances
on account of assessee's conduct." The true nature of
penalty has been held to be additional tax in the case of
CA Abraham also. The Supreme Court also regarded
"penalty as an additional tax imposed upon a'person in
view of his dishonest or contumacious conduct" in the case
of Bhikaji Dadabhai and Co. The Commission had also

1/ (i) CA Abraham 1961 (41) ITR 425 SC.
(ii) Bhikaji Dadabhai & Co. 1961 (42) ITR 123. SC.
(iii) Anwar Ali 1970 (76) ITR 696. SC.



addresssg a letter (Annexwnee V.1) in Februamny, 1988 to
Ministmy of Finance in which the legal status of "peraiyy’
was spelt out in detail. The Commigsion did not receive
any reply to this commumigaibon. After detaillsdi
examiimgtion of all the relevamt matters, we are of the
considieed view that it woulldl be unfaiir to deny the States
their legitimazite share in 'porlidss’ and  imEesst
recoveniEs' on the ipse dixit of the Law Ministry. We,
thergfloree,  reiterate the Jast Commissmres
recommeTtditon that receipts on accoumt of 'peraiiiess'
and 'imiyesst’ recoverniiss should form part of the divisike
pool of income tax.

5.10 Under Articlee 270(3) of the Constillutegn the
share of Union Territorizs has to be prescrilxt]. The last
few Comimissmrss have been treatimg the Union Temiitores
as thougih they were one State and-allocatiing a share to
them accordimgy. Since the last Conumissan, the number
of Union Temitaiess has come dowm with Arumadiel
Pradesin and Mizoram gettimgy full Statefmtl. Of the
Union Temitiary of Goa, Damam and Diu, Goa has becomez
a State. Thus whem the last Commiizssion gave its report,
there were 22 States and 9 Uniom Temitorizss. Now there
are 25 States and 7 Union Temitigiéss.

5.11 Followimg the. principie adopted! by the earlier
Commissiprss, we also propese to treat the 7 Union
Territonizs as one unit for the purposes of our scheme of
devaoliwtion. We notice that the Govermmegmit of Nagalkamdi
has stated in its memoramtium that settimg apart a certaim
percemtzpge of net procesdts of income tax for Union
Territonizs be discomiimuesd or the percemnttage be lowered!
in view of the fact that Union Temiligréss draw funds from
the Consoliigesd Fund of India. The Govemmmesmt of
Nagalamil seemms to have made a similar represerttation
to the last Commmirssion as well. As the Constiltution
enjoims that a share be givem to Uniom Temitaress, it is
necessany that we presoilize a share of the net proceeds to
Union Temitioress. For this purpese, we have takem all the
Union Teniitariess notionallly togetesr as a unit, and on this
basis, we prescritee the share of Uniom Temitmiess at
1.044 per cent.

5.12 Sikkim is a State to whici the income Tax Act,
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1961 does not apply. It is, therefwee, not entitled! to any .

share in the net proceedss of income tax. However, if, ata
later stageftiee State desires to fall in line witlh the rest of
India, it willl have to be assigmsd! a share. Therefore, the
State-wise allocatiiprss are required! to be made on two
considizritioss: (i) with Sikkim included], and (i) with
Sikkim excludksdl. This will take care of the contimgrTugy in
case the Income Tax Act, 1961 is extemdist! to Sikkdim
during the period covered! under this report.

513 Almest all State Govermmestiss have asked for
enlargement of the States' share beyond the presemt level
of 85 per cent which was presuoilizt by the Sevemth
Finance Commissaon and retaimed by the Eighth Finance
Commission. In fact, the Govemmmeeiit of Nagalkamdi has
argued that if the procestis from corporgtmn tax are not
shared, them it is just and fair that the entire net procesuts of
income tax are given to the States and no portiom be kept

with the Centre. On the other hand, the Governnesiss of
Gujarst and Arumatist! Pradesh have suggestet
retention of the States’ share at 85 per cent. The
Governmegnit of Maharastitea has argued that in ordertdo
sustaiim the interest of the Centirl Govermmeent in income
tax, the States' share could be reduced to 75 per cent. At
the same time, the State Govermmesint has demeamiked that
the Constiltution be amemdi=t so that 20 per cent of the
receijpts from corporditon tax coulld be assigmst to the
States in additiom to 75 per cent of income tax. However,
the State Govemmment has poimied! out that, pending
amemdimeznt of the Consfiilition, the share might be
retaimed at 85 per cent. The State Govermmeatigs of Uttar
Pradesin and Madinya Pradesth have argued for raisimg the
level of States' share to 95 per cent, the fonmesr statimg that
the balamoe of 5 peraant is sufficienit for the Centre to hold
its interest in the colledtion of the tax. The Govermmestiss of
Bihar, Andima Pradesth and Tamil Nadu have suggesiat
raising the share to 90 per cent. Each State Govermmearit
has given its measons in suppatt of the suggesiton. The
Govemmmegnit of Bihar has obsemext that the various
measures takem by the Centrall Govermmegnt have had the
effect of limiting the yield of income tax. Indeed, the
Govermmestit of Mahanesiitea has demamtiet! that the
State Govemmmesiss shouldd be takem into confidimreess
before gramiimg any tax concessin since their interests
are vitally affected.

5.14 Before we discussheamagémfof the devoluiiion
of income tax, we shouldl like to deall with the genera!
principkss of dewolluton of taxes. The principls of
devolluion of income tax and Uniom excise duties have
gradiullly evolved! over the yeanrs as a result  of the
recommeTiations of sucoessive Finance CommissTss.

Each Commissipn has tried to respomdi to changjimg
needs to improwe the manmenodf distriluttion in the light of
experiemge,

515 Three major questiors have to be decidied in
relatiom to devalluttion of taxes. First, whatt should be the
percemtape shares of income tax and Uniom excise duties
that shouldl be devolvextl on the States? Secomd, should
the same or differenit principkss be appliedd for the
distribwiteon of the shared! portiom of the two taxes among
the States? And third, wihgt shoulldl be the princigies of
distribuiiimi??

516 The percemtage share of the divisilik pool has
beem graduedlly rising over the years in respect of both
taxes. The divisibke pool of income tax had alreadly
reached 85 per cent under the recommeTidations of the
Sevemth Finamoe Commission (1979-8D -HEER3884). It is
genenallly felt that it woulll be coumtsripoodottise to
increase the States' share beyomil 85 per cent as even
now, the very smalll percemtage share accruimy to the
Central Govermmeent gives it little incentive to raise
additiomei revemusss from this sourmce. As-regardss Union
excise duties, 40 per cent of the duties are included! in the
genena! devollution formuika and an additiome! 5 per cent is
being distrituitet to the defiiit States in propantion to their
assessati revemur deficits under the recommesmtiaitions of



the Eighth Finance Commiission. As mentiomst above,
almost ali the State Govemmmwnds have asked for
enlargemmt of the States’ share beyomdi the presemt level
of 85 per cent prescitei by the Eighthh Finance
Commisssion. In consiidigiing this matter, we have to keep
in view the legitimette needs of the Centre and also take a
decision on whetfsr any increzse in the volume of
transfigss that may be consiitiyeed necessamy, should take
the form of additiome! devallution of taxes or increassd
grants-maiid. These quesiiors require  detailled!
considienation whicih we shall undertattes in our next report.
Since 1989-90 is the last year of the Sevemth Five Year
Plan, we wouildl not like to recommmmd any increase or
decreas® in the propartiion of resounges tramsfiTesd by way
of devoluiion of taxes. We, therefloe, recommeamt that
the States' share of income tax be retaimedd at the
prevailimg level of 85 per cent of the net procesdis of
income tax for 1989-9@.

5.17 Next we come to the questiion of prescrilitgg the
criteria for detemmimigg the shares of States infer se.
Tradifiomlly, the procestis of income tax have been
distributed! amomg the States on the twim criteriia of
populationt' and ‘comtrimuteoy’. The weigihtgge givem to
contribuiion varied betwesn 10 per cent and 20 per cent
and that for populkdion betwesmn 80 per cent and 90 per
cent. The last Commigsion made a major depariuee and
injected progressiiyy into the devolutimn schems for
income tax. The criteria adopted! by the last Conmimsgan
provided a pronoumssd weigittage in favouwr of
backwarrdiresss and unified the formulteee for distribwtion of
excise duties and income tax.

5.18 The States have suggest various factors to
be considlmextl with diverse mix of weigintage. The
Govermmnit of Gujarait has argued in favowr of raising
the weigitagee for 'conititbwiboh’ to 20 per cent whilke the
Govermmemit of Maharasittea has proposat that it be takem
upto 45 per cent. Madhya Pradestn and Rajastivan woulldl
like us'to assigm high weigjittage te geographited! area for
determiimigy the shares of the States, and the poorer
States like Bihar, Orissa and Uttar Pradesth require us to
allocatie significamt  weigintaee  to
backwantnesss. eft

econamic-~.

Eighth Finance Commigsion, beimy distributt in the
followiing manner:

(i) 25 per cent on the basis of populkaiion in 1971;

(i) 50 per cent on the basis of distamze of the per capita
income of the State from the highest per capita
income State multiplied by the 1971 populkion of
the concamezd  State; and

(i) 25 per cent on the basis of inverse of per capita
income of the State multipleti by 1971 population
(income adjustet] totall populkstaon formuiks).

521  ltwas the genenall feelimy of the Commission
that the per capika SOP of a State by itself does not
adequettdyy reflect the capadily and finamgidl needs of that
State. Althougih per capita income may be the best
summeagy measune for judgimy the relative positioms of the
differamt States, the use of some supplemsnéyy norm
might enable us to capture other relevamt factors and
thus achiewe greafiar equity infer se in the allocatiom of
shared taxes.

5.22. The Fifth Finance Commission took into
accountt five differamt factors to repressrt backweartinezss
whiidh was used as a criterion alomg) witi populkaion forttes
distriuition of Uniom excise duties. The Sevemin Finance
Commisson, assigmst equal weigiiiks to four factors,
namelly, popuikiion of the State in 1971; the propartiom of
poor peoplke in a State to totall populkstion of the poor in the
country, the inverse of per capita income multiplied by the
popuikdiion of the State in 1971, and a revemue equaliszition

formuia. The Eighth Finance Commigsoon did not

contimiee the use of the propantion of peopike below poverty
line as one of the critenia partly because it had been
pointedl out that State-wiize data on the propaortiion of the
poor were not reliabke. Apant from that, it was their view
that the use of this criterion was inappropiiate. Their
argumesit is reprodiuzed below:

"We have scrutiimiset the. estimnestes oftiee poor in
(iach State by using the formuka of the Seventh
inance Commiikdion and those made by the
Planniiny Commiggéon for the purpesss of the 1980-
85 Plan. A peculiaar feature of these estimatss is that
inthe hill States and the States like Rajastham

5.19 Onour pari, for reasoms stated eartier, we do not O
want to make any radical depariure for 1989-9@. We, ~
therefiors, intend to followw the genena! pattemm preseriiied '\
by the Eighth Finance Commigsion reserviimgy only 10 per
cent of the tax to be distributstd on the basis of
contriipuition and the rest of the share of income tax and  ~
Union excise duties being distilutet! on the basis of
uniform criteria. The factor of contributtéon woulld take into
accoumt the assessmmnt of income tax for the years 1982-
83 to 19B4-85. The State-wiise data obfaimst! by us from
the Ministry of Finanoe, Department of Revemus, Central
Board of Direct Taxes, is showm in Annexure V.2.

5.20 The portiom of the divisiiie pool of income tax
remaiiniing after the distritnaition of 10 per cent on the basis
of contriiputtion and the 40 per cemt share of Union excise
duties are, according to the recommesTidations of the

whicih are undoufitstily poor and backwert], the
percemtge of poor is relatively small. To what
-I:l extent the policies of the State Governmesrits
resulting in maldisthitbuison of incomes are
respomsiide for accemiwation of povently condiiioms
particulally in the case of States whicth have a high
per capita income, is anofier impontart question
whidh is to be considlgeed in this conmegton. More
impaortenrit is the fact that the estimzites of the poor can
vary depemdiitgg on the concept of poventy used. It is,
thereffigez, not surprising that mamy States have
expressut doubtts about the reliahillily of data and the
methodidteyy used for the estimaimn of these
poverty ratios.” (Para 6.33)

The Eighth Finance Commiisiéon also poinmied out that
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a majoritty of States, includiimg some of the backwendt and
poor States, did not favour the use of this criteriam.

5.23 Althougih there are limitationss to the availailk
data on the distrituticon of poor amomg the States, we
understarnd that the estimatkss in this regard made by the
Plannimg Commixsan are being used for the allocatimn of
the major part of fundts to the States for finamdimgy anti-
povertly programmeass.

5.24 Whille there is weigfiit in the argumentts
advamceti by the Eightth Finance Commissam, the
consemsuss in this Commissian isthat the exclusive use of
per capita income in additiiem to populktion woulldl also not
be appropimte because this measure does not
adequatdly capture or reflect the state of wellHsimg or
othemwizee among the majoriiy of populkimon of the States.. It
istrue that a State witih high per capita income does have
the potemii! to mitigate the poverty of its less fortumete
citizems and persistemze of poverty could be traced partly
to lack of will or inefficimmzy on the part of the State
Govenmmestit concenmext. Howexnest, the incomess of the rich
residemts of various States are also subject to Centrall
taxes and the States' capaaiily to tax themn gets accordimgijy
limited.

5.25 It could! welll be argued that if a criteriom in
additiom to per capita income and populion should be
used, it should be some other appropiate indicatar of
backwandiresss and not the relative numbenadf poor peoplie
in a State. Howewarr, we do not have any other compasite
index of backweditesss readily availalike for use in our first
report. We propose to have a dialoguse with the State
Govermmenss on this matter and also consuitt leading
economigttss and other expents who can advise us. We
hope to be able to evolve a suitalile index whicih coulld be
considiemt for use in makimg our recommesTiiditons for
the five year period (if ultimatisly we are led to use the
proportion of poor peoplks, we should them have to
strengiitsm the data base). Forttiee year 1989-90, for wamt
of abetter index, we have decidiztito use the propantimn of
people below poverty line as an additiomea! criteriom.
However, since we have not had full round of
discussmrss with all the States and apprefstsiamss have
been expressati about the reliability of the data on inter-
State distrituttion of the poor, we have decidisd to assigm
only a smalll weigfitt to this criteriom. We recommend that
90 per cent of the shargable proceeds of income tax and_
AQ per cent of the net proceedis of Unior excise duties be
uistibuted among, the States in the followimy marlm';'Vk

(i) 25 per cent on theﬁsﬁs of populkton in 1971;

(i) 50 per cent on the basis of distamze of the per capita
income of a State from the highesit per capiia iFGoonee
State multipliet! by the 1971 populktieon of the State
conoemmezt];

(H))12-1/2 per cent onttize basis of inverse of per capita
income of a State multipiiti by 1971 populaimn;
and /

(iv) 12-1/2 per cent on the basis of propontiton of poor
peoplie in the State to the total humber of poor

29

o

people accomding to the estimates for 1983-84
made by the Planningy CommitssandAnaguere
V.3).

5.26 Severdl State Govemmnesids represantet before
us, as they did before our prededsserss, that use of 1971
Census data by the Commitsiion whene populkiion is a
factar in determiimimg the devowion of taxes and duties
and gramtsiimeddd, isinapprapizée now as itdoes not fully
take into accoumt the presemt needs of the States.

5.27  We have givem carefl! consiitirediion to this
obsemgiton of the State Govermmeands. While examiimimgy
this matter, we cammagit ignore the fact that some States
have made good progresss in implemeamiaiton of the family
planniimg programmee betwesn 1971 and 1981. Besides,
we considlsr that promatiigg family welfare measures,
includiimy planned] paremtteoazt and smalll familly norms, is a
matter of paramawumt natiomall importtarae. We are of the
view that this desirgiiee natiomsl objectinee should be
accordixti due recogmiimn and encownaggemeent. If we
were to take 1981 Census figues insteadl of 1971
populaimn data, the respediiive shares of the States will
chamge (withim the same overall quamium of devoluio))
to the detrimmmt of the States that have beem more
successiul in  implemsning  the familly  plannimg
programmee. We are accordiimylyy adopiimg the 1971
Censuss figures in our devolutteon package.

5.28  While worlkiimg out the distamze of per capita
income,, our methodidtayy wouildi be the same as givem by

the last Commisssiony, except for the followiimgy
modificaimss:
(i) the per capita income wouilll be commpuited by takimg

the material! for the latest three years, namelly, 1982-
8310 1984-8% for whicin compeediide State Domestic
Product data are availkiite;

N

accondiitgy to the statisticd| data on State Domestic
Product, Goa em as the State with the highest
percapdnnooree. We, howeverr, do not considkn
Goa as a represamtdivee State for the purposes of
measuriitgg the distamse of per capita income among
the States, since it is too small in area and
popuiktion. Besidies, the data for State Domestic
Product for Goa are availdlite for only two years.
Takiltig all the relevamt factors into consiitiegioon, we
have adoptsti Punjab, whicth has the secomd! highest
per capita income, as the highest per capiia
income State for purposss of measwiiny the
distamze factor. Atthe same time, in ordentto protect
the interestts of both Goa as welll as Punjalb, we have
adopted the distamee of the next highest income
State which, in the presemt reckomimg, is
Maharagiitea, for measuning the notiomeal distamus.
Thus, the income distamze of the three States,
namelly,, Goa, Punjalb and Maharadhisa wouild be at
par inter S5e. Two statemsmss showimg the
compezaivee per capita SOP for the three- year
period from 1982-83 to 1984-85 are givem in
Annexwess VA and V.5.

I



5.29 On this basis we give in the Tablie below the
recommentted State-wiise allocatiom of income tax
revenue from the divisiiee pool for the year 1989-90Q.
Based on the data made availallk2 by the Govenmmeatt of
India and as assessat! by us, the States are likely to
receive in 1989-90 a tofall sum of RS$.2990.38 crores.

5.30 To concludte, we recommumd that for the
finangil year 1989-90 :-

(i) Outatiilee net proceedis asumegqakdto 1.044 per cent
thereaff shalllbe deemest to represanit the proceedis
attributttidée to Unionm Tenitaress;

(i) the share of net income tax procestls, except the
portiom rebrmmm the proceedis attributstidde to
Unionm Temittovess and Union emolumestss, to be
assigmati to the States should be 85 per cent;
and

(i) the distillution amomgst the States of the share
assigmst! to them in respect of the finamgil year
1989-90 shouiltl be on the basis of percemtaypss
showm in the Tablke below -
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(In percantaps)

State With Sikkitm  Withoutt
included! Sikkiim
1. Andima Pradesh 7.344 7.346
2. Arunadiedl Pradesh 0.066 0.066
3. Assam 2.507 2.507
4. Bihar 12.314 12.318
5. Goa 0.090 0.091
6. Gujarat 4.232 4,233
7. Haryama 1.048 1.049
8. Himadmdl Pradesh 0.505 0.505
9. Jammu & Kaslmmiir 0.682 0.682
10. Kamatsiiea 4.937 4.938
11. Kerala 3.553 3.554
12. Madhya Pradesi 8.000 8.003
13. Maharasiitea 10.110 10.112
14. Manigpur 0.181 0.181
15. Megimwtaya 0.183 0.183
16. Mizoram 0.059 0.059
17. Nagaland 0.064 0.064
18. Orissa 4.054 4.055
19. Punjalb 1.522 1.522
20. Rajastian 4.773 4.775

21. Sikkim 0.028 -
22. Tamill Nadu 7.614 7.616
23. Tripuwa 0.269 0.269
24. Uttar Pradesihn 18.326 18.331
25. West Benggl! 7.539 7.541

Totall 100.000 100.000



6.1  Article 272 of the Constitution states that the
Union duties of excise other than those on medicinal
and toilet preperations shall be levied and collected by the
Government of India, 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
proceedsofthatduty, andthose sums shall be distributed
among the States in accordance with such principles of
distribution, as may be formulated by such law. Under
para 3(a) of the Presidential Order we are required to
make recommendations in regard to the distribution,
between the Union and the States, of the net proceeds of
taxes which are to bp.,or may be, divided between them
and the allocation between the States of the respective
shares of such proceeds. Union excise duties come
under the category of Central taxes which may be divided
between the Centre and the States.

6.2 Union excise duties although not compulsorily
shareable have been shared between the Centre and the
States right from 1952. Under the award of the. First
Finance Commission, 40 per cent of the net proceeds of
excise duties on thr~e commodities viz., matches,
tobacco (including manufactured tobacco) and
vegetable products were distributed among the States
in proportion to population. Since then, the coverage of
Union excise duties and the percentage share of the
States and also the principles governing the inter se
distribution have received increasing emphasis under
successive Finance Commissions. Over the years,
excise duties have become the largest source of tax
revenue and successive' Finance Commissions have
increasingly relied on them to meet the requirements of the
States.

6.3 The Second Finance Commission expanded
the list to include duties on five more commodities, but
keeping in view their overall scheme of devolutions
reduced the share of distributable netproceeds to 25 per
cent. The Third Finance Commission recommended
sharing of the net proceeds of all the dutiable
commodities except motor spirit and those which yielded
less than Rs. 50 lakhs annually. But it reduced the share of
the States to 20 percentofthe net proceeds. In addition,
the Commission separately distributed RS.36 crores
being about 20 per cent of the yield from motor spirit, for
maintenance and improvement of communications. This
principle of distribution was maintained until the Seventh
Finance Commission raised the States' share to 40 per
cent.

6.4 The Fourth Finance Commission recommended
that in addition to the duties levied at that time, those that
might be imposed during the five year period of their report

should also be shared with the States. It, however, did not
favour sharing of the revenue from special excise duties.
It was for the Fifth Finance Commission to bring the
proceeds of special excise duties within the scope of the
divisible pool from the year 1972-73. The Sixth Finance
Commission enlargecj the scope of the divisible pool
further but kept out the revenues from earmarked levies.
The Seventh Finance Commission increased the share of
the States inthe divisible pool to 40 per cent and kept out of
it revenues from additional excise duties on textiles and
textile articles and the cesses levied for special purposes.

6.5 The Eighth Finance Commission aimed at
minimising  financial ~ imbalances among the States
without  jeopardising the interests of the developed
States. The Commission felt that the recommendations
of the previous Commissions had made a number of
States dependent on grants-in-aid which was an inelastic
source. Therefore, the Commission wantedaschemeof
devolution that would be not only progressive and simple
but would aJsodeal with the revenue deficits of the States.
The Commission increased the States' share from 40 per
cent to 45 per cent of the net proceeds of shareable excise
duties excluding receipts from electricity duty but set
apart this additional 5 per cent to be distributed among the
deficit States. The inter se distribution was based on the
proportion of the deficit of each State to the deficits of all
States as assessed by the Commission. As regards the 40
per cent, they recommended that 25 per cent of this
should be distributed among the States on the basis of the
1971 population figure. Another 25 per cent was to be
distributed on the basis of income adjusted total
population.  Theremaining50percent was distributed on
the basis of distance of average per capita income of any
Stale during the years 1976-77 to 1978-79 from the
highest per capita income State (Punjab at the relevant
time) multiplied by its 1971 population.

6.6 Let us now turn to the views of the States. They
touch upon many points including whether any duty of
excise may be kept out of the divisible pool, inclusion of net
proceeds of earmarked cesses and the effects on the
Stales of frequent increase in administered prices by the
Central Government. The scheme of sharing the
divisible pool of Union excise duties between the Centre
and the States including the formula of inter se
distribution of the States' share are also the issues on
which the States have given their suggestions.

6.7 We first consider whether any of the excise
duties should be kept out of the divisible pool. Most of the
States have demanded that all excise duties, including
earmarked cesses and the additional excise duties on
textiles and textile articles under Additional Duties of



Excise (Textiles and Textile Articles) Act, 1978, should
be brought under the scope of the divisible pool. Bihar,
Gujarat and Tamil Nadu have argued that if cesses are t
be levied at all, they should be for a limited period. If they
continue longer, they should be merged with Union
excise duties. We agree that earmarked levies reduce
the size of the divisible pool. An impost like cess on crude
oil could have sizeably increased the States' share of the
divisible pool.

6.8 We find that there are a large number of items
like tea, sugar, bidi, textiles, paper, jute manufactures
and automobiles on which regular excise duties as well as
cesses are leviable. There are other types of cesses on
iron ore, coal, etc. on which no excise duty is leviable.
Additional excise duties on textiles and textile articles are
nothing but earmarked levies as their proceeds are spent
for financing the Controlled Cloth and the Janata Cloth
Schemes. The Eighth Finance Commission had
considered the question of inclusion of cesses in the
divisible pool. However, itdid not go beyond observing that
earmarked levies should be kept to the minimum. While
expressing the same views, we would urge the Centre to
reduce the number of cesses to the extent feasible as
indicated in the Long Term Fiscal Policy.

6.9 Having said this, we recommend that the divisible
pool of excise duties should include net proceeds of all
,excise duties including special excise duty but exclude
duties collected under the Additional Duties of Excise
(Textiles and Textile  Articles)  Act, 1978 and the
earmarked cesses.

6.10 Increases in administered prices is another
issue to which our attention has been drawn by the States.
Most of them are against the Centre's use of
administered prices to raise resources. They contend
that the Centre is enriching itself by increasing
administered prices without bothering about the impact on
the States' budgets. The Centre should raise resources
by increasing excise duties instead of administered prices
so that the States may also share the resources so raised.
Ifitis not possible to stop resorting to administered price
increases, it has been suggested, the Finance
Commission should devise a mechanism by which the
States can be suitably compensated on an automatic
basis. On this issue the Eighth Finance Commission
observed that while there was justification for increasing
administered prices when there were increases in the
cost of production, if revenue-raising was the sole
consideration, excise duty increase should be preferred.
The Ministry of Finance did not agree with this approach
when we sought their views on this subject. We were
informed by the Union Finance Secretary that if the
resources raised from the hike in administered prices were
to be made shareable, the extent of the hikes would have
to be much higher depending on the current scheme of
sharing of net proceeds of excise duties and this would
impose undue burden on the economy. While we have
given serious thought to the views of the Ministry of
Finance we are unable to acccept them. We endorse the

32

view of the Eighth Finance Commission that if the main
purpose is resource raising for the government, it should
be done through excise duty increase so that the States
also get a share out of it notwithstanding the fact that the
extent of increase would be higher in such cases.

6.11 Coming to the issue regarding the share of the
States in the net proceeds of Union excise duties, a
number of States have advocated that the size of the
States' share should be increased. Jammu and Kashmir,
Himachal Pradesh, Maharashtra, Orissa and Sikkim
have pleaded for increasing the States' share to 50 per
cent. Andhra Pradesh, Assam, Gujarat, Haryana,
Rajasthan, Karnataka, Tamil Nadu, Uttar Pradesh and
West Bengal have asked fQr a increase inthe States'
share to 60 per cent, while Kerala, Punjab and Tripura
have argued for 75 per cent. Nagaland has submitted that
the share of the divisible pool should be increased to
cover the assessed deficits of the States before
devolution.

6.12 We have carefully considered these
suggestions. While we agree that the States need more
resources, the formula of devolution must also take into
account the overall resource position. As stated inthe
previous Chapter, we shall consider the question of the
role and relative magnitude of devolution in detail in the
second report. For 1989-90. we propose to recommend
the continuation of the existing arrangement whereby 40 +
5 per cent of the net proceeds of the shareable excise
duties is distributed among the States. We find that,
according to our normative assessment, the States'
needs would be reasonably met through this volume of
devolution of excise taken together with the volume of
income tax recommended to be shared, topped up by
grants-in-aid that we recommend.

6.13 We next consider the formula of distribution of
Union excise duties, taking first the distribution of the 40
per cent of Union excise duties. The States have
suggested diverse criteria. The States of Orissa, Sikkim
and Goa have favoured continuation of the Eighth
Finance Commission formula. Tripura and Manipur have
supported the existing formula with some minor
modifications. Haryana and Punjab consider that
population should be the criterion for distribution of the
States' shares. Andhra Pradesh, Kerala and Mizoram
have suggested that a common formula should be
adopted forthe distribution of the States' share of income
tax and Union excise duties. Andhra Pradesh and
Karnataka  have  suggested equal weightage  for
population and distance of the States' per capita SDP
from the per capita SDPof the richest State. Kerala has
proposed a combination of population with distance of
per capita income, inverse of per capita cumulative plan
outlay and Central investments, tax effort and allocational
efficiency as measured by the ratio of development
expenditure  to total revenue expenditure. Madhya
Pradesh has proposed that 15 per cent of the net
proceeds of Union excise duties should be distributed on
the basis of area or area adjusted total population, 35 per



cent on the basis of inverse of per capita income and 50
per cent on the basis of distance of per capita income.
Uttar Pradesh suggests that the divisible pool of Union
excise duties be distributed among the States on the
following pattern: 50 per cent on the basis of population,
25 per cent on the basis of the inverse ratio of per capita
income of the States multiplied by population and the
remaining 25 per cent to the States whose per capita
income is below all States'average. Biharhasurgedthat

50 per cent should be distributed on the basis of inverse
of per capita income multiplied by rural population, and
the other 50 per cent on the basis of the distance of the
per capita income of the State from the highest per capita
income State multiplied by the rural population of the
concerned State. Formulations suggested by GUjarat
and Rajasthan are quite elaborate and they take note of
several factors. Tamil Nadu has observed that the
proceeds of Union excise duties should be distributed
entirely on the basis of the equalisation factorcalcutated

by multiplying the tax inCome ratio by distance adjusted

to 1971 population as per the recommendations of the
Eighth Finance Commission. Arunachal Pradesh wants
the population factor to be moderated by  giving

appropriate  weightage for area. Assam has suggested
thatoutof the States' share of 60 percent, 50 percent may
be distributed to all States and 10 per cent to backward
revenue deficit States. Himachal Pradesh has urged that
40 per cent of the net proceeds be distributed with 25 per
cent weightage to population, 25 per cent weightage to
ensure an equal proportion of revenue surplus to all
deficit States and 50 per cent weightage on the basis of
the Development Index prepared by the Centre for
Monitoring Indian Economy. Another 10 percent of the net
proceeds should be kept aside for Hill States.
Maharashtra has suggested a detailed formula
incorporating the factors of contribution to excise
revenue, economic and fiscal backwardness, fiscal
discipline, administrative efficiency etc. Mizoram has
proposed that 25 per cent should be kept apart on the
basis of population, 40 per cent on the basis of
backwardness and 25 per cent for ensuring surplus to all
States equal to 25 per cent of their revenue expenditure
and 10 per cent reserved for hill States to ensure a
surplus equal to atleast 50 per cent of their revenue
expenditure.

6.14  After carefully considering the above
submissions and taking into account the fact that 1989-90
isthe terminal yearof the Seventh Five Year Plan and that
itis not desirable that the scheme of distribution during this
year should differ drastically from the current one, we
consider it appropriate to continue the Eighth Finance
Commission's devolution formula for 40 per cent of the net
proceeds of excise duties for 1989-90 as well with some
modification.  For the reasons stated in the previous
chapter, we consider that itis necessary to supplement
per capita income with another appropriate indicator of
backwardness. Forwant of a better alternative, we have
decided to use the proportion of people below poverty line
as an additional criterion, but in view of the doubtful
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reliability of data on poverty, we have assigned only a
small weight to this factor.

6.15 The Eighth Commission had recommended
that five per cent of the net proceeds of excise duties
excluding the same on electricity, should be set aside and
distributed to the States which had deficits after
devolution of all taxes and duties 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. The inter se

distribution was based on the proportion of the deficit of
each State to the deficits of all States as estimated by
the Commission. In the memoranda presented to us,
Rajasthan, Jammu and Kashmir, Arunachal Pradesh,
Assam, Goa, Meghalaya and Sikkim have asked for
continuation of this scheme for the deficit States, with a
few modifications. Haryana, Karnataka, Kerala,
Maharashtra, Madhya Pradesh and Tamil Nadu have,
however, opposed this arrangement on the ground that if
this scheme was to be continued there would be no need
to give additional grants-in-aid to the deficit States. They
feel any earmarking to cover the revenue gaps should be
financed from the general revenues of the Centre, and not
out of the divisible pool.

6.16 We agree with the Eighth Finance Commission
that a scheme of devolution should inter alia deal with
the revenue deficits of the States. Moreover, any
scheme of devolution we adopt should not undUly disturb
the existing arrangements for financing the Seventh Plan.

Therefore, we propose to continue for 1989-90, the
present system of setting aside 5 per cent of the net
proceeds of Union excise duties for the deficit States.

6.17 Accordingly, we recommend that the distribution
among the States in 1989-90 of 40 per cent should be in
the following manner:

(a) 40 per cent of the net proceeds of excise duties
which are shareable should be distributed among

all the States in the following manner:
0] the

,~tates

(ii)

25 per cent should be distributed among
on the basis of 1971 population.

12.5 per cent should be distributed among the
States on the basis of Income Adjusted Total
Population (IATP). For calculating IATP, 1971
population of the States should be weighted
with  the inverse of the average per capita
income for the triennium 1982-83 to 1984-85.
The share of a State isto 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 cent should be distributed on the basis
of poverty ratio i.e. the proportion of the number
of people below the poverty line in a State as



computed by the Planning Commission for

1983 84 to the total of such population in all
St es.
he remaining 50 per cent should be

distributed on the basis of distance of per capita
income of any State during the triennium 1982-
83 to 1984-85 to that of the State having the
highest per capita income Le. Punjab as decided

6.19 We have also worked out for 1989-90

percentage shares of the deficit States inthe 5 per cent
of the net procee~s of the shareable excise duties. These

are shown in the table below:

Table 2
Shares of Deficit States In 5 per cent of the
net proceeds of excise duties.

Name of the State

Percentage Share

by us multiplied by its 1971 population. The 1. Andhra Pradesh
shares of Punjab and Goa will be determined 2. Arunachal Pradesh 7.158
wi  reference to the distance of the next State 3. Assam 14.233
-.e., Maharashtra from Punjab. 4 Bihar
e remaining 5 per cent of the net proceeds of 5  Goa
shareable excise duties isto be distributed among .
the States with deficits, after taking into accoun 6. Gujarat
their shares from the devolution of all taxes and 7. Haryana
duties, including the shares of excise duties und Himachal Pradesh 10.031
clause (a) above as also the grants in lieu of th )
: Jammu and Kashmir 19.499
repealed tax on railway passenger fares
Distribution should take place on the basis of the 10. Kamataka
proportion of deficit of each State to the total of all 11. Kerala
States' deficits worked out by us. 12. Madhya Pradesh
6.18 As .regards. 40 per cent of the net proceeds of 13. Maharashtra
shareable excise duties, the percentage share of each
State has been worked out and the same is given in the 14. Manipur 6.787
table below: : 15. Meghalaya 4.837
Table 1 16. Mizoram 8.199
Percentage Share of States In 40 per cent of the 17. Nagaland 8.108
net proceeds of excise duties for the year 1989-90. 18. Orissa 5.806
Name of the State Percentage share 19. Punjab
1. Andhra Pradesh 7.858 .
2. Arunachal Pradesh 0.070 20 Rajasthan 3.946
3. Assam 2.707 21. Sikkim 1.408
4. Bihar 13.573 22 Tamil Nadu
5. Goa 0.074 .
6. Gujarat 3.109 23. Tripura
7. Haryana 1.077 24. Uttar Pradesh
8. Himachal Pradesh 0.549 25. West Bengal
9. Jammu and Kashmir 0.713
10. Karnataka 5.092
11. Kerala 3.707
12. Madhya Pradesh 8.726
13. Maharashtra 5.635
14. Manipur 0.197
15. Meghalaya 0.199
16. Mizoram 0.065
17. Nagaland 0.070
18. Orissa 4.454
19. Punjab 1.310
20. Rajasthan 5.097
21. Sikkim 0.032
22. Tamil Nadu 7.785
23. Tripura 0.295
24. Uttar Pradesh 19.877
25. West Bengal 7.729
Total 100.000



ADDITIONAL DUTIES OF EXCISE AND THEIR
MERGER WITH BASIC DUTIES OF EXCISE

7.1  Additional duties of excise in lieu of sales tax
were introduced -in 1957 in pursuance of a decision of

the National Development Council in December, 1956.
The decision reads 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 surcharge on the
Central excise duties on these articles, the income
derived therefrom being distributed 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".

7.2  Additional duties of excise have been levied
and collected since then by the Centre, and the entire net
proceeds from the threj:! commodity groups viz. special
varieties of fabrics, tobacco including manufactured
tobacco and 'sugar (excluding the proceeds attributable
to the Union territories) have been distributed to the
States in the manner recommended by the respective
Finance Commissions. As observed by the various
Commissions, the present practice of levying additional
duties of excise in lieu of sales tax is inthe nature of a tax
rental  arrangement. Unless there is a specific
dispensation from the Central Government, a State
stands to lose its share from the additional duties of eXcise
ifitimposes sales tax on any of the commodities attracting
this levy.

7.3 Previous Finance Commissions, starting from
the Second, were called wupon to give their
recommendations on the principles of inter 5e
distribution of the net proceeds of additional duties of
excise among the States. We are also required to give our
recommendations on this subject according to paragraph
5(a) of our terms of reference. Paragraph 7 breaks new
ground by asking us also to give our recommendations on
the merger of additional duties of excise with the basic
duties of excise. We are further required, in the same
para, to evolve asuitable formula for allocating a part of
the merged duties of excise for the three commodity
groups for distribution among the States.

7.4 We first take up the merger issue. Merger of
additional duties of excise with basic duties of excise was
mooted in the paper on Long Term Fiscal Policy of
December, 1985 as a measure of tax simplification and
administrative streamlining. It was, however, mentioned
inthe policy paperthatthe matter would be referred to the
next Finance Commmission for the determination of a
suitable formula of distribution ofthe merged duties among
the States. We are also of the view that a decision on this
complex matter should be taken only after consulting the

States and after an indepth examination of the desirability
and feasibility of the suggested merger. All the more so as
wefindfromthe  Memoranda submitted to us that many of
t lates like West Bengal, Maharashtra, Haryana,
Ke are opposed tothe tax rental arrangement itself.
We consider it imperative to complete our discussions
with the States, many of which we have yet to visit, before
we finalise our views on this matter. Accordingly, we
defer our recommendation on the merger issue until our
second report. in the meantime, we are suggesting
elsewhere in this chapter that the Central Government
shou Id look into certain aspects of the operation of the tax
rental arrangement which are acting as irritants to the
States and remove their misgivings, to the etent possible,
on atime bound basis. We hope that by the time we are
due to finalise our views on the merger issue for our
second report the apprehensions and misgivings of the
State Governments relating to the tax rental arrangement
would have been redressed. This would help create an
atmosphere conducive to an objective and dispassionate
approach to the question.

7.5 Now we take up the other part of our terms of
reference relating to the distribution of net proceeds of
additional duties of excise. Since these additional duties
are levied in lieu of sales tax which itself is a tax on
consumption, the successive Finance Commissions
have sought to approximate the shares of various States
to the growth pattern of their sales tax revenues or to their
share in consumption. Further, since direct and reliable
estimates  of State-wise  consumption of these
commodities are not available, proxies have been used.
The Second Finance Commission, which was the first to
go into this question since the coming into force of the
arrangement in 1957, sought to make good the deficiency
in the consumption data by using populaton as a
corrective  factor. The Third Finance Commission
recommended that the amount of additional duties of
excise in excess of the guaranteed amount should be
distributed among the States partly according to the
percentage increase inthe collection of sales tax in each
State since 1957-58 and partly on the basis of population.
The formula of the Fourth Finance Commission was
based entirely on sales tax revenues of individual States.
The Fifth Finance Commission made a departure in that
while the sales tax collections were taken as an important
factor, the inter- State sales tax revenue was excluded.
PopUlation was also taken as a factor for working out the
shares of the States. Equal weights were given to sales
tax collections and population.

7.6 The Sixth Finance ComtDission felt that sales tax
was levied on a host of products ranging from luxuries to
raw materials and, therefore, sales tax revenue could



hardly be relied upom to arrive at the comsurmidon figures
of the relevamt commmudiitess. That Commirsscen thowghtt it
more logicall to relate the consumption of these items to
the levels of income. Accordiirglyy, it took State Domestic
Product (SOP) as one of the factors in detemmimimg
distributi@n, and populkion as the other factor. Ultimately
the Sixthh Finamoe Commissiorss recommmemabons
relating to distrithuttaon of net procears of additiomed! duties
of excise were based on three factors viz., populion),
SDP and produdtion, the last one represantting that part
of producimn which get exponted] 10 other States. The
weigiitts givem were 70 per cemnt, 20 per cent and 10 per
cent, respectiajy.

7.7 The search of the Sevemtn Finance Commissan
for consumyicon figures took it to the Natiomasl! Samypike
Survey Organisation (NSSQ) data specially compiliedti for
them. That Commissan noted that the NSSQ conswesr
expendilee surveys did not entirglly capture the
expenditwee incumedl by the higher income groups.

Therefoxe, these were not expecist to  provide
accepiailee  estimattes of conswmptoon of the higher
varieies of tobagoo items and textiles, which were

importamntffoom the revenue angle. Further, NSSQ surveys
covered only houselmild expemdlituee but in the case of
sugar and textiles, non-fousdiuidd consumption  was
quite significarit. The NSSQ data were also somewmhat out
of date beimng based on 1972-73 figures. For these
reasons that Commizsan had to look for some other way
to calcullte the conswmyioon figures. It finallly adopted
two separaite bases, one for sugar and the other for
textiles and tobagso. In the case of sugar, the
Commisson took the averagre quamiticss of despatitiess to
individiusd! States duriimg) the three years ending 1976-77 to
work out the State-wiige consumgicon figures. In respect
of textiles and tobacuo the Comimission went by the logic
of higher income levels leadimg to higher consumysioon.
The percemtage shares of these productts for each State in
the comrespontiing all- States' totall figure were worlket! out
by multiplyiimy the averagre per capita SOP of each State
for three years ending 1975-7& by the populaimn of the
State as per the 1971 Censuss.

7.8 The attemypits of the Eighth Financoe Commissarn
to find a reliable estimmate of conswmmiaon of the three
commadiiyy groups did not produgee much resulis. Itdid not
accept the estimetess of consumption in differemt States
basedwmibdZend Roundasf NSSQ survey (July, 1977 to
June, 1978) for reasoms statedd by the Sevemith
Commission. it was not inclined to detemmiine the State-
wise consumyition of sugar on the basis of despatdiess to
differemt States. The Commissarn rightly felt that such a
method did not take note of the simple fact that
sometimes the markets of one State met the
requiremaTiss of other States. It did not also considsr that
the State-wise produditon figures of the relevamt items or
the sales tax revenue of each State could provide reliable
State-wise consumpgtion figures of these items. That
Commissimn  finally wemt by the logic that the
consumpteon of sugar, textikes and tobaomo wouildl be
higher where the State income was higher. On this basis,
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it took SOP as one of the factors in the formuikn of
distrilbutoon.  The Commmitssion, howewar, felt thai SDP
alone could not provide a commectt indicaiar of the
consumpitéon of the relevamt items and accordimgly, it
consitlyret it appropiaee to give adequerte weigihtzgre (o
populiimn also in the formuita of distrlwition. The final
recommegTdditon of the Commigsiion was that for the
purpose of distriimuiten of the net procestts of additiomea!
duties of excise, equalvedghtiage shouildl be givem to SDP
of the States (1976-77 to 1978-79) and the populkaiion
figures fromn the 1971 Censuss.

7.9 Let us now tum to the views of the States.
Andima Prade h and Assaim have suppontext! the formmuika
adopted! by the Eighth Commigssoon. Tripura, Goa and
Orissa have also supponti the Eighthh Commission
formulea with some modificatitorns. Tripuma wants the
propontiton of Schedluléet Tribes populkien in the State to
be givem suitaltle weigfittage in additiom to SDP and
populktimn. Agaiimstt this, Goa, a new State, has suggested
that 25 per cent of the net procesxtts shoulkdl be pre-emyptet
forttiee deficit States and the balamg distritutted on the
basis of the Eightin Finance Commigssioon fonmuita. Orissa
wouildl like the weigfitts in the Eightihn Commission formuika
to be raised! to 75 peraamt for populkaian and 25 per cent for
SOP. Kerala favours equall weigittage to populaion and
consumtton  based on NS8O data. Rajastfen has
suppaonterd distritoutiion on the basis of populatimm and the
SOP per capita only if reliable consumptoon data canmatt
be foumdl. Haryamea consiittres that the distrittnutteom should
give equal weigjittage to SOP and per capiiia SOP. Punjab
woultd! like the Sevemth Commissoon formulia of takimg the
producit of per capitta SOP and popuikition to be appliedi to
all three commudiitéss, in the absemce of reliable

consumytion data.
7.10 Bihar, Madiya Pradesin, Uttar Pradestn,
Gujaratf, Mahanastitea, Karnattdea, Tamill Nadu and

Himaihcad! Pradesth are agaimst the Eighth Finance
Commizsseon formuika. Whille Bihar is quite clear that
populktmm is the best indica©r for distributton, Madhya
Pradesin is in favowr of such a scheme only if no reliable
consumpition data are availitie. Uttar Pradestin has asked
that the guarambset amoumt for each State shoulldl be set
apart first for distritouticon and the remaimdigr distritbuteti on
the basis of populi@mn or in the proporiomss of the
guaramtssti amoumts of the States to the total guaramtsszt
amourit. Gujarat considlsss that the distritoution should! be
in propontiion to the guaramitsed amounts as worketl out
by the Secomil Finance Commigsioon. Maharasiites,
Karnatites, Tamill Nadu and Himacdied! Pradesfn have
urgedi that the distrilutteon shoulld! be on the basis of the
sales tax collecimss of the States.

7.11  As regardis the remaimimyg States, Sikkim and
Manipuwr have suggestted that for boti Union excise duty
and additioms! duties of excise, the same formuika should
be adopted!. The formulta suggesttet by them is that of the
Eighthn Finanoe Commisséon for distiloution of Union
excise duties withh a minor modificatton suggestsdt! by
Manipur. Arunaaied! Pradesth and Mizoram are both new
States and they have requestt that they shouildl also be



given a share of the additiorad! duties of excise since they
are not levying sales tax on sugar, tobaogp and textiks.
While Arunadie! Pradesth has not suggestrt! any formuita
for distribhuimn), Mizoram favouns adoptimm of the Eighth
Finance Commisssiorss fonmulia. Nagalamd is of the view
that 20 per cent of the net proceextts from additiomed! duties
of excise shoulid be earmanitezt] for the hill States and the
balamce 80 per cent distrilbutted among all the States on
the basis of populiimn and SOP in the ratio of 75 per cent
and 25 per cent, respectinayy.

7.12 We have carefullly considiseet the submissaTss
of the States. That consumpieon alone should be the
criteriom for distrilbutton appeans to be unexcepi@mwadide to
us. Infact, this was also the decisimn of the Natiomel
Developmeit Coundill in 1956. But the problem is that of
arrivingy at the State-wise conswmpiion data of the three
commadiity groups.

7.13 Like our predecesswss, we tried to get the
requiredl informeiimn from the NSSQ. We were givem to
understaird that the relevamit data fromn the 38th Round
(January to Decemitisr, 1983) are not yet availaike and
whem availalks, they would sufferffoom the same infirmitiies
as the data from the 32ndi Round. The descrijgtimon of the
items in the 38th Roundi is the same as in the 32nd Round
whicth means that the same discrepaiéss betwesm the
descripimn of the articles on whichh additioms! duties of
excise are leviablke and those includedl in the survey woulkdi
contimuee. The data fromn the 38th Round wouildl also not
fully capture the expenditiuess made by the higher income
groups on the items attractimgy additiome! duties of excise.
The 43rd Round is still in prelimiireayy stages and its data
would not be availalike before two years. The Natiomnzl
Accoumts Statistics also offer no help in arrivingy at the
State-wise consumgition figures of the three commocdiiyy
groups. Under these circumstaness we are left withh no
alternaiiives but to rely on the proxies forttiee consumgtan of
the three commudifyy groups. After carefull considizrediton,
we are inclinedi to agree with the proxies employed by the
Eighth Finamoe Commigsion, namelly, SOP and
populzion. The SOP and consumption of the three
commadiitéss have a positiive relatiomstifp thougfi the exact
nexus is not knowm. Howewar, as obsemaxt] by the Eighth
Commissiiory, SOP alome does not take accoumt of
vasiatiom among the States in climafic condiiors, tastes
and preferemzes in a large coumtsy like ours. This can be
caplumed], albeitt parti@lly, by assigminyg signifizamit weigfiit
to populei@mn, besides SOP. We have, themfor,
decidied to follow the approaath of the last Commisgan and
assigned  equal weiglt to SOP and popul#tion in
detemmiiming the shares of individiusl! States in the net
proceeds of additioma! duties of excise. For this, we have
used the latest availafile compaedide estimates of SDP
averagedl for the three years 1982-83 to 1984-8%.
(Annexure VIL1L). As regards popullglion, we have taken
the 1971 Census figures.

7.14 As regards the sharexddthe Union Temittoiees,
they should be treated as one unit and their share
detenmiimezt on the same basis as applicalite to the States.
The share of the Uniom Temittarées amourting to 2.023 per
cent shoulidi be retaimed! by the Centiri Govermmeetii. The
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balamge shouldl be distriuttei amomg the States in
accordaTees with the percenttagss givem below -

—_ Stae Perganitage
1. Andihea Pradesth 7.933
2. Arunmadizdi Pradesh 0.100
3. Assam 2.711
4. Bihar 8.519
5. Goa 0.230
6. Gujarat 6.094
7. Haryama 2.358
8. Himachss! Pradestn 0.652
9. Jammu and Kashmiir 0.916
10. Karnatzics 5.581
11. Kerala 3.834
12. Madiya Pradesin 7.070
13. Maharastiitea 11.763
14. Manipuwr 0.192
15. Meglmatnzea 0.179
16. Mizoram 0.061
17. Nagaland 0.127
18. Orissa 3.680
19. Punjalp 3.478
20. Rajasttean 4.636
21. Sikkimn 0.048
22. Tamiil Nadu 7.120
23. Tripuwrea 0.279
24. Uttar Pradest 14.109
25. West Bengail 8.330
Totall (25 States) 100.0001

715 We woulld now revert to some of the issues of
the tax rental arramgmmentt on whidh the States have
been feelimy aggriewat. One of them is the commitinesTit
made by the Cenirzli Govermmeent in the meetimg of the
Natiomz! Developnet Councll held in Decemiyar, 1970
that the incidenge of additierea! duties of excise woulld be
raised! to 10.8 per cent of the value of goods cleared. A
Standiingg Review Commiittee was also formed] as per the
decision of the NDC to review the wonlkingy of the tax
rental scheme. The Commmiitese which met for the first
time only in Februamy, 1981 after a gap of over ten years,
appoiintst] a Sub-Camniittee whict recommenided that the
incidemze of 10.8 per cemt shoulidl be achiewexti in three
stages i.e. 8.5peEcenthiP84®5.85, 9.7%pecenthiipans 7-
88 and 10.8 per cent by 1989-90. The States have a
grievance that the delay in implemesnriting the decision of
the NDC amountts to a breach of faith and has caused!
them finamga loss. Some have even gone to the extent of
quaniifying the loss for retroadtive compaTsdtion. We
have beem infonmed by the Union Finanoe Ministry that the
ad valoremm incidemze achiewat by the end of 1987-88 is
9.87. ltis imperatiine to achiewe the target of 10.8 percatit
by 198990 to inspire and sustam the confidigTme of the
States in the scheme.

7.16 We feel somewmtit congammeed about two other
issues on whidh the States have expressed serious
misgivimggs. One of them relates to the numemus
exemptoms issued by the Central Govermmestit in
respedt of goodis whicth wouwlkl othenwitsse have attra ted
additiores! duties of excisz. They have an adverse effect
on the totall revemus from these levies. The other matter
relfates to the unduse expamsion in the coverage of
additiome ! duties of excise. As aresult, the list of items on
whiicth the States may ievy sales tax is becomiityg restricted.
The States in gemerli feel that the Centra! Govemmmeer:
has not demorsteate! earmesgiesss to sort out thess
issues wiidh make the States apprehssdiee. We
recommemd that the Siandimg Review Commifteee may
meet urgemilly to resolwe these issues. The repont of the
Committeee in this regard! may be made availafie to us by
the end of OctoletIEE83 to enalile us to considier the
matter in our secomt! report.



8.1 Article 269 of the Constitution lists the taxes
and duties which can be levied and collected by the
Government of India but are to be assigned to the States.
The net proceeds of these taxes or duties, except for
those attributable to the Union Territories, do not form
part of the consolidated fund of India. They are', on the
other hand, assigned to the States within which the duty
or the tax is levied. Distribution of the proceeds among the
States is done in accordance with the principles
formulated by a law of the Parliament.

8.2 Tax on railway passengerfares isone such tax
covered by Article 269 and interms of Paragraph 5(b) of
the Presidential Order dated 17-6-1987, we are required
to suggest changes, if any, inthe principles governing
the distribution of the grant in lieu of the tax under the
repealed Railway Passenger Fares Act, 1957.

8.3 Before we proceed further, a look into the
history of the tax on railway passenger fares and the
grant in lieu of it, which was a subsequent development,
would be worthwhile.

8.4  Itwas in 1957 that atax on railway passenger
fares was levied for the first time through the Railway
Passenger Fares Act, 1957. This tax remained inforce
during the period 15th September, 1957 to 31st March,
1961 when it was repealed by the Railway Passenger
Fares (Repeal) Act, 1961. The tax was, infact, merged in
the basic fares from 1st April, 1961 in pursuance of a
recommendation of the Railway Convention Committee
(1960) ofthe Parliament. The Railway Board had earlier
pleaded before the Committee that the levy of the tax
had limited the scope for raising passenger fares.

8.5 It was felt that the States should be compensated
for the consequential loss of revenue. On the
recommendations ‘'of the Raiiway Convention
Committee, the Railways undertook to contributetothe
general revenues of the Government of India, a lump
sum amount of RS.12.50 crore per annum in each of the
five years from 1961-62 to 1965-66. This amount was
distributed among the States as ad hoc grant under
Article 282 of the Constitution. The amount of this grant
was raised to RS.16.25 crore per annum from 1966-67.
This was on the basis of a suggestion made by the
Ministry of Railways to the Railway Convention
Committee (1965).

8.6 The railwaypassengerfarestaxwas revived in
1971 through an Ordinance following the Bangladesh
crisis. The Ordinance was later replaced by an Act of
Parliament which remained inforce till itwas repealed on
31lstMarch, 1973. Since the States had agreed to transfer
the proceeds of the tax to the Centre to meet the
expenditure on Bangladesh refugees, the grant  of
RS.16.25 crore continued to be paid to the St~tes even

during the currency of the tax. The amount of the grant
did not, however, undergo any change till 1980-81,
when, onthe basis of the recommendation of the Railway
Convention Committee (1980) it was raised to RS.23.12
crore. ltremained atthat level during the period 1980-81
to 1983-84. ltwasforthe Eighth Finance Commission to
suggest a further hike in the size of the grant.

8.7 The terms of reference of the Eighth Finance
Commission  did not enjoin upon them to make any
recommendation about the quantum of the grant.
However, that Commision relied on the Sevent Report
of the Railway Convention Committee (1980) which had
suggested that increase inthe amount of the grant from
RS.23.12 crore could be considered on the basis of the
recommendations of the Eighth Finance Commission.
The Eighth Finance Commission recommended a hefty
increase from RS.23.12 crore to RS.95crore per annum
during the period of the award. This amount was
calculated on the basis of a common observation of the
Sixth and the Seventh Finance Commissions that the tax,
when itwas inforce, constituted roughly 10.7 per cent of
the total fare structure. The total amount of the grant
was determined by taking the latest figures (1981-82) of
the total non-suburban passenger earnings made
available to the Eighth Finance Commission.

8.8  We now turn to the principles of distribution of
the grant among the States, which form part of our
terms of reference. The Second Finance Commission
adopted actual passenger travel on the railways within
each State as the basis for which ittook route length as

the proxy. This formula was continued by all the
Commissions upto the Sixth.
8.9 The Seventh Commissipn endorsed the

principle that each State should receive the amount it
would have raised if it had the power to levy and collect
the tax itself. Since each State could collect tax only on
the railway fares paid within the State at the
commencement of the journey, and since there could be
no extra-territoriality, it adopted the formula of
distribution of grant in lieu of tax in proportion to the non-
suburban passenger earnings from traffic originating in
each State. The Eighth Commission favoured this
practice, reinforcing it by the argument that the taxable
event being the payment of fare, the States should get
grant on tax paid within their boundaries, regardless of
the route or the length of the journey. On this basis, that
Commission  recommended that the shares from the
neWly determined grant of Rs.95 crore should be
allocated inthe same proportion as the average of the
non.:suburban passenger earnings in each State inthe
years 1978-79 to 1981-82 bears to the average of the
aggregate non-suburban passenger earnings of all States
in those years.



8.10 Let us now consider the viewsofthe States in
the matter. Haryana, Uttar Pradesh, Kerala, Manipur and
Karnataka would like the repealed tax to be revived. Uttar
Pradesh (if the tax is not revived) Rajasthan, Punjab,
Bihar, Goa and Jammu and Kashmir want the grant to
continue to be determined at 10.7 per cent of the non-
suburban railway passenger earnings but the amount
should be calculated on a year to year basis. Maharashtra
has suggested that the quantum of the grant should be
calculated not at 10.7 per cent of the non-suburban
railway passenger earnings but at 12 per cent. Haryana
desires itto be raised to 15 per cent. Tamil Nadu has
expressed the view that the grant may be a fixed amount
for all the five years during 1990-95 calculated at 10.7
per cent of the average estimated earnings of railway
passenger fares for these years. Madhya Pradesh has
suggested that the size of the grant should be calculated at
10.7 per cent of the 1987-88 non-suburb senger
earnings but for subsequent years the Commission may
suggest an annual increase either in proportion to the

increase in the non-suburban passenger earnings orby
a fixed percentage. West Bengal and Punjab have
complained that the quantum of the grant has been

inelastic. Karnataka's case is that the grant should be
enhanced by the extent of the increase in the non-
suburban railway passenger fares between 1984-85 and
1988-89. Forthe purpose of estimating the variations in
the railway passenger fare, it considers that the
concessional and the subsidised fares should be valued
as the corresponding normal fares. Andhra Pradesh,
Nagaland and Tripura have supported the Eighth Finance
Commission formulation regarding determination of the
size of the grant though the first two States among them
have urged that the quantum of the grant should be
finalised on the basis of the latest available information
on non-suburban passenger earnings.

8.11 As far as the principles of inter-se distribution of
the grant among the States are concerned, Maharashtra,
Uttar Pradesh, Tamil Nadu, Kerala, Andhra Pradesh,
Tripura, Meghalaya, Nagaland and Goa are in favour of
retaining the Eighth Finance Commission formula with
one rider that only the latest available figures should be
used for calculating the States' shares. Against this,
Haryana, Rajasthan, Punjab and Madhya Pradesh would
like us to go back to the formula prior to the Seventh
Commission. Bihar has an altogether different view in
the matter. Since the grant represents the tax element in
the fare structure, they that it also to distributed among
the States as per the principle laid down for other taxes.

8.12 Coming to the hill States, Arunachal Pradesh,
Manipur,  Sikkim and Mizoram favour the Eighth
Finance Commission recommendation that such States

should get a share of the grant on the basis of out-agency
collections since they do not have any railhead. Sikkim
has, however, suggested that to the collections from the
out-agency inthe State, the passenger traffic earnings by
Sikkim Nationalised Transport on the Gangtok-Siliguri
route and Sikkim Helico ervice should be added.

8.13 On the basis of the States' suggestions and our
terms of reference, the following issues arise:-

(i) Whether the tax in lieu of railway passenger fare
should be revived;

(i) What should be the formula for distribution of the
grant in lieu of railway passengerfare tax incase itis
not revived; and

.(iii) What should be the size of the grant and on what
basis it should be calculated.

8.14 Asregards the first issue i.e., reviving the tax on
railway passenger fares, we do not consider that we are
required, given our terms of reference, to recommend
whetherthe tax should be reintroduced. Also, the railways
have opposed iton the ground that the tax would be too
cumbersome to administer. Hence, we prefer notto go
into this question.

8.15 As regards the principles of distribution, we find
the logic adopted by the Seventh and Eighth
Commissions is sound. We must, however, mention that
while this matter was engaging our attention we gave
thought to two other iss~es.

8.16 Even today, some of the States do not have
railwvay facilities. Most of them, no doubt, have out-
agencies from which railway tickets can be purchased for
journeys commencing from another State. We seriously
considered whether a State like Mizoram, without railway
lines (and without any out-agency) should also have a
share of the grant. It does appear somewhat odd that a
State should stand to lose on both the counts l.e., by not
having any railway lines and then by not getting any share
of the grant.

8.17 Similarly, people of one State often purchase
railway tickets in a neighbouring State for a journey
which might commence within the State itself. We have
considered whether the principle of distribution should
require any modification on this account.

8.18 We have examined the above situations inthe
light of the provisions of Article 269(1)(d) and Article
269(2) of the Constitution. The tax element has adirect
nexus to the station where the fare is paid. Inthe light of
the wordings of Article 269(2), that the proceeds of the tax
"shall be assigned to the States within which that duty or
tax is leviable", we are inclined to hold that it is not
possible, in keeping with the spirit of the provision of the
Constitution applicable to the repealed tax, to allot any
share of the grant to a State in which no railway ticket is
purchased. A State without any railway line and also
without any out-agency would fall in this category.

8.19 For similar reasons we feel that while
distributing the grant, it would not be possible to
compensate a State on the ground that in certain cases,
the people ofthat State purchased tickets from originating
stations falling within the boundary of another State.
Apart from the fact that it is not possible to physically



verifiy the cases whemre tickets were purchasad in a
neighbowring State, since the taxaldke event is the paymemit
ofthe fare, as obsemaesxt! by the Eighth Commitssion, no
special! dispemsation cam be made in this regard. The
situatiom is also not altogetisr unique. We have a
paraliell in the matter of colleciion of Central sales tax.
Here also the tax is paid whene the taxalke eventi.e. sale
of goods, takes place. Therefors, we have deciidied] that no
modificaiion in the existimy princigies of distrbwition is
called for on this accoumt.

8.20 Our terms of referemge do not require us to
determiire the quamium of the grant. Howevar, we canmat
just ignore the fact that it was at the request of the Ministny
of Railways that the tax on railway passengmr fares was
abolisiest! and in its place a gramt came to be distributbet
amomng the States. Like the Eighthh Finance Commiission
we also consitiztithattvere shoulidl be a nexus betwesn the
amount of the gramt and the incidemae of the tax whem it
was leviablie. On this basis we are justiiet in going into the
size of the grant. But before we do this, we thougiitt we
should considier what the Railways have got to say in this
matter.

8.21 The Ministry of Railways have infonmedi us that
the Railway Convartion Commmitttee (1985) has yet to take
afinall view about the amoumnit of the gramt to be paid by the
Railways for the periodl 1985-8% to 1989-90. For the
presemt, the Railways are contilputing only R$.23.12
crore out of Rs. 95 crore gramt recommeemted by the
Eighth Finance Commiissidon, the balamoe being made up
by the generdl excheguer. The Chaimman and senior
officers of the Railway Board appeaiing before us have
brougit to  our pointed! attemiion the overalll policy
framewmakk withiim whiichh the Railways have to funciion and
their finangidl commiitnmetds and requiremsngs for
maintemanze, modemisstion and develgpreent. They
have stated that the Railways are requiredi to discieamgee
social obligatiorss by providiing passemnger sevices and
transgpott of certdin essemi! commupiiitéss below cost.
This meamnt a loss of Rs. 1678 crore to them in 1987-88.
Included in this loss is the amoumt of Rs. 81 crore
incurred by themn in maintaining 138 unecomaniic railway
lines at the insistemse of the State Govemmmends.
Besides, the Railways have to genenate resounsss
internallly for the Sevemth Plan and to meet the gap they
had to take recourse to market borrowiings with a high
interest burdem. By way of exampile, they stated that the
calculaiion of the grant at 10.7 per cent of the non-
suburbaan passenger eamings on a year o year basis
woulld mean a commiiteent of Rs. 232 crore in 1988-89
itself - a staggening increase of approxinzabdly RS.209
crore in one year. This wouildl be about 10 times their
own curremt commiitreent of Rs. 23.12 crore and 8 times
their estimatet surplus for 1988-8%. They have proposet
as an altenmative that the size of the gramt should be
related to the growth inthe volume of passemnger traffic.
Based on the non-sutbutiban passemger kiiometres in
1988-89 (223.8 million) which exceeds the figure for 1961-
62 (68.6 milliom) by a factar of 3.26, the Railways have
workexti out a figure of Rs. 40.70Q crore as a reasomabie

amourmt of the gramt forthiee year 1989-90.

8.22 Whille we agree that there is consiiimedidée strengytin
in the argumemt that one should adheme to the figure of
10.7 per cent as the basis forttiee grant, we also cannoit
overlogk the finamgi! difficulitess of the Railways whichh
playaa unique role in the ecomomiic life of the nation from
whiicth all the States benefiit. We woulldl, therefors, like to
retaim the gramt in 1989-90 at the presemt level of Rs.95
crore. We may revert to this matter in our secomd report
after our visits to the remaiining States and a detailled
examimeioon of the Railways' finaimoess.

8.23 As stated earliier, the fonmuléa of distritiauttoon of the
grant amomgst the States based! on the propartiion of non-
suburitiean railway passemgger earnimgs in each State to the
total of non- suburtixan railway passerger eamings onthe
basis of origimating statioms foliowmezt by the Sevenmi
and the Eighth Finange Commissimss appets to us and
we adopt it. Even thougihwe have retained the amount of
the gramt of RS.95 crore, for calcutating the percemntzage
share of the individius| States we have obtaiimet! the latest
actualls of non-suifpurtizain passemgeer eamimgss in respect of
each Stateftottibie period 1983-84 to 1986-87, except for
Mizoram whichh does not have railway line or out-agsmgy.
(Annexuwree  VIIL1). We have also noted that since the
report of the previows Commissoon the number of States
has gone up fromn 22 to 25.

8.24  Summiing up, we recommend as below :-

(i) The quamum of the gramt in lieu of railway
passemger fares tax should be retained at RS.95
crore for 1989- 90.

(i) The shares of the States in the gramt in lieu of the
repealeti tax on raiway passenger fares be
allocattat! in the same propantion as the average of
the non-sutbutzan passenger eammimgs in each
State in the years 1983-84 to 1986-87 bears to the
average of the a?gregate non-sulbutizan eamings
of all the States inthose years. On this basis, the
shares of the States wouilll be as follows:-

State Percentgge Shae
1. Andiiva Pradesth 7.574
2. Arumagital Pradesth 0.006
3. Assam 1.472
4, Bihar 8.21%
5. Goa 0.131
6. Gujarat 5772
7. Haryama 1.600
8. Himacihe! Pradesh 0.101
9. Jarmmw and Kashmiir 0.522
10. Karnatséa 3.282
11. Kerala 3.602
12. Madhya Pradesi 5.936
13. Maharashtea 22.767
14. Manigpur 0.015
15. Meginatayea 0.037
16. Mizoram -
17. Nagalamd 0.152
18. Orissa 1.552
19. Punjalb 3.081
20. Rajastheen 4772
21. Sikkiimn 0.008*
22. Tamiil Nadiu 6.924
23. Tripura 0.038
24. Uttar Pradesh 15.174
25. West Bengall 7.267

Total 100.00®

*  Based on the average of years namisgly
1965-86 and 1986-87 ornilly.



CH/ ERIX

FINANCING OF RELIEF EXPENDITURE

9.1 The terms of referemse of the Commiigséon on
financiimy relief expemdituee reads as follows -

"The Commigsion may review the policy and
arrangemnss in regard to the finamding of relief
expendiiture by the States affected by naturall catamitiies
and suggest such modificatons as it consitiets
approprigte, in the existing arrangememnss, having
regard, amomy other considisraiions, to the need for
avoidamze of wastefiul expemdituee . The Commiission may
examime, inter alia, the feasibilify of establisthing a
national insuranze fund to whicth the State Govermmenis
may combiliiite a percemtage of their revemue
receipts”.

9.2 We have receivedi memaoramntia from all the States
on the subjedt, the last one being from Assam in May,
1988. We are now in the prelimiireayy stages of our study of
the materi@l. We have had discussiorns only with the
State Govermmesmdés of Gujarat, Haryama, Himache!
Pradesh, Jammu and Kashmiiz, Kerala, Madhya
Pradesh, Mahanzghtea and Punjab. The commmarits of the
Centrall Ministriies concarrezd are still awaited!. 1t is only
after we have had discussiorss with the other State
Govermmesmits and complistet our studies that we shall be
in a positiom to fonmukdte our final recommentatitions in
this regardl.

9.3 The Commiigsion has also been asked to
study the feasilbitity of setting up a natiomal insuramss
fund. The Commmission has beem in touch with the Life
Insurancz  Comporation and Generdl  Insurange
Corporaiton of India for examimimg the feasibility of a
nationall insuramze fundl. A series of meetimgs have been
held fromn whiicth it tramsygieet that whille there is no scope
for insuramze of public assets agadinst damagres by floodts
or States' liabiliiiizs for providing relief on the occumanee
of natural calamiiees, there do exist a number of
schemes for covenimg individlus risks arisimg out of fire,
floodts, cyclomes, eartihquedess etc.

9.4 We are examiiming the questiion of an umblrelia
scheme to cowver the plethora of schemes now being
operatetl by insuramze companéss or admimistered on
behalf of the Centrall Ministrites with a beariimg on the relief
of naturall calamiliess. Since the examiimation of this matter
is likely to take some time, we have decidiat] to consiitter
such a scheme only inthe context of our secomd report for
1990-95.

9.5 Meamwhiike, the Comumiisston has to considler a
scheme for fundiing relief expemlituee in 1989-90.

9.6 Inview of the problems indicated] abowe and our
concem to suggest a schemme whichh will be equitatite and
accepiaile, the Commmiission woulldl like to study the
matter in depth before suggesting any chamge in the
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presemt scheme of finamging relief. We, thercfore,
recommsnd that the scheme of finamding of relief
expendituee as recommznided by the Eighthh Finance
Commiggion should contimuz in 1989-90 as well. We
have revised the requitement of margim money for
differamt States based on the averagre of the ceilings of
expemtituee approvwat for each State over the period
1982-87 classiistt as "NomRni" followiing the
methodinteyy adopted by the Eighth Finance Conmissan.
Expendiituee in excess of the margim money on drougfhi
and floodis may be met in the manner visualiset by the
Eighth Commiission. (Annexuwree 1X.1)

9.7 The margin money as recommesnided by us and
the Eighth Finange Commiission is given below :-

(Rs. Croma)

Margin money Margim money
recommenided by rec@mmended by
Ninth Finance Eightth Finance
Commiizssian. Commission,

1. Andima Pradesth 4325 24.50

2. Arunzdial Pradesh  0.25 -

3. Assam 13.00 7.25

4. Bihar 33.75 33.75

5. Goa 0.25 -

6. Gujarat 28.75 28.75

7. Haryama 575 450

8. Himadhal Pradesth  3.25 1.75

9, Jammu and Kashmiir 2.7% 1.50

10. Kamatzia 6.00 6.00

11. Kerala 9.00 5.00

12. Madhya Pradesth 6.00 4.75

13. Maharashtea 13.00 7.25

14. Manipur 0.50 0.25

15. Meghakaya 0.50 0.25

16. Mizoram 0.50 -

17. Nagaland 0.25 0.25

18. Orissa 46.25 26.25

19. Punjab 10.75 6.00

20. Rajastiean 16.75 16.75

21. Sikkimn 0.50 0.25

22. Tamill Nadu 15.50 8.75

23. Tripuwa 1.50 0.75

24. Uttar Pradesth 5725 32.50

25. West Bengall 23.75 23.75

Total: 339.00 240.75
One half of the margiim money for each State, as now
fixed by us, has been takem into accoumt in the

reassessneent of the States' forecast. We recommend
that the remaiining half of the margim money should be
providist! by the Centre.



UPGRADATION OF STANDARDS OF ADMINISTRATION
AND SPECIAL PROBLEMS OF THE STATES.

10.1  Unlike in the case of the preceding three
Finance Commissions, our terms of reference do not
specifically ask us to take into consideration the
requirements of the States for the upgradation of their
standards of administration. Perhaps, this has been
deliberately done because, while assessing expenditure

requirements of the States on a normative basis, the

requirements of upgradation of general services
automatically get subsumed as far as the revenue
expenditures are concerned. However, as regards

capital expenditures, the additional requirements  will
have to be computed separately wherever raising of the
levels of services is attempted and,either the Finance
Commission should make capital grants as inthe past Qr
it should recommend to the Planning Commission that
these requirements should be taken into account. Thus,
estimation of expenditure requirements for upgradation
of general services inthe revenue account need not be

undertaken  separately when we make revenue
expenditure assessment of the States on a normative
basis.

10.2 However, we have decided to make fully
normative assessment of expenditures only forthe period
1990-95and for the first year of aur reco mmendations i.e.
1989-90, norms would be applied only selectively.
Therefore, for the first year of our recommendations
expenditure requirements  for  upgradation of
administration would not be subsumed and hence will
have to be estimated separately. Given the fact that the
Eighth Finance  Commission had already initiated
upgradation inthe sphere of 10 specific services, we have
thought itfittocontinuethe  good work started by them. It
may also be noted that as the recommendation of the
Eighth Finance Commission was not applied to 1984-85,
targets for upgradation on revenue account setfor 5 years
had to be rescheduled for 4 years and those for capital
schemes scaled down. Besides, for various reasons,
there has been a serious shortfall in the achievement of
physical targets set for upgradation by that Commission.
Keeping this in view, we have decided to continue the
upgradation grants so asto provide for, inter alia, fUlfilling
of the shortfall inthe physical targets set by the previous
Finance Commission.

10.3 Most of the States have submitted to us
proposals for upgradation of standards  of
administration. These proposals cover the whole gamut
of administration. The total cost of these proposals in
1989-90 is estimated at Rs.3,753.78 crore. The
sectors/services which have be~n proposed to be

upgraded in the States' proposals are as given below:-

Table 1
Cost of States' Proposals for Upgradatlon
(Rs. Grore)
Police Administration 445.23
Education 1,723.21
Jail Administration 67.17
Tribal Administration 63.63
Health 392.11
Judicial Administration 154.83
District and Revenue
Administration 99.90
8.  Training Administration 12.21
9. Treasury and Accounts
Administration 140.07
Welfare of SC and ST 115.66
Labour and Employment 98.54
Othe'rs 441.22
3,753.78

104 For purposes of dealing with the subject of
upgradation  of standards of administration, we are
collecting the requisite data and are also in touch
with the various Ministries/institutions to ascertain the
areas which need to be taken up for upgradation on a
priority basis. However, asthis would take sometime, we
have decided to deal with this subject in detail in our
report forthe five-years 1990-95. As forour report forthe
year 1989-90, we have decided to make' available to the
States grants for completion of the task which is likely to
remain unfulfilled by 1988-89 out of that charted by the
Eighth Finance Commission for the five years 1984-89.

10.5The Eighth Finance Commission recommended

grants-in-aid of RS.967.33 crore to 17 States for
upgradation of standards of administration, for the five
years 1984-89, inthe following sectors-

(i) Police

(i) Education

(i) Jail Administration

(iv) Tribal Administration

(v) Health

(Vi) Judicial Administration

(vii) District and Revenue Administration

(viii) Training

(ix) Treasury and Accounts Administration

(x) Special Problems
As a result of the Government of India accepting the
recommendations  of the Eighth Finance Commission
only for four years 1985-89, those grants-in-aid got
reduced to RS.899.32 crore. Further, because of the
increase in prices, the unit costs assumed by the Eighth
Finance Commission based on 1983 prices had to be
revised upward.



0.6 The schemes takem up by the Eighth Finance
Commigsion  for upgradtgtion of standaxtis of
adminigtegioon included! both revemue and capital
scheims=s. The revemue schemes were of two types,
namely, staff schemes and those for paymemit of
allowamzes like rural allowamoe and house rent
allowanze to doctors and comparsatoyy allowanse to
the functiimraaiéss posted in triball areas. The two factors
referred! to in the previous paragrgy, we find, have not
affected the five-yemr physical! targets of these schemnes,
althougih there was a redudiion in the quamiunr of gramts-
in-aid. For exanmpiie, in the case of staff schemes, the
impact was absorpedl by a suitallke rephasiing of the five
year targets. Similanly, the same number of funciioreaidss
were paid allowamnzss as was envisagetl. But it was not
so in respect of capital schemes.

{077 The capital schemss consistatl of those
involvimgy provisimn of amenmitesdiftifaastrotchere and
constiuioon  of admimisttedivee and residemtil buildimgss.
There was a reduction of 5 per cemt in the five year
physical| targets set for all the sciemes, as aresult of the
govermmen®s decision to accept the Commiksarrss
recommantiaioons for four years. The price escalidtion
was absoretl in respedt of schemes other tham
construgition by Sulitdbly adjusting the physica! comtemt.
Howewar, as regards comsthumiion schemes, we have
been infonmexd] that escalain of 30 per cent was allowedl
in the prograimmess for the first three years [BH5-®8 and
that of 50 per centt for the programmness for the finall year
BEBED, over the unit costs assummadtl by the Eighti
Finance Conmmissarn.
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108 We have takem up for upgradtation only capital
schemes, since, as mentiomest] above, physica! targets in
respect of those schemes alome got ercded. We have
ascertzinet the extemt of thiz erosion from the targeis
envisaged by the Eightin Finange Commission. We find
that inthe case of some States, the shortall is such that
itmauidd not be feasitivke to cowvar it entirgly in ISEHSD. We
have, therefiore, decidiad that whewesr the shoitiall
exceedss the likely perfommanee in IBEB-89 by more than
20 percent, the physica! targets for [BE®-90 may be limited
to 2@ per cent more tham the achievemeent in IBEBRS9.
Further, an amoumt of R§.255 lakh is providsd for
upgradiatéon of standarits of admimigteaioon durimg BEFS-
90 for each of the three newly createti States of
Arunagied! Pradesih, Goa and Mizoram. This will be
placed at the disposdl of the respediie State
Govermnegitss for upgradidtion schemss in  various

sectors to be fingdlisstd in  conswttiion with the
Govermmegnt of India.
0.9 As regards the unit cost in [BBB30, we have

assumstl a step-up of 875 per cent in the figures
assumexti by the Eighthh Finance Commisssion to represenit
the price escalaton since IBER.

00l@0 The sectarstieameonisse picture in IBEH20 for
each State is givem in Annexuress X.1 to X.9. The total
outlay required! for upgradation of admimistegioon in [BHB-
90 comess to Rs.I7166.97 lakh as per details given
below.

Tabite 2: Fimantial Proviégion in 1.989-80 for Upgradation of Stamttadds of Adimidsét@tion in Diffeeent States

. (Rs. Lakth)
States Police. Edu- Jail Tritkzd. Health Jurlicial.. Distireet Traimigg Treasuyy Tatal, -
Adniinds-  cation adimimdgs-  admiés- adimiings- and Revemus admiins- and Aczoants
trattéon traitéon tratioon tra ey admiimds- trattoan admiitis-
— tratt oo Atoon
1. Anditmea
Pradesth 02177 369.75 43.2] 47.00 178.75 25307 21.66 2941 29.98 1075.00
2. Arumedie|
Pradesth 255.00"
3. Assam 77w im0  IBREY 0 99.25 R 75 66.16 19.22 15.35 L 1196.46
4, Bihar 36134 73350 35678 5237% 208.75 2050 24.06 46.22 fias}isng 2400.77
5. Goa 255.00"
6. HimacHed!
Pradesth 2560 24500 5.72 2.93 9.72 1333 2761 7.71 4.87 343.06
7. Jammu and
Kasihmmiir 60178 245.00 Haz11 - 53.46 66.8% 38.34 wzr 244 1334885
8. Kerala 96.59 - 2238 1.50 3.75 §0.43 3.92 3051 nesr 2I085
9. Madhya
Pradesth  447.27 - 79034 44700 7L 52200 [0V 780 38.00 ies]Him isuiignesyg
100. Manijpur 18381 29204 89.87 29.38 wmss 5.86 2271 570 - 578.45
i.Meghaitaia 54105 23520  93.74 - 1834 - 2194 5.04 - 421.41
I22.Mizoram 255.00*
1833.Nagalzmd - 76.44 2R - 4.86 6.59 a3 9.42 9.74 337.39
W Orissa 46557 45300 HEHEss 3IR25 97.50 4018 307.7® i1 I&RI00 82219
I Rajastfeem  BDIH - w257 68.50 28.7% 75.27 80.60 2571 3.74 606.09
185 Sikkimm 31100 - 1§33 195 N34 - 176 2.00 - 4999
{77 Tripura 84.00 I3MIE6 5.89 6.83 2166 4.88 3.98 7.75 - 273.55
I8 Uttar
Pradesth  645.88 - 796.08 0.75 103.75 12280 o®ias 53.60 28.07 1844.07
129 West :
Benggall 628.94 79200 42217 OO 18875 7432 34.96 25.34 5059 2147.077
Total: 309142 410569 3353.19 GHRMP  946.36 94001 827.92 332.14} W25  IWABES7

v Sectomiise selemess will be formuétesd by the respetivies State Govermmesis in consulitaiion with Governmesit of India.



The schemes for the utifisatimn of the granisimaddd
recommemniderd by us for Arumadiel Pradesth, Goa and
Mizoram may be fommutatei by these States in
consuittateon  with the Inter- Ministedidl Empowerat
Commiitkeze (IMEC) under the auspioss of the Ministry of

Finance  consfiluted in  pursuamaze of  the
reconmmeEmitatiors of the Eightin Conmmmitssamn.
SPECIAL PROBILIBWES

toin 1 Para 4(i) of our tenmns of referemee requires us to
keep in view the special problsms of each State, if any,
while assessimg receipts and expemdituess on the
revenue accoumt. Severdl States have brougjiit up before
us the special problems facing them and asked for
speciall dispemsititon to tacklie these probliemss.

f00l22 We have not had enougjh time to give adequaite
thougiit to these specikl problems and propose to deal
with them after carefiul study, in our secomd report.
However,, we are conviimzet] that some of these problems
are such as to need immediste attemiiomn. These include
Bhopal Gas Tragedly, urbam decay in Bombay and
Calcutta, envirommesitéd! degradiation and the need to
clean up Dal Lake in Srinagar, problerm of terrorism in
Punjab, Haryama and Himachs! Pradesih and Tamil
refugees from Sri Lanka in Tamil Nadu. These are

discusssd] in the subsequent paragrapiss.

Law and Ordar in Pumgh, Haryarsa, Himadiad| Pradesth
and West Benggl

0133 There has beem a tremmemdinuss straiim on the law
and order machimgyy in Punjalp, Haryama and HimacHnll
Pradesin because of the tenronist activities in these States.
The State Govermnmestiss have sent to us proposalts for
strengiinegmimy the police admimstegioon to meet the
situatiom. These proposdis were examimsdt in
consulliimn  with the Ministry of Home Affairs and we
recommemt] gramis of Rs.85 crore for Punjab, RS20
crore for Haryama and R$.10 crore for Himachnd! Pradestn
for takimg) measuness to fight terrorism. These sums may
be utilised! for the schemes to be fonmuikated in
consulliien with the Ministny of Home: Affaiirs.

10.14 The Gorkiedtartd agitation has strained! the law
and order machiimay of West Benggall. Public property has
also been the target of attack. The Govermmestt of West
Bengall has approadiezt us for assistamse in regard to the
augummentttteon of police force and for restoratimn of
public assets damagerti on accoumt of the agitation. We
appreciiate the demamd] and recommmemet a grant-im-edéd of
Rs.20 crore to the West Bengall Govermmesni to be spent
on measures; (recurring and non-recurring) to be
formuligstl in  consultetian with the Ministry of Home
Affairs.

Drouggtit Loams

10.15 Some of the States have suffersd] enonmauwsly
on accoumt of the unprecstisnéeld drougiit in the recent
past. These States have been providiet! additiomed| Plan
assistamuz for approvert! relief expemdiituee over and
above 5 per cent of the annuall Plan outlay whict is not

adjustsd] agaiimstt Plan assistanee allocation. As 50 per
cent of this assistamee was by way of loans, this has
createtl an additimmed! burdem on the States conoanret in
termns of interest paymerts and repaymresnt of the princiipel.

In order to mitigate the hardshijp to these States, we
recommegnt morat@iium on the interest payments and
the repayment of princijl for 1989-9® on the additiome!
Plan assistanee givem during 1986-87 and 1987-88. This
woultd] give relief of about Rs. 63 crome - Rs. 35 crore by
way of interest paymeamnt and Rs. 28 crare by way of
repaymemnt of princips! - to Andiva Pradesh, Gujarat,
Haryams, Himachall Pradesth, Karmatdiea, Kerala,
Rajastiean and Uttar Pradesth, durimg 1989-9@. (Detaills in
Annexwre X.10). We have assessat the revenue
positiiam of the Centre and States accondiinglyy.

Spec#l Loars to Pumpb

10.16 We are aware of the compuisorss undemvwiicboh
large sums of money had to be givem to Punjai by way of
speciall loans during 1984-839. The State Govermmet is
requiredi to pay in 1989-9@, in respect of these loans, Rs.
201.75covcebybyayaly of interest paymnemt and RS.156.98
crore by way of principall. Givem the straimed budgetiany
positian of the State, it wouldi be, we feel, extremaiy
difficuitt for the State to meet this obligaimn in 1989-90.
Keepimg this in view, we recommemt that the moratarium
allowed! by the Govemmesnit of India on the interest
paymenit and repaymmeatit of pringijga! in respect of these
specidl loans should contiimues in 1989-90.

Bhaopt| Gas Leak Trageslyy

00177 The Bhopall Gas Leak Tragedjyvaas an industriz
disastar of unprecstiemtédd magmilule. The massives
escape of lethal gas caused! widesprsatd death and
destumgtan. We have visited the scene ofte tragedly and
met a large number of affectsdi people. Consitdhyiing the
impact of the disastar and its  multidimmesTsiooabl
implicatiiorss, it is obvious that a crisis of this magmnitiudie
canmgtt legitimmattdly be comsimezt as the exclusives
respomsitbiiiy of the State Govermmeemt. The speedly
rehabiliitgtan of the gas victims and contimuesll medicail
attentiiom to the large number of persoms affected! by the
tragedly is a matter of paramoumi urgemgy. During the
years [B3B4-&8, the Centrall Govermmegnit has given loans
totalliimg to RS.66.62 crore to the State Govermment out of
whicth RSl crore have beem recovenegt] inclusive of RS.3
crore as interest. The State Govermmezmit has formulketet
an actiom plam with a sevem year perspediies propasing a
cumuiketiree expemdiituee of Rs.371.29 crore spreadl over a
period startimgs from BHB-ED to BIBUDS. The propossd
action plan is fairly comprehensive in character and
covers the entire gamutt of relief activiie=s includimg
medicall, ecomomix, socidl and enviromresTidl
rehabiliitatan.

mlg8 By virtue of a Parliammrisayy legistaiiom, the
Govermnegmit of (India has assummti the role of "parems
paremtis™” on behalff of the victims of the disastar. The
memaramtinm of the State Gowvemmmesnt on this account
calls for the specid! fundimyg of the actiom plan from



Government of India. The detailed action plan submitted
by the State Govemment is currently under scrutiny of the
Government of India. We would urge that the action plan
should be examined by the Government expeditiously
and the estimates of expenditure projected for various
activities should be fully scrutinised and made available to
us by September, 1988 so as to enable us to take a final
view inthe matter for the period from 1990-91to 1994-95.
For the year 1989-90,we would like to make the following
recommendations towards the relief and rehabilitation of
the gas affected victims:

(@) the loans already advanced by Government of
India to the State Government to meet the
situation in the wake of the Gas Leak Tragedy
should be converted into long-term interest-free

loans;

(b) the requirements towards relief and rehabilitation of
the gas affected victims during the year 1989-90
should be met fully out of interest-free long-term
loans to be advanced by the Central Government;
and

the entire amount advanced by Government of
India to the State Government by way of interest-
free loans should be adjustable against the
compensation as and when received by
Government of India from the Union Carbide Ltd.
Till then, there should be moratorium on the
repayment of loans by the State Government.

(©)

Slum Improvement

10.19 The great national cities of Bombay and
Calcutta have fallen into a state of decay with
urbanisation, congestion and immigration which have

over-strained the civic services. Both the cities are
principal industrial and commercial centres serving a vast
hinterland well beyond the limits of their respective State
boundaries. They also provide livelihood, shelter and
support to a significant proportion of population migrating
from outside. Therefore, provision of a certain minimum
level of civic facilities and infrastructure support inthese
cities is indeed a matter of national concern. The
Commission considers that this is  primarily the
responsibility of the States concerned. We recommend
that RS.50 crore each may be given by way of one-time
special grants-in-aid to the Govemments of Maharashtra
and West Bengal for slum clearance and environmental
improvement of slums and provision of basic amenities in
the cities of Bombay and Calcutta, on the condition that
they would provide a matching amount for the purpose.
The instalments may be released on the basis of 50:50
sharing of expenditure at each stage by the concerned
State.

10.20 We would consider this matter further in our
second report. Mear.while, we would expectthe States
concerned to restructure the outmoded rent control
legislation so asto lead to the growth of revenues of the
municipal corporations and to strive for relocation of
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industries with a view to releasing prizelandforimproving
the environment.

Elementary Education

10.21 Equalisation of certain social and community
services is regarded as one of the objectives of the
Finance Commission. We propose to attend to this aspect
in detail in our second report. We have however made a
modest beginning in this direction in the field of
education.

10.22
Education

The main thrust of the National Policy on
approved by the National Development
Council in May, 1986is to universalise elementary
education (elementary education is defined to coverthe
age group 6-14years or classes Ito 8) by 1990 and to
improve its quality. Underthe Operation Black Board, a
number of Centrally Sponsored Schemes have been
launched for making good deficiencies in matters such as
the number of teachers, opening of new schools, basic
equipment and reading material to be provided.

However, the requirement of school buildings has been
left to be taken care of by the normal allocation underthe
Plan supplemented by certain funds earmarked under
NREP and RLEGP. But the Ministry of Education
expressed to us the view that this amount is totally
inadequate. On the other hand, the availability of pucca
school buildings is a prerequisite for attracting children
to schools. We have, therefore, decided to give
assistance of RS.200 crore to the 10 educationally
backward States identified by us on the basis of the total
enrolment in their elementary schools being below the all-
India average, for construction of school buildings, as
indicated below

State Amount
fRs. Grore)

1. Andhra Pradesh 20.44
2. Arunachal Pradesh 0.28
3. Bihar 41.07
4. Haryana 4.88
5. Jammu and Kashmir 2.98
6. Karnataka 12.64
7. Madhya Pradesh 18.16
8. Orissa 10.58
9. Rajasthan 19.36
10. Uttar Pradesh 69.61

Total 200.00

The specifications of the school bUildings to be
constructed out of this grant would be the same as
prescribed in the scheme of Operation Blackboard' Le.
two rooms, each of which measuring approximately 30
sq.metres in area and a verandah of approximately 9 - 10
ft. deep with separate toilets for boys and girls.
Additionally, there will be built-in space for storage of
equipment and well plastered blackboards as part of the
structure itself in the rooms as well as at both ends of the
verandah. Keeping in view the average cost of these
buildings in 1987-88 recommended by the Department of
Education, we would recommendthattheunitcostshould
not exceed RS.llakh for the plains and RS.1.10 lakh inthe



hilis. We have deliberataly made a generous provisiom of
cost to obviate the need for subsequeitt cost revisiom
owing to price escalation leading to further time and cest
over-rums. litmay ibe pointed out that in para 10.9 supra
we have takem the cost of the residual capital works of the
Eighth Finarce Commissim with a step up of 87.5 per
cent over that prescribedl by that Commiission, which
gives the wnit cost of Rs.75,00® for the plains and
Rs.97,500 for hills for primary schools. Those schoel
bwildings were smaller and the specificatnns were also
mot s0 well-diefiread. We would be happy if the States were
to construct those residual schooll buildimgs also to the
current specificadiais by meeting the balance of the cost
from their own resources.

100223 On our visit to Janmmu and Kashimiit, the Chief
Minister highlighted the backwantiess of the State arising
from lack of educational faciliies and emphasised thie
political and economiic problems this gives rise to. Givem
the geo-politid] situatiom of the Statke, we consiidtar that it
i extremelly importamt to bring about qualitaiie and
quantitaiive changes inthe standardts of educatimn there.
Itt is meedless to mentiom the importamse of having a
lerger proportiomn of enlightened populaiian, particultly
ima State like Jammu and Kashmiir. Consiidieriitgg the merit
of these arguments, we recomment a grantsimeadd of
RSZ0D crare to the State for improvament in school
educatiom, the schemes for whiclh should be fonmuitated by
the State Govenmment in  consullii@n with the Planmimg
Commissiam.

Restamrtioon and Protestion of Dal Lake

00221 Dal lLake is a major source of tourist attractiom
im Jammu and Kashmir and is also pivotall to the eco-
system of the Kashmir Valley. We recognise that long-
term measures are required for the restoraion and
protectiom of the lake from inflow of wastes from
adjoining habitatiom, conversion of the flowing water into
floating gardens, sedimemtelion from the catchmemt
area due to deforestition and other activities inthat area,
imcreasing number of house boats withouwit proper and safe
sewage disposdl arranggmesiss, etc.  The "State
Governmemt has requestedi RS20 crore in 1989-90 to
meet the backiog of maintemanee and proteciiom
measures pending clearamzz of a RS200 crore
somprehersiee Dal Developmwntt Project  already
submitted! to the Govermmerit of India for negoHating
‘nflernationall assistance. To enable the State to meet the
immediate requiremmanrit for arrestimg further deterioiaomn,
we recommemd a grantimaidi of RS.10 crore. The
schemes for the purpose would e formulited in
sonsuftaiizm with the Ministries of Urban Developnsit
and Environmemt.

%¢l Lankam Refugees

19.256 I view of the presswre on the Tamil Nadu
Governmenit for provision of serviozs {0 refugees from Sri
Lanka, we recommemt! a grantimaiid of R&25 crore to
the Tamil Nadu Govermmanit {o enablle itto cope withthe
problem of Sri lLankan refugees. The schemes for the
purpose wouid be formuikdet in consuliattion with the
Ministry of Home Affairs.

mnroeement of Infragirociare

10.268 it has lbeen brought {o cur notice that in the
thiee newly created States of Arunadivdl Pradesih, Goa
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and Mizoram as aise in Nagatand and Sikkim, there is
acute deamth of Recessayy — administeative  and
develgpmendal infrashutiuee  and the Rorime!
expendituess proviidad for by us on revemue accoumt
wouldl rot be adequiate fo remedly the situaiion. We
theretoee recommenyd the gramt-in-aid as showm below to
these Stales :

Aot

(Rs. Grore)
1. Arumaghal Pradesh 12.50
2. Goa 3.00
3. Mizoram 1450
4. Nagaland 1450
5. Sikkim 250
Total 47.00

The above gramtsHneidd may be utiliset] for comstootioon of
roads and bridigress and buildiings for scihaalds and hospittts.
In Arunadtiedl Pradesth and Mizoram the gramtsiinaddd are
also intendied! to be utilised! for comstnetivon of secretaréat
and adminiigteatiee buildimgs. Exact schemss may be
fornmuitated by these States in comswitatbon wiith the Inter-
Ministeiidl Empowgeetd Commiitbee.

Balanee wotk umdtier spedibl praidems for wihidbh
grants were recommmedeied by the Eigihbh Fimaroee
Commésgion

10.27 The Eighth Finamge Commssfonn had
recommended gramtsiin- aid to certdin States to tadke
specii| probilems. Because of the Govarnneant of India's
deciisiton to implemesnt the repant of that Commmisssion from
1985-83% and also because of the price rise, the physicdl
contert of the progranmess envisaped got erodisdtl. Asin
the case of gemewdl upgratitonn schemes we have
worlked] out the likely shontfll in the physizd]l comtont of
the schemes because of the abowe two factors amd
recommesnd grantsiinadid for funding that bakree, as
showm in the table below :

Sciweme Amount
(RsCweg)
1.  Consturgtion of Cemiteal

Jail at Shimika 0.20
2. Crediion of infrasthucttuee in Leh

distriigt of Jammu and Kashmiir 1.00
3. Develgpneet of Bastar disrivt

in Madiyea Pradiesth 4.04
4. Comstuattion of securrity

prisom at Imphall 0.80
5. Border probzns of Punijab 4.0
8. Devellopnwti of deswht areas

in Rajastirm 4.01
7. Creafon of new sub-

divisiors in Sikkim 0.20
8. Comgruatiton of office buildings

and related! fagilliss for the

automgmmiss District Coumgiis

in Tsipwiea 0.32

Teiral 14.55

For the reason exphilreet eadier In this chapter, whille
dealiing; with ihe genenall upgreridioon schemess, we are not
fecemnensiiog any granssiinagd for revemuse soemess
ynder the speorll problemss aivo.



Reduction in Intra-State Disparities

10.28 Before concluding this chapter, itis necessary
to discuss the important issue of inter-regional
imbalances. The Vidarbha Industries Association, inits
memorandum to us has highlighted the economic
backwardness of Vidarbha region in Maharashtra and
has urged that special grants-in-aid under Article 275
should be recommended to raise the level of socio-
economic infrastructure in the region. The State
Government also in its memorandum has brought out
the problem of unbalanced development intheStateand
has emphasised the need to enhance the infrastructural
facilities in Vidarbha, Marathwada and Konkan regions.
The State Government has stated that raising the
infrastructure to the State's average level in these
regions would require an investment of Rs. 5000 crore
and has decided to set apart Rs. 1500 crore for the
removal of regional imbalances during the Seventh Five
Year Plan. We are aware that similar imbalances in
development exist in other States also. Needless to say,
inequalities, be they between persons, regions or States
are undesirable. They create social tensions and lead
to unintended migration of productive resources and
people. Therefore, concerted efforts should be made to
remove these imbalances. However, our main concern
iswith the financial relations between the Centre and the
States and inter-State disparities in financial capacities.
Development of economic infrastructure in backward
areas, which requires large volume of capital investment
does not strictly come under our purview. However, this
is atask which the Planning Commission and the States
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should jointly endeavour to undertake. It is our fervent
hope that the States will realise the importance of this
issue and accord high priority to the removal of intra-
State disparities with the help of the Planning
Commission.

Monitoring

10.29 As regards the monitoring of the utilisation by
the States of the grants recommended by us for
upgradation of standards of administration and special
problems, we recommend that the same mechanism as
was recommended by the Eighth Finance Commission
may continue to be operative in 1989-90, specially for the
reason that the grants-in-aid recommended by us are
mostly for the continuing schemes. However, aswe have
recommended grants-in-aid for certain sectors/schemes
which were not covered earlier by the recommendations of
the Eighth Finance Commission such as slum impro-
vement, we suggest that the Ministries/ Departments
concerned with those sectors/schemes at the Centre may
also be associated with the monitoring machinery.

10.30 It has been brought to our notice that in a
number of cases the unit cost of works assumed by the
Eighth Finance Commission turned out to be more in
practice, mainly because of price rise, leading to
protracted correspondence and delay inthe execution of
works. Inorderto avert this situation, we suggest that inthe
event of such a situation arising, for any reason, in 1989-
90, the excess cost may be met from Plan funds, in the
interest of progress of works.



GRANTS-IN-AID

11.1  One of the duties of the Finance Commission
as laid down in sub-clause (b) of clause (3) of article 280
of the Constitution is to make recommendations as to
"the principles which should govern the grants-in-aid of

the revenues of the States out of the Consolidated Fund of
India." Paragraph 3(b) of the President's  Order,

however, enjoins us to make recommendations not
only on the principles which should govern the grants-in-
aid but also on 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 in  the

President's Orderto have regard to the considerations set
out in paragraph 4 of the said order.

11.2 Clause (1) of Article 275 provides for payment
of grants-in-aid of the revenues to the States as
Parliament may determine to be in need of assistance.
However, nolaw has so far been enacted by Parliamentin
this regard. Therefore, the grants-in-aid under article
275 continue to be paid to the States, as provided in
clause (2) of that article, through an Order of the
President after considering the recommendations of the
Finance Commission, as required.

11.3 Inthe memoranda submitted to us by the States
and also during our discussions with them, several
suggestions have been made regarding the principles
which we should follow in the matter of payment of
grants-in-aid to States under Article 275(1). Rajasthan,
Punjab and Karnataka have suggested that grants-in-aid
should be given to States to cover fiscal gap on revenue
account inclusive of both Plan and non-Plan expenditures,

left after devolution of taxes and duties. Gujarat and
Haryana do not agree with this view. According to them,
the role ofthe grants-in-aid should no longer be gap-filling.
They have pleaded that the requirements of the States
should, by and large, be met through tax devolution and
the grants-in-aid should be paid to the States irrespective
of their revenue position. Gujarat has in support of the
above referred to sub-para (iv) of para 4 of the
President's Order, laying down that while making
recommendations on the grants-in-aid Finance
Commission should keep in mind the need for "not only
balancing the receipts and expenditure on revenue
account.. , but also generating surpluses for capital
investment". Inview of this, ithas urged that the grants-in-
aid should playa positive role. In this connection, Goa

has suggested that the scheme of grants-in-aid should be
used for correcting regional imbalances. Bihar has

suggested that the instrument of grants-in-aid should be
used for ensuring that per capita revenue surplus of the
poor States is higher than that of the developed
States.

11.4  Orissa and Haryana have suggested grants-

in-aid for providing adequate incentives for better
resource  mobilisation and efficiency in financial
management. GUjarat, Orissa and Maharashtra have

asked for grants-in-aid for relief on account of natural
calamities. Jammu and Kashmir, Kerala, Karnataka,
Sikkim and Uttar Pradesh have proposed indexation of
grants sothat in case of price rise the real value of grants
to the States does not get eroded.

115 Jammu and Kashmir, Kerala, Madhya
Pradesh, Orissa, Punjab, Sikkim and West Bengal would

like the grant to be paid to the States to cover the cost of
revision of pay scales and additional instalments of DA

and terminal benefits to the Government employees
during the forecast period. Gujarat and Tamil Nadu have
requested for payment of grants-in-aid to cover
expenditure on certain programmes  considered
important by the States. Kerala, Orissa and West Bengal
havesuggestedthatthe  grants-in-aid may bepaidtotake
care of their debt servicing liabilities. Keraia, Sikkim and
West Bengal have asked for grants-in-aid for adequte

maintenance and up-keep of capital assets and plan
schemes. Gujarat, Karnataka, Kerala, Madhya
Pradesh, Maharashtra, Nagaland, Orissa, Punjab and
Tripura have sought grants-in-aid for upgradation of
standards of various services. Karnataka, Madhya
Pradesh, Maharashtra, Nagaland, Punjab, Rajasthan
and Tamil Nadu want grants-in-aid for enabling the States
to deal with special problems of national importance.

11.6 All the previous Finance Commissions have
held the view that the scope of Article 275 extends to both
,general purpose grants and grants for some broadly
specified purposes. The principles that should govern
the grants-in-aid of revenues to the States have been
clearly enunciated by the First Finance Commission.
According to these, eligibility of a State to receive grants-
in-aid and its quantum should be on the basis of fiscal
need. This should be derived by appropriately modifying
budgetary needs inthe light of the factors such astax effort
and economy in expenditures. Besides, the grants
should also serve the purpose of equalising standards of
basic social services, help the States to meet special
burdens of national concern and to augment services of
primary importance in the less developed States inthe
national interest. Although that Commission laid down



these guidigliivess, whem actually making the
recommentiation, it largely wemt by budgetary needs and
factors such as tax effort and expemdituee econamy were
not takem into accoumt. Though later CommisSass
selectively appliet! some normss in their assessments,
grants contimuetl to be made largely on the basis of
budgetary needs.

11.7  For recomnmeniiing grantsimaaid for 1989-9Q,
we have gone by these principles. Accardingly, we are
recommusTitiigg gramis+in- aid not to fill the budgetayy gaps
of the States, but to meet their fiscall needs as
represanitet by the differemse betwesn normativajy
determimeztd  revemuwe  receipts and non-Plan
expemdituess. Further, in keepiing with the enumgitet
princiglss, we are recommmmmiiing gramts to raise the
standamdis of social senvices, to help the States to meet
special burdemns and obligritiorss of natioma! conoemn and
to improve the standaxtts of services of primamy
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11.8 As mentiamet in Chapter )ll, we have assesssd
revemue receipts of the States normmatiradly and norms
have been seleciivgly applied to assess expemditurss.
We are recommmentiiing gramisimaid under Articke 275 to
those States whidh are left with gaps after tax devoliufion
is made. It must, howewver, be empiesied once again
that in recommentiing these gramts, we are filling the
normadive gaps and not the 'butigedayy gaps'. it is also
necessary to state here that we are filling the non-Plkam
gaps only, and giving gramts for Plan purpesss on a
differemit basis as explaiimztl in Chagtker )i, in order not to
distutp the planming process in the final year of the
Sevemth Plan. We are also recommenifing specific
grantsiineddd for upgradation of administeation and
spedidl probllems.

11.9  The followiny tablle gives the noniPlan revenue
surpluss (+) or deficit (-) as assesssd by us for different
States for the year 198990 togetieer with the

importamze in the natiomdl interest in less advamgst comespoiiing position about such surplus or deficit after
States..” takimg into accounmt the tramsfsr of tax resounaess under our
recommEnEatons:
Table: 1
Revanue Sumplubidicit hefore and after devaitition - 198930
{Rs. Grore)
Nomyjidan revenue Revanuee Sunpilas Revenue deffidit
position without after devailu- after devaiu-
State devaidtition of tion of taxes tion of taxes
taxes andl dutéss andi duiéss. and dutiss
(V] 8)) (&) 3
1. Andiwa Pradesh ) 59232 256.38
2. Arunadizl Pradesh ) 135.74 70.44
3. Assam ) 54433 140.05
4. Bihar ) 411.05 961.94
5. Goa ) 41.27 16.68
6. Gujarat @) 13.72 43585
7. Haryama (#) 12883 265.88
8. Himachel Pradesth ) 239.18 98.72
9. Jammuw and Kasimiir O] 428.33 191.89
10. Kamattsica @) 30211 86242
11. Kerala ) 31457 89.84
12. Madhya Pradesh -) 630.57 278.99
13. Maharsghtea ) 130451 216498
14. Manipur ) 142.06 66.79
15. Meghailaya ) 107.28 47 .61
16. Mizoram () 153.19 80.67
17. Nagaland ) 153.16 79.78
18. Orissa (-) 566.6% 5714
19. Punjab () 15258 336.30
20. Rajastiman (-) 613.50 38.82
21, Sikkim ¢ 27.92 13.86
22. Tamill Nadu () 303.05 536.31
23. Tripura (-) 179.20 81.61
24. Uttar Pradesth () 123278 81397
25. West Benggll (-) 653.16 198.74
Toti: (-} 746935
#) 190175 720249 984.06



Annexune XI.1 sets out the revemue receipts and non-
Plan expemdiituess for each State on the basis of Wiiich
the revenue positiam as in columm 1 of the above table has
been arrived at.

11.10 We recormmant that the amoumts showm inthe
table below be paid as grants-ineddd of the revenues of the
States under clause (1) of Articlie 275 of the Constifiuttaon
. to cover the revenue deficits after devoluttmn of taxes and
duties as showm in Table 1 abowe:

Tahlke 2
Revemee gap Gramtsiireidid to Stakes
State Amaunnt
(Rs. Grare)
1. Arumagtal Pradesth 70.44
2. Assanm 140.05
3. Goa 16.68
4, Himacin! Pradesth 98.72
5. Jammu and Kaslmriir 191.89
6. Manipur 66.79
7. Meghalaya 47 61
8. Mizoram 80.67
9. Nagalkamd! 79.78
10. Orissa 57.14
11. Rajastien 38.82
12. Sikkitm 13.86
13.  Tripuma 81.61
Total 984.06
11.11 In our schems, thirtssn States qualify for

revenue gap grants. Three of these are the newly
created! States of Arunadizl Pradesth, Goa and Mizoram.

Of the remaiming tem, nine are the same as were
recommemntied grantsiimeddd by the Eighth Finance
Commissipn. Rajasthan gets gramisiineddd under our
scheme which accomding to the FEighth Finance
Commissiorés assessmumt was defigit in tHe first two
years (1984-8®) and surplus in the remaiinimyg three years
(1986-89). West Bengall is the only State which under the
dispensation of the Eighth Fihance Commissdon received
gap grants but does not qualifiy for the same accordiing to
oL assesymt.

11.12  An importzmit reasom for the State of West
Bengal not qualiflyimey for gap gramt is the relative level of
under-tmsaition by that State. Our analysiis clearlly shows
thatinrelatiom to other middie incomes States in the group,
West Bengal actuallly exploitexl resourges mucih below its
tax potemtiil. In other wordts, whille the State, accordling
to its relative capadity, wouldd have to raise about Rs.
2235 crore in 1989-90, its tremdl estimattes on the basis of
actualls woulldl be lower by about Rs. 690 crore. For the
same reasoms, the tax revemusss of Bihar and Orissa too
have beem targetttst] substamitéiiy higher. it mustbe noted
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in this comnegimn that our normatiive estimates
themmsgiess have been derived! on the basis of actually
obsemextl behavimed! relatiomsiijss betwesn tax revenues
and economi varigikss in the States belomgjimg to the
group.  In order to further softem the impact of the
applicain of norms, we have estimeabtzt tax revemues of
West Benggll atamily Rs. 177455 croremiitbh is 15 per cent
higher tham theiir tremdi estimmgtss. It may also be noted
that interest and dividierdis from State undertakitygs also in
this State are much below the rates stipultateti by the last
Commisston whicih have beem adopted! by us.

1113 We have alreadly indicattt] in Chaptesr 11l the
methodis adopted! for the assessnesmt of receipts and
expemdituess of the States and revemue outlays on the
State Plan in 1989-90 in respedt of each State.
Cormregpoiiigdly, we are required to detemmiiree the level
of grants-iinaddid from the Centre for State Plan inthat year.
The year 1989-90 being the last yeandfiibe Sevemth Plan,
we have, in this regamd, gome mainly by the balance of
Centrall assistanee remaiming out of the fiveyesar
allocation (1985-31)) duly adjustst] for the price factor. In
this conmexttarn it may be stated! that we have deflated! the
actual releases of Centrall assistamee from yeartto yearo
1984-85 prices on which five year allocaimn under the
Gadgjil Formulla was based and inflated! the bafamce for
the fifth year to 1989-90 prices. By doing so we have, for
the first time, ensumet! that the States get the real value of
the five-yesar allocatiion of Central! assistanze. With a view
to impart some operaimTza! flexiliitty, five per cemt of the
figure so arrived at for 1989-9% has beem set apart for
distriputtegn  later by the Planmimgy Comwmidémn. The
assistamee for extennaglly aided! projectts is in the nature of
reimburseneant of expemdlituess incumst! on specified
projectystizemes and involves intenmatitoradl fundiimg. Itis
not possitke to accunatdly forecast disbunssneemt of this
assistamze to States in 1989-9@. For this reasom, we
have left out of our exerdige this assistarze. However,
we have worlked out the balamoe of such assistmge in
1989-90 at RS.1000 crore inclusive of a gramt comparent
of R$.315 crore on an overall basis and takem the same
into accoumt purelly for compusting the revemuee deficit of
the Centre and the States. Onthis basis, we recommand
that an amoumtt of Rs. 2475.52 crore may be paid in 1989-
90 to the States as gramisiinagid under clause (1) of Article
275 as shown in the followiing table, for meeting the
requirgmemits of the revemus comporeent of the State
Plans.



Table 3
Grants-In-aid  for revenue plan
State Amount
(Rs. Grare)

1. Andhra Pradesh 116.10
2. Arunachal Pradesh 118.50
3. Assam 151.86
4. Bihar 165.48
5. Goa 28.84
6. Gujarat 48.12
7. Haryana 13.86
8. Himachal Pradesh 133.27
9. Jammu and Kashmir 148.85
10. Karnataka 63.38
11. Kerala 57.68
12. Madhya Pradesh 115.84
13. Maharashtra 92.53
14. Manipur 128.25
15. Meghalaya 111.19
16. Mizoram 79.94
17. Nagaland 106.97
18. Orissa 70.62
19. Punjab 10.72
20. Rajasthan 89.78
21. Sikkim 58.83
22. Tamil Nadu 96.51
23. Tripura 154.46
24. Uttar Pradesh 234.06
25. West Bengal 79.88
Total 2475.52

11.14 Inthe previous chapter we have considered

the requirements of the States for upgradation of
standards of administration in 1989-90. We recommend
that their requirements on this account be met by grnats-
in-aid under clause (1) of Article 275 of the Constitution.

We have, therefore, decided to recommend grants-in-aid
to them also, as under:

Table 4
Grants-In-aid for upgradation of Administration
State Amount
(Rs. Grare)
Andhra Pradesh 10.75
Arunachal Pradesh 2.55
Assam 11.97
Bihar 24.01
Goa 2.55
Himachal Pradesh 3.43
Jammu and Kashmir 11.35
Kerala 2.11
Madhya Pradesh 19.61
Manipur 5.78
Meghalaya 4.21
Mizoram 2.55
Nagaland 3.37
Orissa 18.22
Rajasthan 6.06
Sikkim 0.50
Tripura 2:74
Uttar Pradesh 18.44
West Bengal 21.47
Total 171.67

11.15 We have also discussed in the previous
chapter the special problems of States and
recommended outlays in  1989-90 to cope up with the
same. We have decided that grants-in-aid may be given
to States to fund those outlays regardless of whether a
State has a revenue surplus before devolution or not.
Accordingly, we recommend grants-in-aid of RS.537
crares under clause (1) of Article 275 of the Constitution to
the following States in 1989-90.

Table 5
Grants-In-aid for Special Problems
State Amount
(Rs. Grare)
Andhra Pradesh 20.44
Arunachal Pradesh 12.78
Bihar 41.07
Goa 3.00
Haryana 24.88
Himachal Pradesh 10.00
Jammu and Kashmir 32.98
Karnataka 12.64
Madhya Pradesh 18.16
Maharashtra 50.00
Mizoram 14.50
Nagaland 14.50
Orissa 10.58
Punjab 85.00
Rajasthan 19.36
Sikkim 2.50
Tamil Nadu 25.00
Uttar Pradesh 69.61
West Bengal 70.00
Total 537.00

Further, we recommend grants-in-aid of Rs. 14.55
crore under clause (1) of Article 275 of the Constitution to
the following States for completion of the balance of work
under special problems for which grants-in-aid had been
given by the Eighth Finance Commission:

Table 6
Grants-in-aid  for balance of works under special

probtems for which grants were recommended by

Eighth ~ Finance Commission
State Amount

(Rs. Grare)
Himachal Pradesh 0.20
Jammu and Kashmir 1.00
Madhya Pradesh 4.01
Manipur 0.80
Punjab 4.01
Rajasthan 4.01
Sikkim 0.20
Tripura 0.32
Total 14.55
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11.16 On the basis of our recommenEatons on the Talite 8
patterm of funding the relief expendiituee, as set out in Total Gramshireidid
Chaptenr IX of this report, we recommesr that an amouwntt State Amoumt
of Rs. 169.50 crore may be paid to States in 1989-90 as (Rs. Crams)
grants-imaadd under clause (1) of Ardicke 275 of the 1 Andihza Pradesih 168.91
Constitiutin as showm in the followiig table subject to the
obsenatons made in that chaptar as to the manner of 2. Arumactial Pradesin 204.40
their disburssment to the States : 3. Assam 310.38
4. Bihar 24743
Table 7 5. Goa 51.20
Centre's Contribution to Margin Money 6. Gujarat 62.49
State Amount 7. Haryama 41.62
(Rs:@Covep) 8. Himadted! Pradesth 247.25
1. Andimea Pradesifn 21.62 9. Jarmmu and Kashmiir 38745
2. Arunadiedl Pradestin 0.13 10. Karnaitsitea 79.02
3. Assam 6.50 11.  Kerala 64.29
4. Bihar 16.87 12.  Madhya Pradesh 160.62
5. Goa 0.13 13.  Mahamashtea 149.03
6. Gujarat 14.37 14, Manipur 201.87
7. Hayama 2.88 15.  Meghalaym 163.26
8. Himacied! Pradesti 1.63 16. Mizoram 177.91
9. Jammmnw and Kaskwmrir 1.38
17.  Nagaltami 204.75
10.  Kamatta 3.00 )
11.  Kerala 450 18, Orssa 179.68
12, Madiga Pradesh 3.00 19.  Punjalb 105.11
13.  Mahamshtea 6.50 20. Rajasthan 166.40
14, Manipur 0.25 21.  Sikkim 76.14
15, Meghaltga 0.25 22.  Tamil Nadu 129.26
16.  Mizoram 0.25 23.  Tripua 239.88
17. Nagalamti 0.13 24. Uttar Pradestih 350.73
18. Orissa 2312 25. West Bengsll 183.22
19.  Punjal 5.38 Tota! 435230
20.  Rajasttan 8.37
21, Sikkim 0.25 11.18 The picture regarding estimatet tramsfksr of
22.  Tamil Nadu 775 resoungss to the States in 1989-9D on the basis of our
23.  Tripua 0.75 recommTitions is givem in the followiing tabie :
24. Uttar Pradesih 28.62
25. West Benggll 11.87
Totl 169.50

11.17 The followiigy table shows the  positiom
regardimg total amount of gramis-iinadid under clause (1) of
Article 275 of the Consfitlutéon to be paid to States during
1989-90:



Table 9
Estiamted Transfer To States In 1989-90

(Rs. Crare)
State Share of Taxes and Duties Grants « (Non-Plan) Total Percent
Income Basic Excise Duties Add!. Tax on Total to
Tax Excise  Railway Deficit Upgrada- Margin  Special Total Col.(7)  Total
40%to 5%to Total Duties Passenger Grants tion Money  Problems +(12) Col. (13)
All Deficit Fares
States States
0) (1) @) ®) ) ®) 6) ) ®8) ©) 1) (1) 12) (13 (14)
1. AndhraPradesh 219.67 503.60 -- 503.60 118.23 7.20 848.70 -- 10.75 21.62 20.44 52.81 901.51 6.60
2. Arunachal
Pradesh 1.97 449 5734 6183 1.49 0,01 65.30 70.44 2.55 0.13 12.78  85.90 151.20 1.11
3. Assam 74.97 173.49 114.02 287.51 40.40 1.40 404.28 140.05 11.97 6.50 - 158.52 562.80 4.12
4 Bihar 368.36 869.87 - 869.87 126.96 7.80 1372.99 -- 24.01 16.87 41.07 81.95 1454.94 10.65
5. Goa 2.72 4.74 13.58 18.32 3.43 0.12 24.59 16.68 2.55 0.13 3.00 22.36 46.95 0.34
6. Gujarat 126.58 199.25  -- 199.25 90.82 5.48 422.13 - - 14.37 - 14.37 436.50 3.19
7. Haryana 31.37 69.02 -- 69.02 35.14 1.52 137.05 - - 2.88 24.88 27.76 164.81 1.21
8. HimachalPradesh 15.10 35.18 80.36 115.54 9.72 0.10 140.46 08.72 3.43 1.63 10.20 113.98 254.44 1.86
9. Jammu and
Kashmir 20.40 4569 156.21 201.90 13.65 0.49 236.44 191.89 11.35 1.38 33.98 238.60 475.04 3.48
10. Karnataka 147.67 326.34 - 326.34 83.18 3.12 560.31 - - 3.00 12.64 15.64 575.95 4.22
11. Kerala 106.28 237.57 - 237.57 57.14 3.42 404.41 - 2.11 4.50 - 6.61 411.02 3.01
12. MadhyaPradesh 239.32  559.23 - 559.23 105.37 5.64 909.56 - 19.61 3.00 22.17 44.78 954.34 6.98
13. Maharashtra 302.39 361.14 - 361.14 175.31 21.63 860.47 - - 6.50 50.00 56.50 916.97 6.71
14. Manipur 5.41 12.62 5437  66.99 2.86 0.01 75.27 66.79 5.78 0.25 0.80 73.62 148.89 1.09
15. Meghalaya 5.47 12.75  38.75 51.50 2.67 0.03 59.67 47.61 4.21 0.25 - 52.07 111.74 0.82
16. Mizoram 1.76 4.17 65.68 69.85 0.91 - 72.52 80.67 2.55 0.25 14.50 97.97 170.49 1.25
17. Nagaland 1.91 449  64.95 69.44 1.89 0.14 73.38 79.78 3.37 0.13 1450  97.78 171.16 1.25
18. Orissa 121.26  285.45 46.51 331.96 54.85 1.48 509.55 57.14 18.22 23.12 10.58  109.06 618.61 4.53
19. Punjab 4551 83.95 - 83.95 51.83 2.93 184.22 -- - 5.38 89.01 94.39 278.61 2.04
20. Rajasthan 142.79  326.66 31.61 358.27 69.09 4.53 574.68 38.82 6.06 8.37 23.37 76.62 651.30 477
21. Sikkim - 2.05 11.28 13.33 0.72 0.01 14.06 13.86 0.50 0.25 2.70 17.31 31.37 0.23
22. Tamil Nadu 221'.75 498.92 - 498.92 106.11 6.58 839.36 -- - 7.75 25.00 32.75 872.11 6.38
23. Tripura 8.04 18.91 66.44 85.35 4.16 0.04 97.59 81.61 2.74 0.75 0.32 85.42 183.01 1.34
24. Uttar Pradesh 548.17 1273.88 - 1273.88 210.28 14.42  2046.75 - 18.44 28.62 69.61 116.67 2163.42 15.83
25. West Bengal 22551 495.34 - 495.34 124.15 6.90 851.90 - 21.47 11.87 70.00 103.34 955.24 6.99

TOTAL (All States) 2990.38 6408.80 801.10 7209.90 1490.36 95.00 11785.64 984.06 171.67 169.50 551.55 1876.78 13662.42 100.00



IMPLICA TIONS OF OUR APPROACH AND SUMMARY
OF IMPORTANT RECOMMENDA TIONS

12.1  Before we 5ummarise our recommendations for
1989-90, it is necessary to bring out the implications of the
approach we have adopted in making these
recommendations. Making the implications explicit
would help persuade the Central and State Governments
to adopt appropriate adjustment policies so that the
appropriate degree of fiscal discipline is restored to the
mutual benefit of the two levels of Government.

12.2  In making our recommendations for 1989-90,
we have been guided by two basic considerations.  First,
the Centre and the State Governments should be given
adequate time to adjust to the normative approach and its
implications. Second, the financial assumptions on which
the Seyenth Five Year Plan is based, should not be
disturbed drastically.

12.3 Inregard to the States, we may mention here
that only on the revenue side we have made
assessments which may be properly called -normative'.
On the expenditure side, we have applied norms only
selectively; instead of projecting the non- Plan revenue
expenditures on the basis of past trends and including all
commitments, we have assessed them on the basisof the
norms adopted by the Eighth Finance Commission. For
the period 1990-95, we shall assess the revenue
receipts and expenditures of the States with stricter
application of norms to be devised by us.

12.4 The total volume of resource transfer which we
have recommended is higher than what the States are
receiving in 1988- 89, for, the finances of the States are
being reassessed. Besides, the level of incomes and
prices wou Id also be higher in 1989-90 than in the
previous year. But in allowing for the increased transfer
of resources, we haveto keep in mind the financial needs
and resources of the Centre, which we have
endeavoured to do.

12.5 The major implications of our approach may be
indicated. As mentioned earlier, the normative approach
would be applied more comprehensively in relation to our
recommendations for 1990- 95. When this is done, it
would mean that although the actual trends in revenues
and expenditures may not be entirely ignored, all
expenditure commitments made by different States would
not be ipso facto included for assessment. Further, the
costs of providing the services would also be assessed
normatively at justifiable levels. It follows that in certain
cases, the actual expenditure may exceed what is allowed
for. This does not imply any value judgement that such
excess expenditure is necessarily undesirable. The
States or the Central Government forthat matter have the
prerogative to incur expenditures as sancfioned by their
Legislatures  and the Parliament respectively.  The
implication, however, is that all of these extra

expenditures would have to be met out of the own revenue
effort of the government concerned. It is inthis sense that
we build a link between revenue raising and expenditure
decisions. In asense, under this approach, the States
will gain greater freedom of action and can perform better
without being penalised. For example, a State which
increases efficiency and economises on the use of funds
will not receive less transfers on that account. Similar
freedom of action would also have to be allowed for the
Central Government also. Ifthe States' needs for funds
are assessed on a normative basis, the Central
Government can augment its own resources in order to
increase its expenditures without being compelled to
share a part of the increase in resources merely on the
ground that it has now more resources to share. By the
same token, increases in the Centre's expenditures after
revenue balance has been reached must be matched by
corresponding increases in revenues.

12.6 It is also necessary to state here that our
assessment of non-Plan revenue expenditures should not
be viewed in isolation from that of revenues. In several
cases, our estimates of non-Plan revenue expenditures
are much higher than the budget estimates of 1988-89
and also the trend estimates of 1989-90. This order of
expenditures should be undertaken only if the revenue
receipts as assessed by us are also raised.

12.7 According to our estimates, the revenue deficit
of the Central Government after tax devolution and
grants-in-aid in 1989-90 is expected to be Rs.7,994 crore.
This would, form about 1.92 per cent of the estimated

GDP.l On the States' account, the revenue deficit of the
deficit States is estimated at Rs.1,443 crore which would
form about 0.3 per cent of the estimated GDP, though the
net position onthe States' revenue account is estimated
to have a surplus of Rs.2,229.5 crore. On the whole, in our
assessment, therefore, revenue deficit in 1989-90 would
not exceed 2.2 percent of GDP. We hope that the Centre
and the State Governments would make every effort and
pursue appropriate policies to contain revenue deficits
within the limits visualised by us in national interest.

12.8 We may now summarise our recommendations
for the year 1989-90 :

l. Income Tax

(1) Out of the net proceeds, a sum equal to 1.044 per
cent thereof shall be deemed to represent the
proceeds attributable to Union Territories,

1 GDP for 1989-90 has been estimated at Rs.416854
crore. This has been arrived at by assuming growth of
GDP in nominal terms at the rate of 11.5 per cent in
1987-88 and 13 percent in 1988-B9.
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(2)  the share of net income tax procestis, except the
portiom represerting the proceeds attributktiée to
Union Temiitpiéss and Union emolumsmits, to be
assigmat! to the States should be 85 per cent,
and ,

(3) the distritputcon amomggst the States inter se of the
share assigmatl to the States in respect of the
finamgid! year 1989-90 shouid be on the basis of
percemtagess shown in the table below: :

State Percentagewith  Percentagewith-

Sikkim ' outSikkinm

(if the income tax

becomes leviable in

that State)
Andira Pradesih 7.344 7.346
Arumadiz] Pradesth 0.066 0.066
Assam 2.507 2.507
Bihar 12314 12.318
Goa 0.090 0.001
Gujarat 4232 4.233
Haryama 1.048 1.049
Himactnl Pradesin 0.505 0.505
Jammu and Kashmiir 0.682 0.682

10. Karnatsita ' 4.937 4.938

11. Kerala 3.553 3.554

12. Madhya Pradesth 8.000 8.003

13. Maharasiitea 10.110 10.112

14. Manipur 0.181 OBl

15. Megheitaya 0.183 0.183

16. Mizoram 0.059 0.059

17. Nagaland 0.064 0.064

18. Orissa 4.054 4.055

19. Punjab 1.522 1522

20. Rajastian 4.773 4775

21. Sikkim- 0.028 -

22. Tamil Nadu 7.614 7.616

23. Tripura 0.269 0.269

24. Uttar Pradesti 18.326 18.331

25. West Bengall 7.539 7.541

Totai 100.000 100.000

(4)  The proprietly of showiing the tramsagtéonss relatimg to

()

(6)

‘ththe  pre-emptiee  purchase of immowesdiie
propertizss under Major Head No.405® - Capital
Outlzy on Public Works as net of recoveties

shouldl be ascertziirezt by making a referemge to the,

Comptirgker and Audittor General of India.
(Para 5.6)

The apportinmeent of cost of colleciimn betwesan
income tax and corpozgtion tax should be re-
exammiimest]. (Para 5.8)

Receipts from "pendiliizs” and “interest recoverias”
compiized under the head "Miscellaneniss
Receipts" shoulldl be included inthe divisiltike pool of
income tax. (Para 5.9)
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‘redsge resources for the govermnent it should be
done throughh increases in excise duties so that the
States also get a share of the proceedis thereof
notwilhstanifing the fact that the extemt of increzse
wouldd be higher in such cases:

_ (Para 6.10)
The existing arrangemesmit underwhiith 45 percenmit of
the net procestis of shareside excise duties is

, distritputet! amomg States shouldl contimu for the:
year 1989-9@. (Para 6.12)

40 per cent of the net procestis of sharestiie excise
duties shoulidl be distrilputted amomgsst all the States
on the basis of percemtagss showm in the table
below:

State Percensage

1. Andhwa Pradesh - 7.858
2.  Amumadiwl Pradesth 0.070
3. Assam 2.707
4. Bihar 13.573
5. Goa 0.074
6. Gujarat 3.109
7. Haryama 1.077
8. Himadhel Pradesth 0.549
9. Jammu and Kasknmiir 0.713
10. Kamatica .5.092
11. Kerala 3.707
12. Madiya Pradesth 8.72%
13. Maharaghtaa 5.635
14.  Manipur 0.197
15. Meghalaya 0.199
16. Mizoram 0.065
17. Nagalant 0.070
18. Orissa 4.454
19. Punjalp 1.310
20. Rajastiran 5.097
221, Sikkimn 0.032
22. Tamill Nadu 7.785
23. Tripura 0.295
24. Uttar Pradesth 19.877
25. West Benggll 7.729
100.000
(Para 6.17 and/ 6.18)

The remwiimiing 5 per cent of the net proceedis of

(4)

Unitor Excise Dutiks _
If the purpaxse of revisimy admiinigteeed prices is to

shareaiiie excise duties may be distiiQuted
amongsst the deficit States on the basis of the



percemtagpeas shown in the table below :

State Peroentgge
1. Arumagial Pradesih 7.158
2. Assam 14233
3. Goa 1.695
4. Himadhal Pradesth 10.031
5. Jammu and Kashmiir 19.499
6. Manipur 6.787
7.  Meghalaya 4.837
8. Mizoram 8.199
9. Nagalamti 8.108
10. Orissa 5.806
11. Rajasthan 3.946
12.  Sikkimn 1.408
13. Tripura 8.293
100.000

(Para 6.16 and 6.19)

lil. Addiitional Dufiles of Excise In Liew of Sales Tax
(1) The net proceeds of the additioms! duties of excise on

textiles, sugar and tobaood shoulld be detemmiireet
on the following basis :

(a) A sum equal to 2.023 per cent of such net
procestis be retaimedl by the Central Govermmet
as attributabte to the Uniom Tenitaoiies;

(b) The balamuz shoulld be distrilbhurtzt amomgst the
States in accomttanee with the percemages
indicatat] below :-

State Percensage
1. Andhra Pradesth 7.933
2. Arumaghal Pradesin 0.100
3. Assam 2.711
4. Bihar 8.519
5. Goa 0.230
6. Gujarat 6.094

.7. Haryama 2.358
8. Himachel Pradesi 0.652
9. Jammu and Kashmiir 0.916
10. Karnatzica 5.581
11. Kerala 3.834
12. Madhya Pradesth 7.070
13. Maharaghtea 11.763
14. Manipur 0.192
15. Meghalaya 0.179
16. Mizoram 0.061
17. Nagalant 0.127
18. Orissa 3.680
19. Punjab 3478
20. Rajastiean 4.636
21. Sikkim . 0.048
22. Tamil Nadu 7.120
23. Tripura 0.279
24. Uttar Pradesih 14.109
25. West Bengall 8.330

100.000
(Para 7.15)

(2)

(1)

(@)

3)

Natiom#l Developrment Coumdil to review the
worlking of the tax rentall arrangmmeent may submit
a report to the Finamce Commiigsion by the end of
Octolber 1988, regarding the misgiviings of the
States on numemus exemptiors gramtst from
duties of addifiorsl excise and the expamsion of
the coverage of these duties.
(Para 7.16 and 7.17)
Gramt In Liew of Tax: om Rallway Passengger
Fares
In keeping with the spirit of the Constitutioral
provisiorss applicaiite to the repealled tax on railway
passamngger fares, it is not possiike to allot a share of
the grant in lieu theredf to a State whersin there is
no railway line nor any out agemgy and in which
no railway ticket is purchased.
(Para 8.18)
Keeping in view the finansil diffiouitées of the
Railways and theiir uniques role in the economiic life of
the natiom fromn which all the States benefiit, the
quamium of the gramt may be retainedl at the
presemt level of Rs. 95 crores. (Para 8.22)
The shares of the States in the gramt in lieu of the
repealtet] tax on railway passergger fares should be
allocatet! in the same propantion as the average of
the non-sutbuttzan passerngger eamimgs in each
State in the years 1983-84 to 1986-87 bears to the
averagre of the aggregrate non-sutbutaan earnimgs
of all the States in those years. On this basis, the
grant may be distributetd amomg the States as
under :
State Perceniage
1. Andhta Pradesh 7.574
2. Amumaghal Pradesth 0.006
3. Assam 1.472
4. Bihar 8.215
5. Goa 0.131
6. Gujarat 5.772
7. Haryana 1.600
8. Himadhal Pradesth 0.101
9. Jammu and Kashmiir 0.522
10. Kamatdiea 3.282
11. Kerala 3.602
12. ‘Madihya Pradesth 5.936
13. Maharashtea 22.767
14. Manipur 0.015
15. Meghalaya 0.037
16. Mizoram -
17. Nagalant 0.152
18. Orissa 1.552
19. Punjaib 3.081
20. Rajastian 4772
21. Sikkim 0.008
22. Tamill Nadu 6.924
23. Tripura 0.038
24. Uttar Pradesh 15.174
25. West Benggl 7.267
100.000

The Standing Review Commiittee appaiimtzt by

(Paras 8.23 and 8.24)



V.
(M

Financing of Reliet Expendiiune

The scheme of financing of relief expendiure as

recommenuizdi by the Eightth Finameoe Commissiiom
should continue. (Para 9.6)

(2) Thefollowing amountsof marginmoneymaybefixed

&)

VI.
@

@

for each State :
State Amount of
Margin Money
(Rs. Crore)
1. Andhra Pradiesh 43.25
2. Arunachal Pradesin 0.25
3. Assam 13.00
4, Bihar 33.75
5. Goa 0.25
6. Guijarat 28.75
7. Haryana 5.75
8. Himachal Pradiesin 3.25
9. Jammu and Kashmir 275
10. Kamataka 6.00
11. Kerala 9.00
12. Madhya Pradesih 6.00
13. Maharastiz 13.00
14. Manipur 0.50
15. Meghalaya 0.50
16. Mizoram 0.50
17. Nagaland 0.25
18. Orissa 46.25
19. Pumijzaib 10.75
20. Rajasttham 16.75
21. Sikkim 0.50
22. Tamil Nadu 15.50
23. Tripura 1.50
24. Uttar Pradesh 57.25
25. West Bengal 23.75
Total : 339.00
(Para 9.7)

. drought

The State Govermmenttsshouldprovide50 per cent
of the margin money mentioned above in their
budgets. The remaining 50 per cent of the margin
money should be provided by the Centre as a
grant-in-aidl under the substantive partof Clause
(1) of Article 275 of the Constifwtigm.

(Para 9.7)

Special Problems Of Debt Relief

Moratoriurm on the interest payments and the
repaymenmttof principal due in 198990 should be
grantedin respect of the Central loansgivento the
Statesin 1986-87 and 1987-88by way of additional
Plam assistance towards approved relief
expenditwre over and above 5 per cent of the
annual Plamoutlay on accountof unprecedemntied
during those  years.
(Para 10.15)

Moratoriuvm on the interesit payment and repay-
ment of principal due in 1989-30 in respect of
special loans given to Pumjatb during 1984-89

57

3

@

Vil

6}

@

shouldbe continued during 1989-90 also.
(Para 10.16)

The loans already advanced and those proposed to
be advanced to Madhya Pradesih in connectiom
with the Bhopal Gas Tragedy should be converted
into interest-iree loans to be set off against the
compensatiom as and when received from the
Uniom Carbi e Limited. There should also be
moratorium on the repaymentt of the principal as
well as interesifalling due in 1889-90 in respectof
those loans. (Para 10.18)

The Government of India should take the final view
on the action plan involving an outlay of Rs.
371.29 crores submiited by the Governmenit of
Madhya Pradesh to finance relief aclivities
including medical, economic, social and
environmenizl rehabilitatiom in connectionwiththe
Bhopal Gas Leak tragedy. Union Govemment's
decision on items and the scale of expenditure
should be made available to the Commissiiom by
Septemiber, 1988. (Para 10.17 and 10.18)

Grants-in-Aiitd

To cover the deficits on non-Plan revenue accoumtt
as estimatedby us, the following States be paidthe
sums specified against each of them as grangs-im:
aid of their revenuesunderthe substantive part of
clause (1) of Article 275 of the Constitutimm:

Revenue Gap Grants-im-Ailt to States

State Amousnit
(Rs. Crore)

1. Arunachal Pradesin 70.44
2. Assam 140.65
3. Goa 16.68
4. Himachgll Pradesh 98.72
5. Jammu and Kashmir 191.89
6. Manipur 66.79
7. Meghalaya 47.61
8. Mizoram 80.67
9. Nagaland 79.78
10. Orissa 57.14
11. Rajastinam. 38.82
12. Sikkim 13.86
13. Tripura 81.61
Total 984.06
(Para 11.10)

The following States may be paid sums specified

. against each of them as grants-in-aid under the

substantive pant of clause (1) of Article 275 of the
Constitution, for meetingtheir requirementts of the
revenue component of the State Plan. These
amounts representt 95 per cent oftihe total grants-
in-aid for State Plans excluding externally-aitik:
projects, in 1989-90. ‘



State Amount (4) To meet the marginm money requiranestss of States
. (Rs. Grere) they shall be entitked to the sums spediiist] against
1. Andihra Pradesth 116.10 each of them as gramisiirieaid of their revemues
2. Arunadfl Pradedn 11a.50 under the substamtiee part of clause (1) of Article
> pram teeaa 275 of the Consituttion, provitie that these
5' Goa 28:84 amoumis shall be relezsert] in the manner indicated
6. Gujmt | 48.12 in para 9.6.
7.  Haryama 13.86 State Amoumnt
8. Himactwl Pradesin 1 133.27 (Rs.Grare)
9. Jammu and Kashmiir 148.85 1. Andiva Pradesth 21.625
10. Kamnatsta ~ ' 63.38 2. Aruireatiadl Pradesth 0.125
11. Keraka 57.68 3. Assam 6.500
12. Madhya Pradestn 115.84 4. Bihar 16.875
13. ‘Maharastittea. 9253 5. Goa 0.125
14.  Manipur 128.25 6. Gujarat 14.375
15. Meghaiayea 111.19 7. Haryama 287
16. Mizoram 79.94 8. Himadhe! Pradesth 1.625
17. Nagalamt 106.97 9. Jammu and Kashmiir 1.375
18. Orissa 70.62 10. Kamnatzia 3.000
19. Punjab - 10.72 11. Kerala 4.500
20. Rajasthamn - 89.78 12. Madiya Pradesth 3.000
21.  Sikkim 58.83 ' 13. Maharasiitea 6.500
22. Tamil Nadu - 96.51 14. Manipur 0.250
23. Tripura 154.46 15. Meghatga 0.250 .
24. Uttar Pradesih 234.06 _ 16. Mizoram - 002850
25. West Bengall - 79.88 - 17. Nagalam 0.125
Totl . 247552 . 18. Orissa 23125
' (Para 11.13) 19. Punjab 5.375
(3)) To cover the requiremeemnds of upgradtatoon and 20. Rajastiran 8.375
speciil problemss, the followimy States may be paid 21. Sikkim 0.250
the amoumt specifiexti agaimst each of them as 22. Tamill Nadu 7.750
granisimaidd of their revemues under the 23. . Tripuna 0.750
substamtiee part of clause (1)opfAdidiele 275 of 24. Uttar Pradesth 28.625
the Constittution: _ 25, West Benggal! 11.875
(Rs. Grare) Totd! : 169.500
State For Upgea-  For Speidél  Totall (Pava 11.16)
daitbon Prabbems
1. Andiva Pradesth  10.75 20.44 31.19
2. Arunacied! Pradesih 2.55 12.78 15.33
3. Assam 11.97 - 11.97
4. Bihar 24.01 41.07 65.08 :
5. Goa 2.55 3.00 5.55 N.KJP. Salwe Abdliss Sattar Quiegti
6. Haryama - 24.88 2488 Ghairrwam Memiter
7. Himachwl Pradesih 3.43 10.20 13.63
8. Jammu and
Kashmiir 11.3% 33.98 45.33
9. Karnataka - 12.64 12.64
10. Kerala 211 - 211
11. Madhya Pradestiih  19.61 2217 41.78 Raja J. Chellidah Lal Thanrtzasda
12. Maharasiitea - 50.00 50.00 Mevmizerr Memifesr
13. Manipur 578 . 0.80 6.568
14. Meghalyea 4.21 - 4.21
15. Mizoram 2.55 14.50 17.05
16. Nagalamdl . 3.37 14.50 17.87
17. Orissa 18.22 10.58 28.80
18. Punjap - 89.01 89.01 Mahesh Prasad
19. Rajasthamn 6.06 23.37 20.43 Mewmitrar Secvettayy
20. Sikkim 0.50 2.70 3.20
21. Tamil Nadu - 25.00 25.00
22, Tripura 2.74 0.32 3.06
23. Uttar Pradesth 1844 69.61 88.05 New Delthi
24. West Bengall 2147  70.00 91.47 The 29th Juily, 1988
Total 171.67 55155 72322
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Ammexuee 1.1
(Para 1.4)

TN

Minisiny of Finance
Departmenit of Economiic Affairs

New Delhi the 30th June, 19

NOTIFICATION

In pursuamce of the provisioms of article 280 of the Constiluttton of India and of the Finance ;
Commission (Miscelllamsmuss Provisioms) Act, 1951 (33 of 1951), the Presidiemt hereby makes the
followiimgy amendim=nit in the Orderdtthe Govermmanit of India in the Ministry of Finance, Departmemt of
Economic Affairs No. S.0. 581(E) dated 17th June, 1987 namely :-

In paragraph 10 of the said Order, for the wordss, figures and letters "the 30th Juné,, 1988", the
words, figures and letters "the 31st July, 1988" shall be substituitsd]. -

R. VENKATATERAMAN
PRES1DENT OF INDIA
Dated 30th June,1988

F.No.10(1)-E(8y87
K. S. Sastry ,
Adiditional Secretany (Budget)



Annexumee 1.2
(Para 1.5)

List Of Organisaitiores And Individiisafs Who Submited Memoranda
To The Finance CommisSion

Andhra Pradesh

1.

Shri M.S M. Swamy, PRO, S.0. Bobbili Mandiil,
Vijayamagaeam District,
Andiha PradestihS5:22668.

Shri V.K. Parigi,

Secretany, Consumer Educaiion Centrs,
No.#4, Sesha Vila,3-®23, First Floor,
Hyderaipatsh00029

Andihea Pradesth.

Shri Vavilkdia Gopaiksiaisimagyya, (Submittted
Fermer M.L.A., two
Sattemapailic522403, Memoraniig)
Andima Pradesth.

Dr. Y. Sivaii,
Y alamangiili,
Gumur522006.

Shri R.D. Prasadi,

C/o S.G. Narayana,

H.No. ¥36, Zeerarngi Pet Street,
Adonmii, District Kurncail,

Andihza Pradesth-5H3801.

Assam

Shri Harinath,

Generadl Secretary,

Assam State Employees' Federation,
C/o Cotton Collegre,
Guwahati7Fa0001.

Blhar

7.

10.

Shri Chaturaran Mishra,
M.P. (Rajya Sabiha)

Dr. P.K. Jha, MA, BL, Ph.D.,
Professor and Head,

Department of Economiics,

L.N. Mithila University, Darbhanga,
Bihar.

Shri Yogemntira Prasadl Singh,

Generadl Secratary,

Bihar State Non-Gazetted Employaes’ Federalion,
Patna.

Shri Umadhar Prasad Singh, M.LA,, (Submitted
Bihar Legislative Assamiyy, two
141, M.L A. Flats, Water Tower, Memaorantia)
Patna.

11,

12.

13.

Shri Rajo Singh, M.LA.,
16, Bailey Road,
Patna.

Shii KiK. Prasau,
Presidient,

Bihar Pensiomer Samaj,
North Shregidigtaan Puri,
Patna-808013.

Dr. B. Kumar,
Reader in Commernee, Sheastri Nagar,,
DhanbxattS2Z6001.

Chandigarh

14.

Dethi

15.

16.

17.

18.

19.

Shri Gian Chamdi,
1147/8 C,
Chandligahi660088.

Shri Sukaemdi Sen,

Member of Parkament (RS) and
Genetdl Secretary,

All India State Govermneent Employses'
Federation, 201 B, V.P. House,

Rafi Marg, New Delhi-1110001 .

Shri E.M.S. Nambawtinipad,
1, Ashalica Road,
New Delhi-11 0001..

Shri V.L. Gidwami,

16 Mayfaiir Apantineends,
Mayfair Gardiens,

Hauz Khas,

New Delhi- 11001&.

Dr. SKK. Singh,
Departimeant of Economiics,
ARSD. Collegre,
(University of Delhi),
Dhaula Kuan,

New Delhi- 110021 .

Dr. H.L. Bhatia,

Departimesnt of Economiics,

Shri Ram College of Commetee,
University of Delhi,
Delhi-11@8307.



20.

- 21,

22.

Goa

23.

24,

Dr. K.R.G. Nair,

Departmesmt of Business Economiics,
Universiity of Delhi,

Souitin Camypuss,

Benito Juarez Road,

NeW Delhi-11 0021.

Shri S.K. Agrawalta,

Secretamy,

Assodattan of Indian Universities,
A IV House, 16, Kota Marg,

New Delhi-110mE2.

Shri S.S. Ramadcieitean,
Hon. Generadll Secretamy,

All India Centrall Committtee of
Pensiomany Assodtion,

Post Box N0.9913,

New Delhi-1100834 .

Sangum Municiip=! Coungiil,
Goa.

Shri J.B. Gonsalivess, M.L.A.,

Chainmmeam,

Goa, Daman and Diu Touriiym Developrrest
Corpn. Ltd.,

Inter State Bus Tenmiimuss,

Panaji, Goa.

Gujarat

25.

26.

27.

28,

Shri Pranav S. Desai,

Anjama P. Desai,

A-46, Shree Rang Villa,
Vastraparr, Ahmedidtzatd338QG15,

Gujarat

Shri AN. Jariwelt, (Submitttzt
Chaiimmream, two
The Surat Art Silk Clotin Memanaruty) )
Manufazttuesss' Assodititon,

Resham Bhavam, Lal Darwaija,

Surat-3BHE3.

Dr. LM. Trivedi, Prof. and Head, (Subumiitiext
Departmestit of Economiics, three
Bhavmaggar Universitty, Memonaris)
Gauristreatiear Lake Road,

Bhavneagrar 38400022,

Gujarat.

Dr. Himmest Patel, Professor,
Sardar Patel Universiiy,
Vallalin Vidyamexgayr,

(Western Railway)),
Gujarat.

29.

30.

31.

32.

33.

Shri G.C. Bavej,

Presidiemt,

Gujarat Civil Service Tribwmed],
Block No.11, Isétfloarr,

Sachiva e,
GandHimeazars82200.0.

Shri Chimantijtzdi Patel,
Leader of Oppasitan,
Gujanatt Vidham Sabha,
GandHimeazar333200.0.

Shri Sanat Mehta,
Former Finance Minister,
Govermmeatit of Gujanit.

Shri Dinesin Shalf,

Former Finance and Planniimg Minister of Gujarat
and Founder Directar of Vikas Bharti Institute of
Policy Studies Reseandh and Futuraliogyy,
Ahmedizsizat.

Shrii Vrajial M. Dhamonwedda,
Chaimmream),

The Soutih Gujarat Textike
Processwrs’ Assodaton,

Ring Road, Near Sahwa Darwaig,
Surat-3TEME3.

Haryana

34.

35.

36.

Shri M.L. Sehggll,

Presidiemt,

Haryama Subordiiretée Servioss Federatiion,
Canall Colomy,,

TohamaitBa 220,

District Hissar, Haryamea.

Shrii R.K. Jaim, IPS (Retd.),
No. P-141 Rajnaggar,
Ghaziatizat.

(Througih Govt. of Haryams)

Shri B.R. Shanmea,

Assisttant Comptiaiéer (BGT)),
Haryama Agricuittuee Univensity,
Hissar,

Haryama

Himachal Pradesh

37.

38.

Shri M.K. Desai, M.A., B.Ed., (Subymittisd
Documemits Expert, two
Shimia, Himached! Pradesin Memanamiiy)

Shri Giam Chand Totw, M.L.A..,
Himactell Pradesifn Assemiiyy,
Shimiz-1720022,

Himacind! Pradesin.



39.

40.

41,

42

43.

44,

45.

46.

47.

48.

Shri Kanwair Durga Chand, M.L.A.,,
Presidemt Lok Dal,

Set N@©.3 and 4, Lyttom Block,
Shimlk-1721001,

Himactred! Pradesin.

Shri Harbiwgigan Singh,

Generall Secretamy,

Himactredl Pradesin Congress Conmmitttees,
6, The Mall,

Shimiz-1721001,

Himacind! Pradesth.

Shri Adarstin Kumar,
Mayor,

Municipe! Corparetio,
Shimlkz-171001,
Himadcil Pradestn.

Shri K.C. Malhatia,
Vice-Clrearuediibor,

Himacie! Pradestih Universiiy,
Shimia-1720005,

Himaci! Pradestn.

Shri M.P. Gupta,

Dr. Y.S. Parmar Univensity of
Horticultiwee and Forestiry;,
Solam-1732380,

Himacinl Pradesin.

Represamtatess of Lahull and Spiti District,
Himachme! Pradesin.
Jammmu and Kashmiir

Shri Ghullarm Mohitudtdiim Punoo, (Submittkst
Generdl Secretamy, two
All Jammu and Kashimiir Memoramits)

Low Paid Employss=s' Federaitom,
C/o Khazir Manzil Dalgate,
Srinagrar-1®000 1, Jammuy and Kashimiir.

Shri Sampett Prakastn,

Presideemt,

All Jarmmw and Kashmiir Low Paid Govt.
Employess' Federation,

EP 714, Jogi Gate, Shabhiidii Chowik,

Janmmy Tawi- 1800001, Jammuw and Kashimir.

Presidiemt,

All Kashmir Boatmemis Uniom,

Ward No.9, Srinaggar (Kashmii),

Head Office Dalgate Kohna Kham,
SrinagrrB@001, Jammu and Kashmir.

Shri Vinod Avastthii,

Genenall Secretamy,

Federatiion of Industries and Commmesres,
Raghumath Bazar,

Jammu-ER0a 1, Jammu and Kashimiir.

49.

50.

51.

52.

Kashimiir Chamiisr of Commesree and Industries,
Residemgy Road,

Srinagrari 80001,

Jarmmnw and Kaslmiir.

Shri G.M. Khan, Presidiemt,

Jammu and Kashmiir Civil Secretaiat - Non
Gazettieti Employsss’ Union,

Srinaggar, Janmmu and Kashmiir,

Shri Abdul Kajid Khan,

Presidiemtt,

All Jarmmuw and Kashimiir Low Paid Employess'
Federatiimm, Jain Bazar,

Jammu Tawi, Jammuw and Kashmiir.

Shri Fajinder Motiall,

Secretay Gemenal],

Chamitesr of Commenze and Industies,
Jammy, Jammu and Kashimiir.

Karnataka

53.

54.

55.

56.

Shri K.A. Keshawea Murtthy;, Presidienit,
Karnatisiea State Govermmegint Employess'
Associa@tion,

Post Box No. 592, Cubbam Park,
Bangakure 5660001,

Karnatakaa

Dr. G.R. Gaonkar, M.A., Ph.D.,

Reader and Head,

Departmetit of Econamiiss,

Dr. A.\V. Baliga College of Arts and Sciemee,
Kumita-SBI133724,

Karmnatziea.

Dr.(Mrs)) Hemilzstta Rao,

Assogite Professor (Ecomamicc Unit),
Institute for Soci@l and Economic Chamges,
Nagana Bhavii P.O.,

Bangalloee 5660022,

Karnatiaea.

Shri A.K. Agamalég, Presidiant,
Alumimizm Assodaitoon of India,
Post Box No. 1250,

Sciemge Institute Post Office,
Bangalloee 5660022,

Kamatiaikea.

Kerala

57.

Shri K.V. Rajendian,

Genenall Secretiamy,

Federation of State Employeses and
Teadsss Orgamisatioss, Kerala,
N.G.Q. Uniom Buildiimgy,
Trivamiirumes86833,

Kerala.



58.

59.

60.

61.

62.

66.

67.

68.

Shri Raju V. Johmsan,

Rlo ChediattyfPa0. Kalanjoor,
District Pathamermiitiida,
Kerala-@85534.

Shri D. Unnikriighrean,

Hony. Secretayy,

Aged Govermmesnt Employees' Society;,
Trivamdiuem,

Kerala.

Dr. N.M. Mohammestili,

Generdll Secretary,

Kerala Gazettat! Officers' Assodittion,
Adhyapsica Bhavam Road,

Kerala.

Shri K.V. Devadss,

Presidenmt,

Federatiion of State Employes and
Teachsrs Orgamisations, Kerala,
N.G.Q. Union Buildiimg,
Trivanthumess6633,

Kerala.

Prof. V. Gopallsaisimea Kurup,
Chaiirmneam,

Kerala Public Service Commikssion,
Trivamtirunaess8004,

Kerala.

Shri M.NV.G. Adiyadi,

Chaiirmneam,

Joint Councill of State Servite Orgamisttion,
Centre Office : Servioe Comner,

Trivamdium),

Kerala.

Shri P.J. Joseyih,
Chaiirmnean,

Keralka Congress (J) Party,
Trivamidioumn,,

Kerala.

Kerala Pradesih Comgress Conmmittise (1).

Shiri A. Neelallatiittzaidssan Nadar,
Minister for Sportts and Youtth Affairs,
Kerala.

Shri VJ. Thamikeapan,
Minister of Local Admiimisteation.

Shri K.M. Mani,
Leader,
Kerala Congress (M).

Madhya Prades

69.

70.

73

72.

73.

74.

75.

76.

77.

78.

Shri Dal Chamdi Jaiim,
M.P. (Lok Sabitg),
Chamnli Chowk,

Sagar,
Madinya Pradesin.

Shri Siremell Chauratiza,
Tilak Marg,
Neemudh45R44],
Madihya Pradesin.

Shri Vimal Mitall, Advocate,
26, Yesiweant Niwas Road,
Indore-45Hezs,

Madinya Pradesth.

Dr. Rajemdiea Jaim, Princiipel,
Government Colleges,

93/6, Tulsi Nagar,

Bhopal,

Madinya Pradestin.

Dr. R.S. Tiwari,

Professar of Econamiics,

Govt. Hamidima Arts and Commezrze College,
90/28, Tamtya Tope Nagar,

Bhopal,

Madhya Pradesih.

Shri Neeraij Kumar Mishra,

Clo Shii Vayas Narayara Shamma,
Villagee Jaroatts,

Post Office Tara (Shamikear Nagan),
District Rayapur422007,

Madhya Pradesh.

Dr. A.C. Minocta,
Bhopall University,
Bhopall,

Madhya Pradesi.

Shri Rajemdica Prasadi Shukia, Speaiesr,
Madhyz Pradesth Vidieam Sabia,

2, Civil Lines,

Bhopall,

Madhya Pradesth.

Shri Kailasit Jostii, M.L.A.,
Leader of the Oppasition,
Madhya Pradesh Vidhan Sabiha,
Bhopal,

Madihya Pradesth.

Shri Ramestwaar Nikhara,
M.P. (Lok Sabiha),
E-6/4%, Bungaiow T.T. Nagar,

Bhopall,

Madhya Pradesh.



79. Shri Babu lLal Gaur, M.L.A.,
Chairman,
Public Accounts Commitas,
Madhya Pradesh Vidham Sabha,
Bhopal,
Madhya Pradesh.

80. Shri Balakrishma Gupta, M.L.A.,
Bhartiya Commumist Party,
B, Patel Nagar lLabouir Colony,
Bhopal-4&aii1,
Madhya Pradesi.

81. Shri Ramashamier Singh, M.L.A.,
38, Racecourtse Road,
Gwalior-4748002,

B-7, 74, Bungalow,
Bhopal,
Madhya Pradesin.

82. Dr. Nirmal Hirawat, M.L.A.,

Kantangi (Balagha),
Madhya Pradesi.

83. Shri Satyabiranu Chautan, M.LAA.,
Constitwsrgy S. Ryour Kalan,
District Murena,

Madhya Pradesh.

84. Shri Rasual Ahmed Siddiqui, M.L.A.,
Bhopal,
Madhya Pradesin.

85. Shri Satyadew Katare, M.L.A.,
100/45, Shivaji Nagar,
Bhopal,

Madhya Pradesh.

86. Shri Kanhaiya Lal Sharma, M.L.A.,
144/1,, Professor Colony,
Bhopal,
Madhya Pradesh.

87. Shri Surender Dubey, M.L.A.,
113/9, Sivaji Nagar,
Bhopal, Madhya Pradesin.

88. Shri Abdul Zabbar Khan,
Organiser, Bhopal Gas Tragedly Victims
Womeni's Weltare Assodition,
Bhopal,
Madhya Pradesh.

Maharagittra

89. Shri Sudar Deshmwiikh, M.L.A., Aamdar,
Maharashitea Legiskatiive Assemibiy,
Achalipur City,

Distriet Amaranaiti,
Maharasihiic.

90.

91,

02.

93.

94.

95.

96.

97.

98.

br. 8.B. Salhaltear,

Execudixe Director,

Mahatashiza Eeoflomic Developmaet Coutngil,
1086, Naginglas Master Road, Fort,
Bombay4000233,

Maharashtea.

Shri Hastu Advani,
Presigtent, B.J.P,,

Kathak Bhavan, Falke Marg,
Dadar (East) Munmmthaj,
Munmiti«400044,
Maharaghtea.

Shri 8.8. Acharsidear, Chailrman,
Mahatashtaa State Goxernment
Emplioyeas’ Comfediepation,

C/o M-6, Manirzitaya,
Bomibay4000632,

Maharaghtea.

Dr. J.F. Patil, Reader,
Depariment of Ecomamiics,
Sivaji University,

Vidyareagar,

Kolhapur4 66004,
Maharashtea.

Shri B.S. Vaze,

Generdl Secrstayy,

All India Posts, Telegeapls and Others Cemtrdl
Govemmegint Pensioness’ Assagiakion,
1082-Sattashiv Peth, Near Shanijpar,

Pune-4i1i11 030,

Maharasghtea.

Dr. H.D. Kopandisiear,
Director Generl,

All India Institute of Locall Sellf Govermmeent,
Sthamikeaj Bhawam, C.D. Barfimadia Mary,
Andimeri (West),

Bombray 400088,

Mahanstitea.

Deputly Registrat(faccoutnls),
Maratthweatia Univensity,
University Campuss,
Auramgpibadi3d31004,
Mahanastitea.

Secrgtayy Gemeanrl,

The Bomibay Milk-Owresss' Assogididon,
Elphirstoree Buildimg 10,

Veer Navimran Road, Post Box No. 95,
Bomibray 44000001,

Maharstitea.

Shri S.C. Vamma,

Clo Post Box No. I5966,
Bormbay 400021,
Mahaesstitea.



99.

100.

101.

102.

103.

104.

105.

106.

107.

Shrii D.A. Joshii,

Secretayy Generd,

Federation of Indian Ant Silk Weaviing Industry,,
Resham Bhavam 78, Veer Nariman Road,
Bomibay 400020,

Maharasitea.

Shri Sharadl Pawar,
Ex-Chiief Minister,
"Ramtgjsam”,
44/A, Pedder Road,
Bomitay 400226,
Maharaghtea.

Shri Madhawean Gaikweat],
Secretayy,

Maharagtitea Coungil, M.L.A..,
34, S.V.P. Road,

Bombay- 400024,
Maharastittea.

Maharasitea Econamiic Developneent Coundll,
106, Nagindias Master Road,

Fort, Bombay400023,
Maharasthiiea.

Shri DIR. Pendsz,

Economiic Adviiser,

Tata Industries, Bombay House,
24, Homi Mody Street,
Bombeay-<4mupa],

Maharasititea.

Shyii Chandirziécant Shamikar Padwail,
Mayar of Bombay Municijpe! Corporation,
Bomitxay;,

Maharasthitea.

Shri Ramdas Nayak,

Memiber; Standiing Commmittkese,
Bomibay Municijgs! Corpodtion,
Bombayy,

Maharastiitea.

Shri Uttam ThawranjfPessident
Vidarltha Industries Assoditon,
Bank of Maharaghtea Buildiimg,
Sitabuildi.

Nagpur-44181122

Maharasittea.

Ir
Joint Admiinisttativee Coumgll of

All Manipur Trade Union Coungil and
All Manipur Govt Employesss Orgamitsziton.

Meghalaya

108 Shri H.S. Lyngdirih, M.LA.,
Chief Executlive Memiter,
Khasi Hills Automanuiss District,
Coundil, Shillomy,
Megihaikaya.

Orissa

109. Shri U.R.R. Patnailk,

Superiintariting Engimesr (Civil),
Orissa.

110. Shi SKK. Padhi,
8411, Kalargput, P.O. Rasulgath,
Bhubamesvear7351010,
Orissa.

111. Shri Sargj Kumar Mishra,
At-Jamartian Pur,
P.O. Keomjirargarh,
District Keonjar7Z58002,
Orissa.

112, Dr. Shamdittreear Supalkar,
M.L.A. (Orissa),
BI{DS.), M.LA. Colomy,
Bhubamesvear7351001,
Orissa.

113. Shri S.B. Panda, (BA, LLB),
Sub-Divsioaal Office, Jeypore,
At'Po Jeypors,

District Koraguwit,
Orissa.

114. Dr. Baidyarath Misra,
Deputy Chiairmean,
State Planniimg Boardi, and Directar,
N.K.C. Centre for Develgpnesnt Studiies,
Bhubamesvear,
Orissa.

Punjab

115. Rajbams Kaur,
Professor and Head,
Departmsnt of Economiics,
Punjaltii University,
Patiala- 1471022,
Punjab.

116. Shri M.L. Nandhaijuyg,
Secretayy Genera),

PHD Chamiter of Commeree and Industries,

PHD House, Thepar Floor,
Opp. Asian Games Villags,
New Delhi-110016.



jasthan

117. Shri B.L. Panagmnjja,
Raj Niketam,
7, Doongyii Road,
Jaipur-320a4,
Rajastiiamn.

118. Shri Pana Chandl Gupta, Chaimnean,
District Counill, Kota, Rajastthan.

119. Shri Bhanwar Lal Bijaraniz,
Rio Kissam Bhavam,
D-107, Vidhyadtrear Nagar,
Jaipur3D20 P2,
Rajastham.

120. Shri Vaidya Bhaimon Lal Bhardwegj, M.L.A.,,
Presidiemt of District Comgyress Commmiittes,
Jaipur3D2063,

Rajastian.

121. Shri N.C. Pahariya, MA, Ph.D.,
Assodite Professor,
Departmestit of Economiics,
University of Rajastinan,
JaipurZR0l5,

Rajastiiam.

122, Shri Hari Ram Bagariyem, Pramuik,
Office of the District Coungil,

Nagour,
Rajastiian.

123. Prof. Om Prakasth,
Former Vice-Chraameditior,
P-2, Universitty Canmpuss,
Jaipur-302033,
Rajasthan.

124. Shri Justize Guman Mal Lodha,
Chief Justios,
Rajastiran High Court,

Jodimpwr,
Rajasthiam.

Tamil Nadu

125. Shri Malcallm S. Adisestiidt),
Hony. Fellow,
Madras Institute of Developmeant Studies,
Madras,
Tamill Nadu.

126. Smit. R. Kohilzm,
Assigtantt Professor in Economiics,
QuaiidHENlikat,
Govermmeent Collegrs,
Madras,
Tamill Nadu.

127.

128.

129.

130.

Dr. C.A. Perum),

Professar and Headl,

Departmznt of Politics and Public Admm,,
University of Madiras,

University Buildiimg, Chepeauk,
Madiras-@&000s5,

Tamill Nadu.

Shri M.K. Deena Dayalam, IPS, (Submittet
Retd. Postmaster Genena), President, two

All India Federatiion of Pensiomgrs'  Memaonantly)
Assogiton,

10, Rajam Street,, T. Nagar,

Madras-@moa 77,

Tamiill Nadu.

Shri M.R. Appan,

Genenll Secretamy,

The Tamill Nadu Govermmegtit Employesss'
Assoditaon (Regdl)),

7, Wallgijgh Road,

Madiras-6000a2,

Tamill Nadu.

Shri S. Debemdizan,

Registrar,

Institute for Technp HEoconotcic Studies,
76, Hamimgiton Road!,

Madiras-@&nna3 |1,

Tamiil Nadu.

Tripura

131.

Shrii Haradinan Dutta, Chaiimnean, :
Honouwts and Post Gradiusite Teadimgrs'
Assodgiton, Tripus,

10, Jagamreath Bari Road,
Agantdta728800]1,

Tripura.

Uttar Pradesh

132.

133.

Md. Sayed Sibte Razi,
Education Ministsr,
Govermmesmit of Uttar Pradesth,
Vidham Bhavam,

Luckmony,

Uttar Pradesth.

Shri-B.M. Jauteii, M.A, Ph.D., (Submittst
Deparntmeznt of Post Gradiustte, two
Reseandh and Studies in Economitzs, Memorantiy)
M.MH. College, IINA-380,

Nehru Nagar, Ghaziazatz200001,

Uttar Pradestin.



134. Shri P.C. Bhatia, President,

IFederation of Uttar Pradesin
Pensioners’ Associiation,
3-C/9, Park Road,
lLucknow-225001,

Uttar Pradesin.

Shri P.K. Bhargava,

Professor, Benaras Hindu University,,
Varanasii, Deptt. of Economiics,

No. G/7, Arvindlo Colony,

B.H.U. Campus, Varanasgi221005,
Uttar Pradesi.

Shri Vinod Kumar Srivastava, Secretary,
Notified Aras Commiittee,

Kirti Nagar, Tetiii Gartwyal,

Uttar Pradesh.

through

Shri O.P. Aganwal,

Officer on Speciall Duty-cumiD¥eenbor,
Fiscal Planning and Resources,
Finance Departimart,

Governmnrit of Uttar Pradesih,
Lucknow,

Uttar Pradesh.

. Dr. Sudhakamta Mishra, Hony. Secretany,

lindian Institute of Economiic Researdh,
5 E,'Pandiy Colomy,

Kautilya Kone Marg, P.Box-110,
Varanasi-2211 002,

Uttar Pradesin.

. Officer-imaizagge,

Municipall Corportion, Bangamzau,
Unnao,
Uttar Pradesih.

through

Officer on Special Duty,

Fiscal Planning and Resources (FC) Sectiom,

Govermmgnit of Uttar Pradesi,
Lucknow,
Uttar Pradesih.

West Bengal

139.

140.

Shti Tuhin Samania, M.L.A.,
West Bengal.

Shti Bikash Hazara, Chaimman,
Nationall Forum of Public Interest,
49\ Karl Marx Sarani,
Bhukaizsih Rajbari, Kidderpoes,
Caleutia70e33,

West Bengal.

141,

142,

143.

144,

145.

146.

147.

148,

149.

Chaiirean,

Beidanga Munigjgaityy,
P.O. Beldangs,
Distriet Mursthigalaad,
West Bengall.

The Joint Secrataty,

State Co-ordliraiinn Commiitéee of
the West Bengal Govt. Employes’
Assodiatopn and Uniioms

186, B.B. Ganguly Strest,
Caloutta 7000022,

West Bengall.

Dr. R. Chalkizatii,

Director,

Netaijji Institute for Asian Studiies,
1, Woadihunm Park,

Caloutta 77000220,

West Bengg!.

Syed SAA. Masudi, M.A, LL.B,
Barristerattlaaw,

Former Judge High Count,
15, Nasimurtitin Road|,
Caloutta7000077,

West Benggal.

Shrii Panigj Dutta,

Chaiirmnream,

JiaganiAimagganj Mumicipiyy,
P.O. Azimvagzan,

District Murshiitidizaldr722422,
West Bengril.

Shri C.R. Sarkar, Vice-Ctaainman,
Kharagmpur Municipaiiy,
Kharagpur,

Westt Bengral.

Shwii Manaremian Siniea Ray,
Reader in Ecomomiiss,
VisvexBzatti Univensity,

Vidya Bhavam, P.Q. Samifiniettan,
Distrigt Birbimum/232335,

Wesit Bengrl.

Shri Subas Chattimpatibigay,
Indiam Statistiicdl Institutes,
Ecomomiics Reseancth Unit,
203, Barradiqsoee Trunik Road,
Callouitta,

Westt Benggil.

Shri Sunill Banik, Sevrstdyy,
Benggll Natioral Chamiiser of
Commesece and Indusitty,

23, RW. Mukiresifee Roadi,
Caleuitsa7P00001,

Westt Bengal.
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Annexune 1.3
(Paiea 1.5)

List Of Orgavisaiiorss And Individaits Who
Met The Financoe Conwnissiion

Gujarat

1.

Shri LM. Trivexdi,
Prof. and Head, Deptt. of Economiics,

Bhavimagrar Universitly, Bhavimagzar,
Gujarait.

Shri Chimanititzi Patel,

Leader of Oppasiition,

Guijarat Vidhan Sabha, Gandiimegar,
Gujarat.

Shri Sanat Mehta,
Former Finance Minister,
Govermmesnt of Gujarat,

- Gujarat. -

Shri Dinesin Shaih,

Former Finance and Planmimg

Minister of Gujarat and

Founder Directar of Vikas Bharti Institute of
Policy Studiies, Reseamdh and Futuroliogy,
Ahmediztirad,

Gujarat.

The Surat Art Silk Cloth Manufacturers Association

{i) Shri A.N. Jariwalta, Presidiemt

(i) Shri Arum Jariwata, Memiar

(i) Shri Suraj Ram Bachkarivedda, Member
(iv) Shri Vasamtijtsai Bachkamivedda, Memiber
(v) Shri Hare Saria, Secretayy

South Gujarat Textile Processors’ Asscciation

(i) Shri Dhamamweala, Presidemt

(i) Shri Bhagwan Dass Jariwatg, Membar
(i) Shri Suraj Ram Bachikamiveda, Member
(iv) Shri Vasamiiitzai Bachkanivedda, Membar
(v) Shri Hare Saria, Secretagy

Himachal Pradesh

7.

Delegation of the Members of the Legiskadine
Assemiigly

(i) Shri Ram Chandl Bhatia
(i) Shri Rattam Lal Thallkwr
(iiiy Shri Vidya Sagar

(iv) Shri Singihii Ram

(v) Shri Yogemtiea Chamdiza
(vi) Shri Natha Singfn

(vii) Shri Shomkita Ram

(viii)
(ix)
(x)
(xi)
(xii)
(xiii)
(xiv)
(xv)

(xvi)

Shri Milkhi Ram Gomma

Shri Thaleur Singih

Shri Man Chandl Rana (Pariamsméayy Secretary))
Shri Kanwar Durga Chand

Shrii Girdtari Lal

Shri Raghu Raj

Shri Satya Parkasith Thalkwr

Shri Harbieggan Singin Bhaijji

Shri Nehar Singh

(xvii) Smit. Viplove Thalkur
(xviii) Shri J.S. Josthii (General Secretasy, Lok Dal)

(xix)

8.

10.

Shrii Milkhi Ram Bhaira
Municipal Comoration of Simia

(i) Shri Adarsth Kumar, Mayor
(i) Shri D.S. Minhas, Commitssioeer
(i) Dr. Ganesh DatttBharail

Dr. K.C. Malhatira, Vice Climanetdtor,
Himachall Pradesth Universilly, Simila.

Dr. M.P. Gupta, Deam,
Dr. Y.S. Parmar Universily of Horticwittiree
and Forestry,, Simika.

Jammu and Kashmir

11.

12.

13.

14.

The Kasimiir Chamitxsr of Commesnee and industry -
represantted by

(i) Shri Ibrahim Shadiadi, Presidkamt
(i) Dr. Mubean Shalhn, Secretayy
(i) Shri A.G. Khan, Joint Secretayy

Charmipsr of Commzree and Industry;,
Jammnu — represantted by

(i) Shri Ramesth Gupta, Presidiant
(i) Shri Rajendiza Motiall, Genendll Secretany

Shri V. Avastii, Generdl Secretasy,
Federatiion of Industny and Commgree, Jammnu.

Shri G.M. Khan, Presidiant,

Jammw and Kashmiir Qilil Secretaréat
Non-Gazzatteld Employesss’ Uniom,
Srinaggr.

Shri Abdull Majid Khan, Presidiert,
All Jammmu and Kashmiir Low Paid
Employees’ Federatiion.



16.

All Jammmu and Kashmiir Low Paid Govemmesit
Employeses Federaiion - represenited by

() Shri Sammpat Prakasth

(i) Shri Mohi-UtiDin Punoo

(iii) Shri Miraj-WtHDrn, Represamtatiec
(iv) Shri A. Krisham, Repressntatiee

rrala

17.

18.

19.

20.

21.

22.

23.

Kerala Gazettetl Officers’ Assadiation -
represented by

() Shri N. Bhageerattxan, President
(i) Shri P.Y. Jacalh, VicePregitent
(i) Dr. N.M. Mohammeet Ali, Generall Secretayy

Aged Govermmegnt Employsss' Society, Attimggd} -
represemtet by

() Shri D. Unni Krishman, Secretary
(i) Shri P. Appulkuttam, Treasurer

Federaiion Of State Employses' And Teadhss'
Orgamiisation, Kerala - represented by

(i) Shri K.V. Devadias, President

(i) Shri K.V. Rajemdiran, Genewrs! Secretamy

(i) Shri T.K. Balan, General Secretary,
Kerata NGO Union

(iv) Shri K. Chamdiran, Generdl Secretary,
Private Schoall Teadi®ts' Uniom, Kerala

(v) Shri Babu Sreekurrear, Generdl Secretawy,
Kerala Secretariat Employees’ Assodktiorn

Joint Coungil of State Service Orgamisation,

Trivand

() Shri N. Anantiha Krishman, General Secretayy
(i) Shri E.J. Francis, formeT Chaimmean

(iii) Shri P.R. Somamatttsan, Vice-Chwimaan

(iv) Shri K.N&K. Namiuriiij, State Secretary

Kerala Congress (M)
(i) Shri K.M. Mani, Leader
(i) Shri T.M. Jacall, formar Educaiion Minister

Kerala Pradesh Congress Committee (i)

(i) Shri Sankara Narayararn, Memibear
(i) Shri Oommen Chamndly, Memiber
(i) Shri K. Karunstcasan, Memiar

(iv) Shri AK. Antomy, Membeer

(v) SNhri Pathmargjan, Member

(vi) Dr. P¥K. Gopaltdkiistaan, Member
(vii) Shri Karthilkegyzan, Memibar

Shri A. Neelaldtiithaidasan,
Minister of Sports and Youti Affaiirs

24.

25.

Prof. V. Gopaltkissihaa Kurup,
Chaiimrean, Public Service Commiisiion

Snri V.J. Thamitappan,
Minister of Locall Admiimisteation

Madhya Pradesh

26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42,

43.

44.

45.

Shri RFP. Shukita,
Spealikar of the State Legistative Assemibijy

Shri Kailash Jostii,
Leader of the Oppasittion in the State
Legisitative Assemtiily

Shri Babu Lal Gaur, Chaiimvan,
Public Accounts Commiittee

Shrii N.P. Srivastara,
Leader of the Janata Party in the State Legisizture

Shri Rameshwar Nikhara, M.P.

Dr. P.D. Hajela, Vice-Craneétior,
Sagar University

Dr. RSS. Tiwari, Professor,
Hamidiia Collegee, Bhopll

Shri S.N. Dubey, Seniar Vice-Ressigent,
Madhya Pradesth Teadters' Congress

Shri Rasul Ahmed Siddiqui, M.L.A.
Shri Balakrishna Gupta, M.L.A.

Shri Mumtaj Ali, Janata Party, Bhopal
Shri Abdiuil Zabiar Kham, Orgamiser,
Bhopall Gas Tragmtjy Viclims Womnetis
Welfare Assogiation

Shri Kanhwiiya Lal Shamma, M.LA.
Shri Ramadiantiaa Bajpayee, M.L.A.
Shuii Satyatfianu Chaufien, M.LA.
Shri Lalit Jaim, M.LA.

Shwii Sunil Mishia, M.L.A.

Dr. Nirmeal Hirawetit, M.LA.

Shri Rama Shanikear Singih, M.L.A.

Shri S.D. Katare, M.LA.



Maharashtra 59.
46. Shri Sharad Pawar, former Chief Minister
47. Dr. D.R. Pendse, Economiic Adviisar,
Tata Industrizes, Bomixay
48. Shri N.A. Palkhiwel, Senior Advocats,
Suprem Court of India
Bomibay.
49. Maharashtea Economiic Devellopmeent Coundll-
represemtet by
() Shri N.M. Desai 60.
(i) Shri G.A. Newallicar
(i) Dr. S.B. Sakhalear
50. Shri K.A. Samusdl and others,

12

Federatiion of Indiam Silk and Art Industry

Leaders of Oppusétition Parties in the

Bharatijea Janata Party

(i) Shri Sundier Kumar T. Rani, Leader, B.J.P.
Compuortion Group

(i) Shri Nanulithedi Patel, Vice-Prexgitent, B.J.P.,
Presidiemt, F.A.M.

(i) Shri Kirit Somziiya, Generdl Secrettawy, B.J.P.,
Chartegeat! Accownttarnt

(iv) Shri Arum Sathe, Advocate, General
Secratawy, Bomiay, B.J.P.

(v) Shri Madihu Deolekar, M.L.C..,, General
Secretayy, B.J.P., Bombay"

(vi) Shri Ram Naik, M.L.A,, Vice-Prsidident, B.J.P.,
State Unit

Maharrasghitea State Governmegnt Employesss’

Federatiiom

() Shr S.S. Acharsicar, Chaiimmean, Maharasiitea
State Govemmmnegnt Employesses’ Conflediseation

(i) Shri T.L. Manicar, Presidarit,
Mantraitaya Employesss' Assodiaton

(i) Shri Uttam Kamike, Secretapy Class IV
Employexes' Associition

(iv) Shri S.N. Pansare, Joimt Secretay,

State Legiddature Gazettat] Officers’ Confetizeation
(v) Shri G.D. Kulthe, Gemerdl Secretary,
State Gazetiat] Officers’ Confiedieeation
51. Shri B.M. Gaikwexti, M.L.A., (vi) Shri N.V. Josthri, Vice-Festident, Maharasiitea
Commumiist Party of India State Govermmeenit Employesss' Confledioration
(vii) Dr. S.S. Wagle, Econamiic Adviser,
52. Dr. P.S. Kadam, M.L.A,, (Independent) Maharaghtea State Governneznt Employees’
Confedineation
53. Shri Sadanand Warde, M.L.C., Janata Party (viii) Shri R.G. Kamik, Gemerdl Secretay,
Mahacagitea State Governreent Employess’
54. Shri N.D. Patil, M.LA., Confedizrition
Peasamts and Workers Party
Punjab
55. Shri Manohar Joshi, M.L.C., Shiv Sena
61. Capt. Rattan Singh, former Minister, Punjab
56. Shri Ram Naik, M.L.A., B.J.P.
62. Shri Jagjit Singih Ghungraeara,
57. Shri Sudhiir Joshi, M.L.C.., Shiv Sena, Progressine Fammgr
(former Mayar of Bombeay))
63. Delegatiion of PHD Chamitxgss of Commanze and
58. Shri Madhu Deolekar, M.L.C., B.J.P. Industry (led by Shri Manmaizan Sing)
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Anmexaee 1.4
(Para 1.10)

Listt Of Expatss Invitted For Diszusssins
On Febwzayy 24, 1988.

Dr. Amresih Bagchii,

Natiomall Institutee of Public Financee and Policy,
Special Institutiome! Area, New DelhiH110067.
Prof. B.B. Bhattactmayga,

Institutee of Econommizc Growdin, Delhi-1H@INY7.
Dr. A. Dasgupta,

Natiomal! Institute of Public Finamge and Policy,
Special Institutiomd! Area, New Delhi-11 0067.
Prof. K.L. Krishima

Delhi Schaall of Ecomomiiss,

University of Delhi, Delhi.

Prof. T.N. Krishimam, Directar,

Centre for Developmamt Studies,

Prasamia Hills, Aakutam Road, Trivamdiorm.
Prof. R. Radhalkiighraa, Directaor,

Centre for Econamiiz and Sociall Studies,
Nizamim Obsemnettoyy Campus, Hyderatizat.

7.

10.

Prof. Atui Sarmma,
Indian Statistical Institute,
Sansamwsi Marg,

Near Qutal» Hotell, New Delhi.
Dr. JV.M. Sanma,

Natiameal! Institute of Public
Finasics - .
Speciali Ins!iag
New Deimal [bA6Y7 .
Prof. D.K. Srivastawa, Pi@. and Head,
Deptt. of Economiizs,

Banaras Hindw Univenrsity,

Varamasi.

Dr. G. Thimnmedadt),

Economiic Advisar,

Govermmeant of Karnatsien,

Vidama Saudiva, Bangailoee.

Anmaxuee 1.5
(Para 1.12)

Dates Of Discussgionis With Statte Govearmveersis At Staike
Headtywavder'SiEield Visits Undettkieen In The States

Madhya Pradesin 5th and 6th Aprill, 1988 Jammu and Kashmiir 20t to 23rd May, 1988
Guijarat 11th and 12th Apriil, 1988 Haryama 24th May, 1988

Kerala 6th and 27th Aprill, 1988 Punjab 25th May, 1988
Maharasiiitea 12th and 13th May,1988 Himactred! Pradesth 27th and 28th May, 1988

Anmexuee 1.6
(Para 1.12)

Listt Of Secmstardes To The Govermvreent Of Indiia Who Met the Commisision

Date of Metimg Date of Meting
Shri S. Venkitazanzaaan, 4.5.1988 and (c) Air Marshal N.C. Suri,
Ministry of Finangs 29.6.1988 Vice-Ciieff of the Air Staff

Shri V.C. Pande,

Departmemt of Rural Development  4.5.1983
Shri K.D. Vasudiosag, There was a pressamngdibon by the
Department of Fertilizars 5.5.1988 Minisitsy of Defermze at the Soutth Block.
Shri T.U. Vijayasdittaaaan,
Department of Food 5.5.1988 10. Shri S. Varadian,
Shri Shiromemi Sharmmes, Department of Coal 9.5.1988
Ministry of Textilkes 6.5.1988 11. Shri P.S. Raghavadtsar,
Shri S. Varadtan, Department of Posts 9.5.1988
Ministry of Petrolewm and Naturall Gas & 51988 12. Shri C.G. Somizih,
Shri G.N. Mehra, Ministry of Home Affaiirs 10.5.1988
Departmestit of Public Entenpritses 6.5.1988 13. Shri RK. Jaim,
Shri H.K. Kham, Chaimmeam Hdibagy Board, 17.5.1988
Deptt. of Chemiizass and Petrocismicdds 6.5.1988 14. Shri D. Bandiyaatiiypsy,
Shri S.K. Bhatmeaggar, Departmestit of Revemuz 28.6.1988
Ministy of Defemce. 8.5.1988 15. Shri RMR. Gupta,
Assistid] by Depantimesnt of Expemdiituee 28.6.1588
(a) Lt Generl S.S. Rodriguess, 16. Dr. Bimal Jalam,

Vice-Ctiaff of the Army Staff Chief Econamiic AdvissT and
(b) Vice-Adimied! G.M. Hiranamndtani, Secretany,

Vice-Citiegf of the Navel Staff Department of Economiic Affairs 29.6.1988
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Amexvigre M111
(Paras 2.13 and 2.30)

Revemiec Receijpss, Revemiee Expantitiftees Amil Revenue Deficits s
Of The Uniom Amd! Statte Govermmeetsts As Percamiége Of GDP

R » (Perasny)
Year Gross Net Revemuez  Revemuee Ex- Revemue Gross  Ownm Reve- Reve- Reve- Reve-  Reve-  Reve-
Revemusee Revemue Ex- pendittue Deficits ~ Reve-  nuesdf  nuei$$  nue nue nue nue
receipits  Receipts penditwre  of Uniom of Uniom  nue State Expendii- Deficits  Receipts Expendii- Deficits
ofUniom  of Uniam ofUniom  Gowt. Gevt. Rec- Govts. tureosf  of State  Total Totall Total
Gowt. Gowt. Gowt Excluding eipts State Gouts.
Graniss and of State Gowt.
Devalution Govts.

1974-75 10.78 9.30 8.20 6.68 1.10 862 533 8.04 058 1586 1418 1.67
1975-76 12.55 10.70 9.51 7.78 1.19 1005 6.18 8.77 1.28 184% 1593 247
1976-77 1253 10.75 10.37 840 037 10.79 6.72 8.42 137 19.02 1728 174
1977-78 12.37 10.68 10.20 8.07 048 1046 6.33 9.33 1.13 1829 1668 1.61
1978-79 1291 11.26 10.96 8.33 030 11.26 6.64 1009 116 19.21 17.74 146
1979-80 13.13 10.29 10.93 8.89 -065 1214 6.93 10.70 144 19.72 18.93 0.80
1980-81 11.69 9.19 9.76 7.73 -:0.87 11.07 6.25 10.43 066 1755 1746 0.09
1981-82 11.87 9.50 9.68 7.90 -018 10.98 6.53 10.16 0.82 18.12 1748 -0.64
1982-83 12.19 9.86 10.56 8.55 071 1140 e6.77 10.90 050 18,63 18.84 -0.21
1983-84 11.70 9.51 10.67 8.60 -1.16  11.05 &57 10.95 0.11 1783 18.88 -1.05
1984-85 12.40 10.26 11.78 9.58 152 1142 +e6.67 1181 -0.39 1870 2062 -1.92
1985-86 13.22 10.71 12.84 10.34 213 1219 69 1198 0.21 18.49 21.4% -192
1986-

87(RE) 14.05 11.54 14.01 11.4% 247 1287 713 12.94 -0.07 2063 2300 -2.38

Note: $ Net of tax devallutiom to States and U.T. Govermmetss.
$$ Includies tax devatiatiam and gramiss to Union Govermmesn!.
1. States includizs U.Ts also ‘
2. GOP figures upto 1979-80 are of old series and after 1980-81, new series.

Soungsss | 1. Indiam Economiic Statistics, Public-Rimmmee, Minsttyy of Finamas, Govermmegwt of India.
2. Ecomomiic Survey, 1987-88, Govermmem! of India.
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Amegorare 112
(Paras 2.23)

(Rs. Lakit))

Taxes acdiiiag 6
Stattes as per
cert of toti
taxass (Col. 3 as
percent of Calkg)

)

43.31
43.11
40.82
39.86
38.91
40.70
43.83
4581
4767
4742
47.44
46.46

46.60
44.78
46.25
46.5%
46.72
44.79
51.56
52.68
52.00
52.05
50.15
50.81
50.52
51.12
50.84

The Shware off Starss in the Total Tax Revaruess of

the Centiee and! Statkss

Taxes Devaittion  Toial Totl

Year levietl by of taxes (tanes taxes

the Staites acaring {Cerites
to Stattes) and Statess)
oW @ €) @

1961-62 48944 17892 66336 154318
1962-63 58003 22404 80407 186507
1963-64 69070 25824 94894 232446
1964-65 77811 25874 103595 259880
1965-66 86092 27600 113692 292159
1966-67 95468 37273 132741 326119
1967-68 110284 41159 151443 345524
1968-69 121141 48398 169539 37011
1969-70 137694 62535 200229 420001
1970-71 154562 75562 230124 475241
1971-72 107275 94210 264485 557518
1972-73 193086 106140 299226 644055
1973-74 220837 117476 3383138 726038
1974-75 290134 122850 412981 92230%
1975-76 357294 159912 51720% 1118173
1976-77 406079 167983 574062 1233196
1977-78 437780 180563 6184418 1323718
1978-7® 500269 195272 69554111 1552756
1979-80 570943 34077 911772 1768308
1980-81 666417 378308 1045320 198437%
1981-82 829491 425820 1255311 2414241
1982-83 954590 463262 1417852  27241%7
1983-84 1080342 500718 1581060  315Z%4%
1984-85 1234283 585343 1819626 3581342
1985-86 1459652 725974 2185626 43266711
1986-87(RE)1680631 850933 2531564 495217
1087-88(8H)1960579 915086 2875675 5656613

Souwree : Govermmeawt of Indiia, Minigttyy of Finamese, Puthic Finamse
Statistioss (Armazd))

Amnreomare 013

(Paras 2.23)

Revanee Acvnalds OFf The Union Govarmment Amd]

State Govanmeests
(Rs. Crare)
Year Totl Towd Tetal Pecsmtage  Pexswage of
of "
mipts of 1] to Ceritee
Certeoandl  of of to Stattes* (percesht)
Statss® Staitss* Ceritea (percesint)

1974-75 11048 6004 5044 54.34 4565
1975-76 13687 7475 6212 54.61 4539
1976-77 15258 8652 6606 56.70 4330
1977-78 16435 9401 7034 57.20 4280
1978-79 18775 11008 ne7 58.63 41.37
1979-30 21211 13060 8151 61.57 3843
1980-81 23835 15036 8799 63.08 36.92
1981-82 28881 17504 11377 60.61 3939
1982-83 33086 20243 12843 61.18 38.82
1983-84 36959 22908 14051 61.98 3802
1984-85 42038 26220 16713 61.07 3893
1985-86 51011 31906 19105 62.55 3745
1986-87(RE) 60412 36998 23414 61.24 387

t States indladée Uniom Ternritoifes also.
Sowree : Indiam Ecomonivc Stattistiass, Putbiiec Finamze

Armmzware 114
(Paras 2.24)

Comprogivion Of Statke Revenuess
(1974-7% To 1986-87)

(Perceabt)
Yesar States own Dexablitnn Stawss Granits Tokat States
tax revenee  of tax non- tax own
revenes revemees

1974-75 48.32 20.47 1387 17.64 10000 61.89
1975-76 47.80 21.3% 1362 1719 100.00 61.42
1976-77 46 94 19.42 1533 1832 10000 6226
1977-78 46.57 19.21 13.82 2029 9999 6043
1978-79 4545 17.74 1348 2333 10000 5893
1979-80 43.71 26.09 1335 16.85 10000 57.05
1980-81 4432 25.20 1215 18.33 100.00 56.47
1981-82 4739 24.32 12.06 1622 9999 5945
1982-83 4716 22.89 1225 17.70 100.00 58.44
1983-84 4716 21.86 1225 1874 100.01  59.41
1984-85 47.07 2232 1133 1927 9999 5840
1985-86 4575 22.75 1095 2054 9999 56.70
1986-87{RT)) 4543 23.00 11@2 2055 100.00 56.37

Note : Stattes includée Uniiom Territoréss also.
Sewreee: Indian Ecomunidc Statigttiss, Pulblc Finamse

Amesware 115
(Paras 2.25)

Share Of Tax Devaitition Ambl Grants
In Cenitedl Revenuee Collkmtitions

(Rs. Crare)
Year Tax Amount  Propotion  Tomll Tal  Propation
Revanige of of Sharssd Revames Sharsd of Shaaed
Collattions  Shansid Taxes Collattions  Tasess Taess and
of Cerites Taxes to Tow| of Centes$  and Grants to
Ceniteal Tax Grarits Total
Revenge Cenitrail
(Pereett) Revange
(Peicesiit)
1974-7% 6322 1051 16.6 7515 2071 276
1975-7% 7609 1388 i8.2 9335 2607 279
1976-77 821 1436 i74 10051 2984 28.7
1977-78 8858 1497 16.9 11122 3374 303

1978-79 10525 1656 is.7 12625 4189 33.2
1979-80 11974 3055 255 14120 5343 378
1930-81 13179 3405 2538 15881 6057 38.1
1981-82 15847 3799 24.0 18932 6505 344
1982-83 17696 4148 234 21650 7603 351
1983-84 20722 4592 222 24260 8770 36.2
1984-85 23471 4941 213 28478 9877 347
1985-86 28671 6572 229 34604 13276 38.4
1986-87 32837 7372 225 41139" 14724 358
1987-88fE) 37983 83 221 44947 17428 38.8

Notte : ¥  Revigat Estimatss
**  Budigsit Estinmetss
$ Revemse collessiinss of the Cennall Gowt. includie -
addiiinshl exdize duties in lieu of sales tax on sugar, textilkes
and tobaowo.
Sowree : 1. Revange Colleettimss, Centhal/ Gowtt:
Indian Eeomunidc Staligiiss, Public Finames, Minstty of
Finenmmee Gowtt of Indim, Finamze Acoouwmds, Uniom Gowt.
(relevam! years) ‘

2. Other data



Percentage ———>

16
Ammexure 2 116
(Para 2.39)

Combimsti Rev. Receipts And Expéndliures

" ) As A Percentage Of GDP
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Amesxure liLH1
(Paras 3.9)

Normaiie Estimaties Of Tax Revenue, 1989-90, For 14 Major States
At Currentt Tax Rates

_ (Rs-Layh)

8l State Trend Estimaties Normatiixe Moderattet! Normative

No. Estimatiss Estimates B
High Imcomee States 775H%0 784314 TTQZR2

1. Maharasiitea 402094 406061 404078

2. Gujarat 176024 199988 178506"

3. Haryana 83170 72683 77927

4. Punjab 113902 105582 109742 -
Miditlle kncome States 96235 9631B2 9320883

5. Andiwa Pradestin 239558 218363 228961

6. Karnataika 182907 204904 19390

7. Kerala 119646 112758 116202

8. West Bengall 180822 223505 177455

9. Tamill Nadu 265965 203962 215564*
Low lmconee States 578311 55006 5617483

10. Bihar 95650 126401 109998

11. Madinye Pradesin 124690 91319 108005

12. Orissa © 39793 55136 45762

13. Uttar Pradesiin 220380 2135%4 216987

14.  Rajastiam 98428 63646 81037
AlFSitbas(14) 231655 2297902 22641728

Natte: : * After taking into accowntt 40 per centt of the less on accountt of proffiifiition) palicy in the case of Gujarat
(Rs. 95 crove) and 50 per centt less on accountt of protifbitior) on drivikingy counttsy liquor in the case of
Tamif/ Nadiw (Rs. 194 crare).

Amesorare 1122
(Paras 3.10)
Estimattes Of Tax Revenue For Special Categony States,
At Currentt Tax Rates
- (Rs. Lakih)
Si Actual Totall Tax Trend Nonmuetiixee
No. Revemus Estimates Estimmaties
BB o 05820 ;i)
1. Arumacia! Pradesi 164 335 246
2. Assam 25077 35867 31434
3.  Himacied! Pradesin 9109 14377 13913
4.  Jammuw and Kaskmir 9934 15034 16832
5. Manipuwr 904 1359 1431
6. Meghalaya 1764 3051 2560
7. Nagalamdi 1334 2371 2351
8. Sikkim 974 1573 1553
9. Tripura 1151 2081 1648
10. Goa 6059 9907 8785
11. Mizoram 299 477 424
12. All Spedciid! Categumy
States 56769 86432 81177
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Amezvrere fLB3
(Paras 3. 16)

Share Capiitdinvaspsénent By Statte Govarnmmatsts In Statudoyy

CorpwedtiosiSQopapanjes, 1988-39

(Investmeznits in Rs. Lakh)

Sounge: (a) State Finanue Acoowntts

(b) State Budgsats,
(©) Informetiion receivests from State Govermmeanss

State Finamoiasl Promuwitioalal Commeeceial Totall
N @if Invest- No.of * Invest- NO.of Invest-  No.of Invest-
Enter- ments Enter- ments Enter- ments Enter- ments
prises prises prises prises
- B (2+448)  (3+5+7)
M (2 3 4 ) (6) () 8 ©
1. Andiwa
Pradesth 4 3573 10 9503 38 18309 52 31385
2. Arunachal
Pradesth 1 287 1 420 - - 2 707
3. Assam 2 108}3] 7 1719 25 4224 34 6051
4, Bihar 4 3743 8 3803 26 12243518 38 20297
5. Goa 1 211 2 50}415) 4 71 7 2277
6. Gujarat 3 3188 8 2229 28 153557/03] 39 20925
7. Haryana 5 522 10 6313 9 869 24 7704
8. Himaciml
Pradesin 1 450 6 2863 8 2456 15 5769
9. Jammuw and
Kashmiir 3 403 5 1745 10 4469 18 6617
10. Karnataikan 12 5044 11 4748 54 16146 77 25938
11. Kerala 6 1338 12 8572 68 8377 86 28689
12. Madhya
Pradesihn 5 553 6 6802 22 24478 33 31833
13. Maharasiitea 2 5640 15 4839 25 28116 42 38595
14, Manipwr 2 19 3 118 3 443 8 580
15. Meghalayea 1 45 3 1251 5 1173 9 248y
16. Mizoram 1 12 1 210 2 8 4 230
17. Nagalamd 1 4 3 1021 7 1103 11 2128
18. Orissa 3 8914 8 6051 65 100238 76 24993
19. Punjaly 2 1421 11 10640 14 5781 27 17842
20. Rajastiean 4 7969 5 655 26 3864 35 12488
21. Sikkim 2 338 2 59 6 3 10 788
22, Tamill Nadu 4 2019 9 10830 40 16374 53 29223
23. Tnpura 2 42 3 337 3 1249 8 1628
24. Uttar
Pradesin 5 40860 24 10761 32 127397 61 179018
25. West Bengall 2 862 13 6315 43 11047 58 18224
Total : 78 87495 186 10879 563 325104 827 516398
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Amexurere Ml1.4
(Paras 3. 16)

Statamsse Estinmaéed Investtneant In Statuboyy Corpatidiosi€overnment
Compmaries Andl Cooperraitioe Instittitios:s At The Endl Of 198889,
Amd! Estinza¢ed Retwm In 1959-90

(Rs. Lakh)
Staiuboyy Compoaations/ Coqpesttie  Institutions
Govarmnment Compaites
States Estimattet] Estimatedi Estimatied] Estimated

InvestmesTit Returm in InvestmegTit Return in

at the end IDEBI0 at the end 15330

of [BEB-ED of |10HB-8Y
1. Andima Pradesh 31385 1023 25570 892
2. Arunadiedl Pradesh 707 9 262 10
3. Assam 6051 214 3907 147
4. Bihar 20297 750 9601 370
5. Goa 2277 10 1117 53
6. Gujarat 20925 872 5772 242
7. Haryana 7704 59 7462 323
8. Himactel Pradesth 5769 136 1909 64
9. Jammuw and Kashimiir 6617 235 623 18
10. Karnataka 25938 959 14675 647
11.  Kerala 28689 979 8334 350
12. Madhya Pradesh 363 1240 12577 505
13. Maharasiitea 38595 w5 37944 1695
14.  Manipur 580 23 698 24
15.  Meghalaya 2469 60 321 11
16. Mizoram 230 1 208 6
17.  Nagalamdi 2108 55 272 10
18.  Orissa 24993 769 11175 386
19.  Punjab 17842 332 BBIG 536
20. Rajastiteam 12488 432 11434 447
21.  Sikkim 788 30 139 5
22.  Tamil Nadu 29223 879 9546 402
23.  Tripura 1628 64 496 17
24.  Uttar Pradesth 179018 7596 22406 781
25. West Benggll 18224 578 21710 810

Total : 516398 18880 222004 8751

Investeent Souree : (a) Finanoz Acoownts

(b) State Budigets;
(c) Informition received! from State Govermmends



Ameapngre BLES

Q2

(Para NO.33.17)
Statte Electtiditity Boartss
Bloukk Capiital At The End Of 1988-89, Net Statie Loamns Outstawaigg On 31.3. 1388
And! Intersst Due To Staites In 1989:90 (Rs. Crae)
BLOOK_CAPITAL Col.3 Totall Totail Loansout- Stafe Govt. Totail State Less aWilbu- NetState  Interest @ Electiiity Interest
Tottll Completed  Worlks as®biof  State investmeent  standing investineznt Gowt. Loans table to Govtldeans 7% duein dutyin receipts
works in Col. 1 Gowt. in Rurall  from Rural in Rurall exdluting watks Hn- at the end 899Don 1989-90 in 89-90
Progress Loans Electiifi-  Electrifi- Electhiffi- investtmeatt ©  progress of 88-8H(ex-  netmuwt- (to be to be
§l. outstwindifigy cation as  cation catiom in rural (Percentt cluding waiks  standling ~ takem taken
No. Staties 3y(@) as on on Compmaxs  (Col.6-7)  electiffi- -agein Col. inproge=s3) loans under under
% 31.31889 3131889 on catiom 4 applistito on whigh in-  showm Major Major
31.3.1980 (Col.59) Col.9) teresttdor in@xbii Head Head
89-90 is to be 0043) 0049)
calowbited
(0) (1) ) ) (4) (5) (6) () @) (9) (10) (11) (12) (13) (14)
1. Andia Pradesih 238659 191841 46818 19.62 86251 767.87 25605 511.82 3508 6880 28189 19.73 4315 -
2. Amunagtal Pradesth (Y8288 4344  39.44 50.00 . . 4.01 - . :. 39.44% 2.76 006 270
3. Assam 1199144 61484 58430 4872 86052 167.48 14208 16748 69304 33765 35539 2488 360 2128
4. Bihar 115872 NA NA.  NA 139580 NA. 21354 NA N-A: NA.  115872® 8111 1935 61.76
5. Goa (*)9200 4600 46.00 50.00 . NA. - N:A. NA: N:A: 46.00* 3.22 . 3.22
6. Gujant 310242 255862 54380 17.53 184439 51850 138.86 379.64 146475 25677 1207.98 8455 162.47 -
7. Haryama 1709.85 965.85 74400 4351 130479 22024 81.86 13838 116641 50751  658.90 4612 3727 885
8. Himache! Pradesh 62643 35921 26722 4266 34405 11850 83.62 3488 30917 13189 177.28 12.4% 310 931
9. Jammu and Kashmir 42400 220.00 20400 4811 38624 4367 NA. N:A. NA. 22000 1640 366 11.74
10. Kamattica 1067.78 90234 16544 1549 36510 35503 12258 23245 13265 2055 11210 785 5553 -
11. Kerala 124897 949.87 29910 2395 33250 21659 52.80 163.79 16871 4044  128.30 898 54.1% -
'12. Madhye Pradesth 429849 320216 109633 2550 171626 77243 39589 37654 1339.72 341.63  998.0% 69.87 134.07 -
13. Maharastitsa 5055465 387660 11788% 23.32 253874 73621 22504 51117 202757 47283 155474 10883 160.92 -
14. Manijpur (7498 4908 2590 4331 NA 1512 NA N:A: N:A:. 33.91™ 237 094 143
15. Meghaltaya 22337 9125 13212 5915 5213 4168 2769 1399 3814 2256 15.58 1.09 015 094
16. Mizoram (Me314 4564 1750 2772 NA 659 3.35 324 NA N-A: 43.30™ 3.03 . 3.03
17. Nagalant (H830® 4730 3599 4331 NA 2380 NA N:A: N:A. 33.61™ 2.35 . 2.35
18. Orissa 85530 70500 150.30 17.57 22473 26360 147.38 11622 108.51 19.06 89.4% 6.26 101.79 -
19. Punjalb 3628@MD 280021 827.7% 22.82 297917 31043 139.82 170.61 280855 64091 216765 151.74 6820 8354
20 Rajastitan 229775 170617 59158 25.74 101966 558.64 16001 39863 62103 15985  461.1B 3228 2791 437
21. Sikidm (1843 277 1572 8504 NA was  NA NA. 1813 0.36™ 0.03 . 0.03
22. Tamill Nadu 3787M2 285796 92906 2453 217059 58583 11658 46925 170134 417.34  1284.00 80.88 783 8205
ZR. Tripur (1389 11730 2166 1558 NA 2488 NA N:A: N:A. 96.31 6.74 . 6.74
24. Uttar Pradesth 639045 380095 259850 40.60 430971 660.00 37233 287.67 4022@4 163295 238909 167.24  42.94 124.30
25, West Benggll 148461 81H7Q 66889 4505 639.96 31468 19632 118.36 521.60 23498  286.62 2026  42.00 -
Totl 11506684 28696455 116511657 23BIEBE 3008386 1383699 96RIB  969.09 427.6%
Source: 1. Materig! furmistte! by State Govermmesnits on subsidizy poiintts *  Departmeniad/ undietakiggs
2. State forecasits for 1989-90. *  Net Invesinmnit by the Statle Gowt. at the end of 1988-83%.
‘ 3. Rural Electvifficzation Corpovation =+ Includiimy Depantinmniéd/ Invesinmnss the woulld amownit to RS.2368%9.785 Crore
4. Finance Acoownits and! Budigelts @ As indicaitgl! by the State Govermmumt

The StatteGoveznnreehhas sincedesitirtio treztithe outsttauaihg ot Joamsin perpettetyy .
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Amesxg 166
(P 3.19))
State Electviciify Boardls Cormvmenaid/ Loss/Prafit
And Accumutatet) Arrears Of Interest
At The End Of The Year 1989-90
(Rs.Crore)
State Conmmmeniéd! Profits(+)/ Accumuiaded Arrears
Losses(()) at the end of Interest at the
of 1988-89% end of 1988-89
(1) (2) )
1.  Andhma Prades 11.48 5453
2. Arumachwd! Pradesi $. 3.
3.  Assam -158.56 506.12
4,  Bihar -253.94 -
5. Goa $. 3.
6. Gujarat -32.57 221.51
7.  Haryama -181.97 407.10
8.  Himactl Pradesin -43.23 166.08
9. Jamwmu and Kashmiir -83.00 NA
0. Karnatgka -84.37 114.11
11. Kerala -49.7% -
12. Madhya Pradesth -27.49 -
13. Maharasiitea 65.92 -
14. Manipur $. 3.
15. Meghaaa -14.94 36.80
16. Mizomam $. $.
17. Nagalant 3. 3.
18. Orissa -18.60 51.01
19. Punjalp -519.55 1280.56
20. Rajastian -111.34 374.67
21. Sikkim $. 3.
22. Tamill Nadu -246.23 573.68
23. Tripuna 3. $.
24. Uttar Pradesih -303.77+ 2607.21*
25. West Benggil -68.20@ 411.84
Total : -2197.51
+17440
$.  Depantimemadl
* Inclusivee of UP. Rajya Vidyut Utpadiam Nigam.
**  The State Gowt. since waived! off intevestt amountiimg to Rs. 1918 831Crore on Govt. loaws till 31.3.11988 in
consiittg edition of losses on rurall electriffizatio.
@ Inclusiive of W.B. Power Devellgpreent Corporation.

Source: Col.1.  Anwwsad/ Repantt on Working of State Electiiidiy Boardis and State Electridily Depantimass,
Plarwiimg Cormmigssor), Aprill, 1988.

Col.2. Data fumigiret by State Govermmgriés to the Finamge Cormmisgsdon.
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Anmoxuee HLZ.7
(FRasa 3.21)

Finamgéhl Perfornaanee Of Statke Road Tramsgwort Compoasitiosisdertakingdgs-19861886-87

(Rs. Crore)
Sl. Trangpswtt Opemttiy  Operattmy Operting Misc. Gross Depredia- Tawxes  Interest Net Profiv/
No. Corpattomss/ Revemuse  Expentiftuec  Surplus Receipts Profits tiom other tham  Loss (Col.
Undenttaéings (Coll. 2-3) (net) (Coll. 44%) Resema to Statte 6-7-899)
Fund Gowt.
(1) ) 3 4 (5) (6) @) () (9 (10)
. NON-HILL STATES:
1. Andima Pradesin 393.32 280.2%5 113.07 1.48 11456  44.74 46.73 9.38 1371
2. Assam 1444 15.62 -1.18 -0.28 -1.46 1.50 0.39 1.31 -4.66
3. Bihar 16.19 23.64 =745 1.61 -5.84 3.49 1.98 083 -12.14
4. Gujarat 246.58 184.56 62.02 2.21 59.81 2517 6241 7.28 -350%
5. Goa 5.86 5.04 0.82 0.07 0.89 0.94 0.47 0.04 -0.56
6. Haryama 104.67 79.66 25.01 -1.67 23.34 493 7.98 - 1043
7. Kamatiik 298.31 187.64 110.67 -24.47 8620 3126 4625 1207 -3.38
8. Kerala 109.57 101.74 7.83 -2.53 5.30 6.66 6.05 6.29 -13.70
9. Madhya Pradesin 86.47 67.90 18.57 -2.97 15.60 6.26 13.81 5.51 -9.98
10. Maharasthitea 403.477 349.78 141.69 -5.49 136.20 5189 86.78 1256 -1503
11, Orissa 17.42 15.10 2.32 1.32 3.64 1.69 3.21 1.76 -3.02 -
12. Punjaiy:
i) Punjpb Ro'adways 49.61 54.0% 4.44 -0.14 -4.58 571 6.11 - -16.40
ii) PEPSU 21.69 2542 -3.73 -0.90 -4.63 279 2.57 239 -1238
13. Rajastian 116.29 7412 4217 -4.61 37.56 536 264% 1.98 3.76
14, Tamill Nadu * 486.4% 350.54 135.91 -6.30 129.61 65,13 5336 13.21 -2.09
15. Uttar Pradesin 175.39 137.83 3756 3.05 40.61 19.95 3.68 8.30 8.68
16. West Benggll :
i) Calcutta State
Transpatt Corpm.
Ltd. 16.77 34.0% -17.28 -1.86 -19.14 6,62 0.34 0.06 -26.16
i))North Benggl
State Tramspatt
Corpm. Ltd. 8.21 12.75 -4.54 0.13 -4.43 0.71 0.16 0.51 -5.79
tii)) Durgapur State
Transpott Corpm.
Ltd. 1.96 3.82 -1.86 -0.41 -2.27 0.69 0.10 0.92 -3.08
iv) Calouttta Trammess
Co. Ltd. 6.53 22.90 -16.37 0.47 -15.90 6.50 0.06 130 -23.76
II. HILL STATES :
1. Arunaghie! Pradesn  N:A: N-A. N-A. N:A. N.A. NA: N-A. NA. N-A:
2. Himactull Pradesth  33.20 3213 1.07 0.34 i41 419 1.33 2,63 -6.74
3. Jammu and Kashmiir 16.16 16.49 -0.33 -0.35 NES 3.65 0.81 1.66 -6.80
4. Manipur 1.75 2.18 -0.43 - -0.43 0.45 0.02 0.17 -1.07
5. Meghalaya 2.20 2.70 -0.50 0.17 -0.33 0.57 0.01 0.21 -1.12
6. Mizoram N.A N:A. N:A. N-A: NA. NA  NA  NA N.A.
7. Nayalamdl 2.02 4.08 -2.06 -0.19 225 - 0.07 - -2.32
8. Sikkim 4.25 4.65 -0.40 0.10 -0.30 - - - -
9. Tripuna 1.74 2.61 -0.87 -0.06 -0.93 0.40 0.03 0.19 -1.55

Souree: Planmiimg Conmmiission
* This includizss alf 15 Govermmesnit Corpovations in Tamil Nadi.



Trangport Compotations/ Fleet Loadi Factor Swiif Bus Ratio
Undietdiings Utilisation* Ocoupamgy Taffic Wolkshops/  Admiinds-  Totall Col.
(%) Ratio (%) Maintoranee ftrafion and  4+546
othets
(1) (2 3 4 ©)] (6) )
. NON-HILL STATES:
1. Andhra Pradesi 9500 76.00 5.11 1.76 1.43 8.30
2. Assam 7400 78.30 5.39 2.02 0.30 7.71
3. Bihar 5000 5640 NA. NA NA. 1467
4. Gujarat 81.30 75.12 495 1.74 0.78 747
5. Goa 8400 6800 NA  NA N.A 8.20"
6. Haryama * 9500 8100 N.A. N.A. N.A. 5.60
7. Kamatska * 8700 7300 NA.  NA N:A. 7.18
8. Kerala 7230 8300 6.40 247 1.45 10.32
9. Madhya Pradesih 8800 63.00 3.20 2.80 1.50 7.50
10. Maharashtea * 8910 8002 NA  NA N:A. 8.50
11. Orissa 8200 67.00 4.30 2.00 2.00 8.30
12. Punjab:
i)Punjd Roadways 94.10 78.70 3.40 1.10 0.80 5.30
iy PEPSU 90.00 8100 355 1.19 0.92 5.66
13. Rajastiean 91.00 70.60 517 1.82 1.02 8.01
14. Tamill Nadu:
i) Pallavan Tramsgpott
Corpm. Ltd. 8800 8920 §.40 2.20 1.20 8.80
i) Pattulattai Azhagjiti
Tramspott Corpm Ltd. 9220 7450 513 147 0.74 7.34
iii) Thinualivear Transpott
Cormporation Ltd. 8800  80.10 7.48 1.56 1.26 10.30
iv) Pandiiyan Roadweays
Corporation Ltd. 96.22 67.23 5.28 1.13 0.82 7.22
v) Marudiu Pandiiyar
Tramgpott Corpm Ltd. N.A. 65.84 5.22 1.27 0.80 7.29
vi) Cheran Tramgpott
Corpm. Ltd. NA. 6900 503 119 0.74 6.96
vii) Rani Manggammaal ;
Trangpott Corpn Ltd.95.78 7121 4.80 1.20 0.80 6.80
viii) Jeeva Tramgpott
Corpmn. Ltd. 96.18 62.90 5.06 1.31 0.82 7.19
ix) Chollan Roadways
Corpm. Ltd. 9400 65.00 5.22 1.19 0.87 7.28
x) Dheeran Chimmamadai
Tramspott Corpm Ltd. 9400  64.00 5.00 1.01 0.62 6.66
xi)Amma Tramgpott
Compn. Ltd. 92.84 65.00 486 1.16 0.72 6.74
xii) Annaii Sathya
Tramspwtt Corpm Lid. N.A. 67.00 4.69 1.47 0.84 7.00
xiii) Kattalbommean Tramgpott
Corpm. Ltd. 95.50 64.90 489 0.95 1.03 6.87
xiv) Nesamony Tramgport
Corpm. Ltd 95.74  69.56 5.15 1.63 097 7.75
xv) Thamtii Periyar
Transpooy tComm Lidl. 9435  74.75 5.00 0.81 0.69 6.50

Physicall Perfornmamue Of State Road Transpoit Corporations/Unadetakings:

Km.Run
perlitof
H.S.D.

®)

4.85
410
3.86
4.90
3.62
420
430
3.68
413
430
3.90
3.99
393
461
3.49
392
4.09
417
433
3.81
4.05
427
4.45
413
414
415
437
4.09

402

Annexure 118
(Para 3.23)
1986-87
%01 Opera-
OY8niged lional
vehicles to  Ratio of
total fleet Finance
strength
9) (10)
12.34 70.76
6.00 108.17
16.29 146.01
17.00 74.87
NA.  86.00
2.00 76.10
1280 62.90
5657 9285
5.00° 7852
3.04 7117
6.00° 86.69
NiL 108.94
2000 117.19
49.40 67.66
1.40 93.2%
9.80 46949
N:A. -
N-A. 79.13
25.00 7543
NA. 7456
12.00 73.68
37.70 47.69
0.61 72.90
10.53 63.87
840 7046
1.24 73.02
182 7155
0.13 4863
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Animexure 11L.8.8
(Para 3.23)
(Continued from previous pagej

Physical Performance Of State Road Transport Corporatio .

Trangport Conpoeations/ Fleat Load Factor Stafif Bus Ratio KmFRon  %of Opera-
Undertiddogs Utilisation® Ocoupangy Trafffic Worksliops)  Admiinis-  Totall Col.  perlitof  overaged tiona!
(%) Ratieof%) Mairterawee trafion and  4+5+6 H.$.D. whictes to  Ratio of
’ Sm total fleet Finance
___ sliongth
(1) (2) (3) (4) (5) (6) (7) (8) 9) (10)
15. Uttar Pradesh 8400 7600 536 221 053 810 435 10.00 8241
16. West Benggll:
i) Calcutta State Road
Tramgport Corpn Ltd 89000 10000 659  3.18 1.95 11.72 284 N.A 203.04
ii) Durgapur State :
Tramgpott Corpn Ltd. 4600 57.00 7.00 3.00 2.00 12.00 3.31 2300 194.90
iii) North Bengall State
Transpott Corpn Ltd. 75.00°  63.00 611 303 2.59 11.73 3.70 Bus 3800 155.30
Truck 29.00
iv) Calcutts. Tramweays
Company litd. 7000 7500 NA. NA NA: 2360 NA 67.00 350.69
IIl. HILL STATES:
1. Arunaghal Pradesh 9000 6120 NA  NA N:A: 4.00 3.61 2045 119.92
2. Himachs! Pradesh 9400  74.00 295 190 0.95 5.80 3.20 14.15 96.77
3. Jammu and Kashmiir 5823 N-A: 131 0.78 213 422 3.66 Bus116@0 102.04
Truck 253.00
4. Manipur 4800 68.00 1.80 140 1.20 440 350 Bus 27.00 12457
Trugk 61.00
5. Meghallaga * 6500 7150 NA  NA NA 1162 318 9.00 122.72
6. Mizoram 68.00 70.00 263 082 0.54 3.99 2.60 6.30 433.88
7. Nagalant 6700 6700 500 246 0.78 8.24 375 2020 201.98
8. Sikkim 70.00 N.A NA.  INA N:A: N-A. 3.00 3600 124.00
9. Tripura * 5000 800¢ NA NA N:A. 9.11 3.16 Bus 31.78 150.38
Truck 15.15
Soutee:- State Govermmmniss. ¥ Planmiing Cormwisssiton
Ammeesngre B1.8.9
(Para 3.24)
Return Assessedi on State Governmenits' Investmenf in Road Transpowtt Undertakings
(Rs. Crore) {Rs. Crore)
SL. No. State 1958-90 Sl.\No. State I1959-90
l. NomdHill State 14, Tamil Nadu 3.89
1 Andihea Pradesh 3.72 15. Uttar Pradesh 4.26
2 Assam 1.56 16. West Bengall 15.57
3. Bihar 2.16
4.  Guijarat 6.36 Il. Hill<States
5. Haryama 3.24 1. Arumadtal Pradesth -
6 Goa 0.23 2.  Himacha! Pradesh -
7 Karmmatdica 5.83 3. Jammu and Kashmiir -
B Kerala 1.88 4. Manipur .
9 Madhya Pradesth 2.66 5.  Meghalaya -
10. Maharashtea 3.01 6. Mizoram -
11.  Orissa 132 7.  Nagaland -
12.  Punjab 2.80 8.  Sikkim -
13 Rajastiean 1.15 9. Tripura -



26

Ammesarge V.1
(Para 5.9)

D.O. letter NO.9FC 2(2)-Textigd7 dateti Febmumayy 12, 1988 fram Shii Mahesh Prasati, Memimr Secnattayy
to Shiii S. Venkitzaammaman, Union Finamee Secrrséry. .

As you are aware, the last Finance Commissarn
recomnmgtttded] in Para 5.13 of its Repont that 'pematicss’
and inteesst recoveries' compriiset in 'Misudiaeecss
Receipts’ shouildl fonm part of the divisitlke pool of Income
Tax. In its report on the actiom takem on the
recommaETiaibossbbaseva tions of the Eighth Finance
Commiissiémn, the Departmanttt of Expendiiuree vide Dr. J.P.
Singhi's D.O. letter No.8(2)FCI237 dated 9th Decemiber
1987 informed] us that the matter was refenred! to the Law
Ministry,, who had reiteratiet] theiir earlier decisiiom givem on
16.2.1979, that these receipts, thougih 'payadide under the
Income Tax Act, are disfimatt from income tax”". You may
kindly recall that this interprettsition of the Law Ministiy was
not accepted! by the last Commizsiaon evem at that time. |
believe your Ministnyy has not accepted the
recommediateon of the Finance Comnmmissapn, presumeiby
on the advice of the Ministmy of Law.

2. The opiniiom of the Law Ministny that penailly is not
Income Tax is based! on the decisiiom of the Suprem Court
in the case of Anwar Ali 1970 - (76) ITR696 S.C. The note
states that penallyy is imposed as a detemsnit and the
inference drawn thereftor, is that it does not partake the
nature of Income Tax thougih levied under the same Act.
For canvassing this view in the opimiam of the Law Ministny
an excenpt is cited fromn the case of CAA. Abralfream of the
Supreme Court :

"It is significartthat in CAA. Abralemis ‘case,
this court was not called upon to detemmiiree whettrer
penailly procesdiiys were penal or of quasiHpsTal
nature and obsemtions made with regardto penalty
being an additioned! tax were made in a differemit context
and for a differemt punpose...."

3. The Law Ministry, howewsr, seems to have
totallly overlookext the fact that the issues involved in the
case of Anwar Ali were necessailly 1o detemmime the
questimn of burdem of proof whicth the Departmesit has to
discihangge before the levy of penallyy. In that commeciton
Supremes Court came to the condiusion that a findiimg
givem by an Income Tax Officer in an assessnerit order
that a certaiim receipt (not disclloset] as income)) but taxed
as the income of the assessse whie making an
assessment, did not ipso facto or ipso jure estalligh, for
purposes of penallly establish that the same receipt was
concedlntl income. On page 700, the Supreme Count
obsemvexti that the first point to be detemmiezd by the
Suprem= Court was whetthwer the impositiion of the penality
was in the nature of a pemal burdem and it came to the
conclusion that it was penal in nature. The secomdl point
was whetthar the procesdiings for levy of penally beimg
penal in charagter caused a burdem upoim the Departmsnt
to estabith that the assessee was liable to be
penaliised.

4. The Law Deparimanit seemm to rely upom the

findiimy on the first issue that the penatly proceedingss are
penal in charaater and thersfiore, the penaltly cannot be
part of the Income Tax.

5. The opiniom of the Law Ministry, howewver,
completly overlogkes the express obsemeimmss of the
Suprem Court in the case of Anwar Ali slightly above the
obsemetanss which are quoted in the opimian on page
700, whidh read as followss:

"One line of argummmt whicth has prevailksd
particultatyy with the Allahetzad High Court in Lal  Chamd
Gopall Das case is that there was no essemial| differemme
betwesn tax and penally becauwse the liability for
paymemit of both was imposed! as a partaf the machimewjodf
assessmentt and the penallyy was  merelly an additiome|
tax imposed! in certaim circunstaicess on accoumtt of the
assesssEss comdumt. The justificzgioon of this view was
foundist! on cert@im  obsemadtimss in C.A. Abraltem v.
Incomettax Officer, Kottayam. It is true that penalty
proceedigs under Seetim 28 are included! in the
expresson "assessnegit” and the true nature of penalty
has been held to be additioml tax. But one of the principil
objects in enactiimg Section 28 is to provide a detememit
agaimst  recumemee of defawtt on the part of the
assessEe”

6. Themfore, the ratiomalke in the case of Abralam
that the nature of penaly is additiom! tax did in any
manner mitigate agaimst the fact that penaltyy proceedimgs
are held to be penal in charaztter in the case of Anwanr All

In fact, this case is entirdiy irrelevamt for purposes of
detemmiimimg  whettesr the penaltyy is additiomedl tax or
net.

7. Inthe case of C.A. Abrafieam 1961 (41) ITR 425,
SC, the Court has in termns givem its findimg as under. :

"By sectiom 28, the liability to pay additiomed! tax whicth is
desigmatet] penally is imposad! in view of the dishomesit
contumzaiioess conduat of the assessae’”

8. Further in the case of Bhikaiji Dadaltedi and Co.,
1961 (42) ITR 123, applyimg the test laid down in the case
of CAA. Abralieammn the Supremme Court obsemvexti on page
128 as under :

"This court regarded penality as an additiora! tax imposed
upom a persom in view of his dishormest or  comumeEadinmss
comgduct.”

9. Thesefore, whem for detemmiiming the issues
before the Supreme Coudt, it was gemmange to detenmiime
the nature of the penallyy vis-aws Income Tax, the
Supremee Cowrt  uneguinaedlly held that penallly is
addifiore! tax. Under what circumstaness the penaitly can
be levied is a difiereit  quedism whidh was the main issue
in the case of Anwar AL In view of this positlion of the
matter you may picase enquire from the Law Ministry
why shoulll we accept their opimion as comegt and
bindiingy wheim in reality # is  confrany to the views of the
Suprenm Court whithh has held that addifiomd! tax is
desigretel] as penalty.
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Antexure V.2 Annsxure V.3
(F2aaa 5.19) (Para 5.25)

Number And Percentage Of Populati@n

Statewise Assessnmnit Of Income Tax Below The Poverty Line (1983-84)

(Excludiimy Tax On Union Emolumemnts)
For The Years 1982-83 To 1984-85

State Total Numiber  Percentage
(Rs. Grore) (Lakif) to totall
States 1982-83 1983-84 1984-85 Total
1982-83
10 1. Andita Pradesi 205.1 7.568
1984-85 2. Arunadieal Pradesth 1.4 0.052
1. Andinea Pradesth 444 533 644 IB21 3. Assam 49.8 1838
2. Arunagial Pradesih 0.5 0.7 0.6 18 .
4. Bihar 365.% 13.487
3. Assam 11.3 15.2 155 420
4. Bihar 193 159 230 582 > Coa 1.8 0.435
5. Goa 33 56 56 145 6. Gujarat 87.6 3.233
6. Gujarat 2175 2723 3663 856.1 7. Haryama 217 0.801
7. Haryama 144 156 169 469 8. Himagtha! Pradesh 6.1 0.225
8. Himacial Pradesih 21 2.3 2.4 6.8 9. Jammu and Kashmiir 10.3 0.380
9. Jammuw and Kashimir 8.3 75 7.9 237 10. Kamnatska 137.6 . 5.078
10. Karna:ﬂ&a 53.: 80.7 5757.5 2115 11. Kerala 715 2 638
11. Keral 34. 39.1 8 129.6
12. Madiya Pradesh 2549 9.406
12. Madiya Pradesh 223 257 39.6 876
13. Maharasthtea 6170 7910 16005 30085 1o Mahamshtaa 2320 8.561
14. Manipur 04 06 05 15 14 Manipur L9 0.070
15. Meghalkayea 08 07 1.0 25 15. Meghaliaya 4.0 0.148
16. Mizoram 0.1 0.1 01 03 16. Mizoram 4.8 0177
17. Nagaltamdi 0.1 0.2 04 0.7 17. Nagalamti 1.8 0.066
18. Orissa 6.1 10.0 11.0 271 18. Orissa 118.1 4.358
19. Punjab 60.1 68.0 768 2049 19. Punjalp 24.4 0.900
20. Rajastiean 282 289 542 1113 X
- 20. Rajastian 126.2 4.657
21.Sikdkim - - - - S
22.Tamiil Nadu 895 1155 1576 3626 21. Sikkien 48 0177
24. Uttar Pradesh 762 863 979 2604 23. Tripuna 5.1 0.188
25. West Bengali 99.1 119.2 1295 3478 24. Uttar Pradesin 530.6 19.579
’ 25. West Bengall 2251 8.306
Total (All States): 1409.4 17547 2805.9 5970.0
Union Territonites : ~ 129.3 1205 1492  399.0 Tottal (Al States) 27023 99.716
UNION TERRITORNSS 7.7 0.284
Total (All India) : 1538.7 1875.2 2955.1 6369.0 Total (Indg) 2710.0 100.000
Source: Ministy of Finamcs, Depariment of Revemus, Cents/ Board Sourge: FPlamwiing Commiasion

of Divaeit Taxes, New De/fi.



Antetre VA

(Fasa 5.28))
Stattes Amangdd In Desoenitiny Order Of Per Capiita
Staite Domesitic Pradiwct
JBipyes)
Si States Ave. of three yis.
No 1982-85 at cumrenit prices;
i Goa 428
2. Punjab 3720
3. Mahanexttiina 358
4. Haryamea 3052
5. Gujarait 2986
6. Nagaltantd 2711
7. Arumettzal
Pradiesth 2425
8. Siklim 2386
9. Jammu and
Kasthmiir 2287
10. Himadteal
Pradizsth 2191
11 Wesit Benggil 2184
12. Kamattdiea 2166
13. Keraln 2071
14. Anditrea Pradiesh 2062
15. Tamill Nadu 1946
16. Assam 1903
17. Tripwea 1826
18. Rajastian 1818
19. Manijgur 1805
20. Orissa 1775
21. Megiedbapa 1769
22. Madihya
Pradiesth 1731
23, Mizaram 1627
24, Uttar
Pradiesth 1508
25. Bihar 1331
Al Stat=s’ Average : 2063
Uniom Territoites - 5178
Al Indiia Average : 2102
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Anresxure V.5
(pava 5.28)

Compashbie Estimeates Of Per Capiita State Domstic
Protiuct At Cureent Price (198248 to 1984-G5)

B 7 , (Rupeesy)
~ Gumies 198383 18855450 1954095 85w AKGKGGe

77777777777777777777 o {1+2+3)

©) m @ @) {4 (5)
1. Andivea

Pradizsth 1772 2146 2267 6185 2062
2. Ammextiah!

Pragizsth - 2351 2498 4849 2425*
3. Assam 1695 1886 2127 570% 1903
4. Bihar 1154 1322 1517 3943 1331
5. Goa - 3884 4636 8520 A260"
6. Cujamdt 2604 313 3224 895 2986
7. Haryara 291% 2933 3249 QW57 3052
8. Himaxthu!

Pradesth 2029 2253 2291 8573 219
9. Jammu and

Kasthmiir 1959 2301 2604 6861 2287
10. Kamattiea 1857 2209 2431 6497 2166
11. Kerala 1795 2089 2348 6212 2071
12. Madinyea

Pradeth 1517 1840 1836 5193 1731
13. Maharestivina 2774 323 3493 9503 3168
14. Manipur 1554 1728 2123 541% 1805
15. Meghetypa 1564 1753 1989 530% 1769
16.. Mizoram - 1478 1776 3254 1627
17. Nagaland 2211 282%  3@g7 8138 2711
18. Oriissa 1497 1927 1902 5326 1775
19. Punjzb 3377 368 407 11159 3720
20. Rajastieam 1579 1967 1907 5453 1818
21. Sikkim - 2122 2649 ATTH 2386°
22. Tamil Nadu 1665 1918 2254 5837 1946
23. Tripuea 1754 1772 1952 5478 1826
24, Uttar

Pradiesh 1387 1518 1618 4523 1508
25. West Bengsl! 1862 2196 2493 65%H 2184
Totd! (Stattag): 808 2106 2278 6188 2063
Uniiom Territoitss: 4358 5212 5965 15535 5178
Tatdl (All Indlég): 1845 214Zb 2319 630% 2102

a Exdlurtimg Bomiizay off-stwee and Sikkim

b Exdlutiivgg Bomitray off-shee

* Avenagge for two yeans
Sounce: Centrall Statiistical Organissdition (ERD)
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Annsxree VIL1
(Para 7.13)
Compazable Esiimates Of Net State Dommesitic Praodiwt
At Cument Prices (1982-88Bto 1984-85)

(Rs. Laki)
State 1982-&3 1983-84 1984-85 Average
Andiiman Pradesth 979059 1207882 1300050 1162330
Arunactieb Pradest - 15997 17477 16737 %
Assam 351121 399647 460476 403748
Bihar 834685 976910 1144914 985503
Goa - 41598 50923 46260
Gujarait 917799 1126763 1183417 1075993
Haryana 3903438 415652 463940 424343
Himachall Pradesth 89588 101387 105064 98680
Jammu and Kasimiir 121237 145807 168661 145235
Kamataen 714582 868624 976063 853090
Keraka 469800 551627 637727 553051
vadhya Pradesth 819530 10158777 1036345 957284
Mai:arasitira 1802582 2149381 2369370 2107111
Manipury 23144 R 33037 27472
Megh:ltaa 21854 251586 29394 25478
Mizowam - 8121 10133 9127+
Nagalamdi 18333 24384 27798 23505
Orissa 405857 532171 535104 491044
Punijalp 586394 653020 740177 659864
Rajastean 565641 723545 720171 669786
Sildgim - 7418 9588 8503~
Tanmll Nadiu 826371 968574 1158092 0984346
Triguna 37588 38941 43941 40157
Uttaw Pradesth 1592038 1778920 1933869 1768275
Westt Bengall 1049180 1262339 1461521 1257680
Totkdi (Staies) 12619821 15066106 16617252 14794602
Uniom Terittaiéss 454711 444903 529718 476444
Total (Indlig) 13074532 (a) 15511009(b) 17145970 15271046

a Exchudimg Bomibay off-sioee and Sikkimn
b Excludiing Bombay off-sthore

*  Average for two years
Souree: Certral Statistical Orgamiisation (CSO).
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Armmoatsre Vi1

(FRaza 8.23)
Statewvidse Nom-Suldrvan Passenger Eanniinggs On The Basits Of Origjingting Statits
Locateld In Each State For The Years 1983-84 To 1986-87
(Rs. Laih)

§l. Years
No. States 1983-84 1984-8% 1985-8% 1986-87 Average
1. Andiwa Pradesiin 9580.68 10511.22 1208800 1 13051.49 11295.350
2.  Arumadiel Pradestn 447 4.70 12.01 12.43 8.398
3. Assam 174852 1884.98 2384.38 2764.80 2195670
4. Bihar 10050.32 10731.39 1291614 15308.8% 12251.675
5. Goa 157.01 178.60 212.11 233.21 195.233
6. Gujarat 7489.74 8237.38 9130338 9574.37 8607.955
7. Haryama 2084.01 201628 241248 303319 2386.490
8. Himachd! Pradesth 141.02 129.67 156.26 178.10 151.263
9.  Jammnu and Kaskmiir 819.36 58251 75219 957.78 777980
10. Kamataia 3921.6D 4550 2% 5294 1% 5813 1% 4894798
11. Kerala 447555 4941 &5 5792 @4 6281.28 5372.633
12. Madhya Pradesin 7187.44 7919.50 9697.18 10608.64 8853.1%3
13. Maharashitea 2841331 310496 36055 B2 40303 98B 33955 480D
14. Manipur 27.99 29.05 14.79 18.79 22.655
15. Mighalaya 42.37 45.36 65.05 69.12 55.475
16. Mizoram - - - - -
17. Negalant 167.07 179.86 240.91 31729 226.283
18. (nissa 1756.97 212265 2483 &0 289393 2314290
19. Punjab 3753838 338981 4648 &5 6588.13 4595105
20. Rajastian 6280.70 6566.23 741389 8205777 7116.648
21. Sikkimn - - 11.92 11.55 11.735*
22. Tamil Nadu 8854.78 9607.62 10710.97 1213283 10326.325
23. Tripura 34.34 36.29 70.67 86.85 57.038
24. Uttar Pradesih 1815480 20732 84 24037477 27598 &2 22630.901B
25. West Bengall 8799.4% 9953 &I 1137287 1322554 10837.871D

Toti: 12394535 13540055 15792279 17926934 149140 4830

* Averape Of 2 yearss.



Amreage IX. 1L

(F2asa 9.6))
Assistacce Sougiit By The States Amdl The Ceilings Approedd By The Govermment Of India
During The Years 1982-83 To 1986-87 (Rs Crore)
1982-83 1983-84 1984-8% 1985-8% 1986-87 Totalls
State Calamityy 1982-83t0 1986-87
Assisit, Ceiling Asslst, Ceiling AssiEt. Ceiling Assigt. Ceiling Assisit. Ceiling Assigit, Caeilling
Soughit Approsedt Sought Approsed) Soughit Approved Soughit Approvadl  Soughit Approsed Soughit Approved
1. Andihra Pradesin Flood etc. - - 40534  96.71 104.30 29.91 E 12,79 12758% 139.51 178553 278.92
Drougjiit 22024 68.77 16512 28.26 369.28 54.42 9509% 63.09 676830 63.24 23823 277.78
Total 22024 68.77 57046 12497 47358 8433 95095 7588 195269 202.7% 416792 556.70
2. Assam Flood etc. 2484 847 5257 11.07 15493 38.42 9003 2385 33865 31.9%4 661.02 115.75
Drougjtt - - - - - - - = . 81.93 740 81.93 7:40
Total 2484 947 5257 11.07 15493 3942 9003 2385 42038 39.34 74295 123.15
3. Bihar Flood etc. 63.78 17.48 = = 204.94 58.94 = = 263.33 36.94 53705 113.36
Drougjint 234.30 25.01 74.57 8.98 = = = - = - 30887 33.99
Totka! 298.08 4249 7457 8.98 20494 58.94 - - 268.33 36.94 84592 147.35
4. Gujarat Flood etc. 300.02 7291 166.85% 43.67 - - - - - = 46687 116.58
Drougjhit 201.97 30.60 - 9.18 - = 17736 3183 105930 150.58 143863 222.19
Totl 50199 10351 16685 5285 - - 17736 31.83 105930 1558 190530 338.77
5. Harayara Flood etc. 26.39 1.7 10337 17.07 13.06 1.55 39.22 7.94 3.85 0.55 185.89 28.86
Drougjit 84.05 11.82 - - 155.62 8.70 64.57 9.21 14162 16.70 445.B% 46.43
Total 110.44 1357 10337 17.07 168.68 10.25 103.79 1715 14547 17.25 631.7% 75.29
6. Himadigl Pradestih  Flood etc. 21.07 403 6354 8.29 5.30 273 8209 1240 18566 16.70 357.8% 4415
Drougjint 41.50 13.02 - = 67.86 5.47 179.03 30.36 70.56 0.70 358.9% 49.55
Totl 6257 17.05 63.54 8.29 7316 8.20 26112 427 256.22 17.40 716641 93.70
7. Jammu and Flood etc. - = 13.58 1.00 6.09 3.78 = - 80.95 21.92 100.62 26.70
Kashimir Drougjint = = = - - - 30.50 4.12 = - 30.50 412
Tot! - - 13.58 1.00 6.09 3.78 30.50 4.12 80.95 2192 13112 30.82
8. Karnmaitica Flood etc. 20.80 4.43 18.99 3.29 = = = - - = 39.79 7.72
Drouggiit 34.20 8.81 16.81 14.00 209.50 3413 587938 6246 7.50 50.00 85594 169.40
Totl 55.00 13.24 3580 17.29 209.50 3413 587983 62.46 7.50 50.00 895.78 177132
9. Kerala Flood etc. 2403 0.11 - = 195.1% 21.33 74336 13479 21598 . 26.67 1178.4% 182.90
Drougjit 23.57 410 22960 424% - - 57.81 0.30 - = 31098 46.8%
Totkal 47.60 421 22960 4246 19515 2133 80147 13502 215.91 26.67’ 148943 229.76
10. Madinga Pradestin Flood etc. 60.83 2.21 23.93 6.69 23.01 591 - = 82.88 7.59 190.6% 22.40
Drougjint 133.7% 4099 7272 2229 11257 11.38 27742 5131 15449 22.70 75096, 148.47
Totk! 194.58 4320 9665 2898 13558 17.29 27742 5131 237.37 30.29 941.60) 170.87
11. Mahaashitea Flood etc. - = 105.84 24.68 - - 3621 14.20 20.29 6.00 162.34 4438
Drougjint 140.95 5689 1760 1163 12132 31.82 49894 6556  553.01 95.7% 1331.82 261.66
Tota! 140.95 5689 12344 36.31 121.32 31.82 53315 7976 573.30 101.7% 1494165 306.54
12. Manipur Flood etc. - - = . 2.00 0.28 454 1.60 12.89 1.96 18.43 3.84
Drougjint = - = = - = - 1.98 0.76 1.98 0.76
Totl - - - - 2.00 0.28 454 1.60 14.87 2.72 21.44 4.60

2]



State

13. Meghallya

14 Nagalant!
15. Orissa

16. Punjaid

17 Rajastien
18. Silkim
19.Tamill Nadiu
20. Tripurea

21. Uttar Pradesin
22. West Bengai!

Grand Total

Caiamityy

Flood etc.
Drougjhit
Total
Fiood etc.
Droughit
Tota!
Fiood etc.
Drougjiitt
Total
Flood etc.
Drougihit
Tota!
Flood etc.
Drougihtt
Totsl
Flood etc.
Drougjt
Totsl
Flood etc.
Drougjint
Totall
Flood etc.
Drougiint
Tot#i
Flood etc.
Drougftit
Total
Flood etc.
Drougit
Total

Flood etc.

Drougyfitt
Totall

Assisti-1CH Sougint By The State fand TH. Cc limgst Lipeoweds £ 7)w-Govrmment Of lidida

During Tite ¥cars1982285.. To 1380 . ¥

1982 @2 1983-84
Algibl Ceilimg Aucrlat CCliiing
__.Boughtl  ~pAppuNdl  Soeghr . Wpruve.
1.00 0.33 244 0.73
1.00 0.33 244 0.73
- - 1.63 0.77
- - 1.63 0.77
78757 170.52 - 22.98
264.84 19.98 14965 24.64
1052.41 19050 149.68 41.62
0.32 032 68.00 8.93
271.30 740¢ 10568  39.8%
27162 7432 17368 48.78
4.01 0.17 0.64 0.04
4.01 0.17 0.64 0.04
- . 129.12  41.19
-~ 18.39 21945 59.15
- 18.39 34857 100.34
0.97 056 19.43 4.50
3.25 0.91 - -
4.22 147 1943 4.50
437.01 67.23 5637 5726
- - 36.0¢ 157
437.0n 6723 599.7% 58.83
- 758 - 0.60
281.32 7727 10233 3059
281.32 8485 10233 31.1%
1768.63 35893 1738.32 34943
1939.2% 45073 1190.%7 2926
3707.88 809.66 2928.56 642.07

188/~ B85

‘-;i-s'isf.
_ vought
7.65

7.65

161.24
50.37
21161

24.45
2445
22.25
46.41
67.72
44.67
0.21
44.88
106.78

106.78
1244

12.44
264.17
181.45
44562
157.52

157.52
1485.50
1338.1@
2823.60

C gy
Angy vied

2985

2.93

2343
2.95
26.38

6.35
6.35
4.99
Blan
10.42
8.30
0.1Q
8.40
27.99

27.99
7.30

7.30
57 24
8.0
65.34
48.93

43.C3
34405
168.85
512.91

(FRasa 9.6)
(Rs Crome)
19:6-8&7 Totas
. 19826310 198687
ASSEL Ceilling Asainit, Ceifing Aselstl.. céing
Sewght  2pProved  Sswught - -Appeaved ~~Soughh'~  Approved
T8 261 7.25 1.92 23.12 8.52
. - 0.86 0.17 0.86 0.17
4.78 2.61 8.11 2.09 23.98 8.69
4.32 0.24 - - 5.8% 1.01
532 024 - - 5.95 10%
196.35 34.22 8352 7.24 122843  258.39
65.37 6.00 - . 53023 5357
26132 4022 83.52 7.24 75871 31196
47411 60.88 77.73 18.08 551.84 78.96
18.7¢ 8.50 - - 4321 14.85
49287 69.38 7772 18.08 595.05 9381 .
- - 40.12 8.75 130.69 2299 4
45517 9212 96135 14145 183897 352.8%
455.17 9212 1001.47 150.20 196968 37584
284 4.07 3291 0.99 105.62 13 36
- - - - 4.86 0.312
28.04 407 3291 099 11048 13.67
18201 67.81 -- - 417.91 136.99
- - 31002 31.77 52947  109.31
185201 67.81 31002 3i.77 94738  246.30
Q.91 442 3.04 1.14 4579 17.92
- - 4.38 0.86 7.63 1.77
9.91 4.42 7.42 2.00 53.42 19.69
131473 13740 988.0% 67.62 356774  386.75
54353 5178 47482 10.88 123580 72.33
185828 189.18 146287 78.50 4803.54}  459.08
2817 1065 27362 35.3% 459.31 102.24
- . - - 383.&@  107.86
2817 1065 2-3.62 35.38 8429%  216aC
32375 52987 39%134  430.90 1222875  20%5192
39074 4764 449BBE 59257 12873438 1981.63
7145.03 1006.31 ©£490.156 1023.87 25085.23 3994.82

Anrmeoaure IX. 1




Annexure X.1 nne e X.2
(Para 10.10) (PrraiC 10;

Statewise rinancial And Physical Statewise Finant rai
Provisions For 1989-90 Recommended In Provisions for 1989- de In
The Police Adininistration For Upgradaticn Thaz Education Sec dion
State Housing Uni's  Buildngs for  TotalOu¥lay State " Buiklings for Primary Schr 3
) Folice Stations TNomber T T i
Number Cutlay Number Outlay ihis !.;kh‘
{Rs.Lakhy (Rs. Lakh) (Rs Lakiy . I
1. Andhra
Pradesh 79 4157 20 60.60 10217 1 Andhra
. . Pradesh 493 SHUT75
2. Assam 23h 138.65 3 912 147.77
3. Bihar 520 30680 18 5454 31134 2. Assam 814 E1750
4. Himachal o 73
Pradesh 40 2560 - - 2560 O Bhar 978 9350
5. Jammu and 4. Himanhal
Kashmir 870  574.20 7 2758 601.78 Pradesh 250 245.00
6. Kerala 104 5720 13 3932 9559
5. Januu and
7. Manipur 116 7497 1 43.34 115.31 Kashmir 250 246 50
8. Madhya .
Pradesh 675 34425 34 103.02 44727 6. Manipur 298 2204
9. Meghalaya 41 3075 6 2340 5415 7 pagnya
10. Nagaland - - - - - Pradesh -
11. Orissa 492 38376 27 8181 46557 8. Meghalaya 240 235.20
12. Rajastinan 329 180.95 - - 180.95
9. Nagaland 78 76.44
13. Sikkim 41 27.06 1 404 31.10
14 Tripyra 112 8100 - -  84po 0. Orissa 604 453.00
15. Uttar 11. Tripura 142 139.16
Pradesh 1070 56710 26 78.78 64588
16. West 12. Wesl
Bengal 1066 62894 - - 62894 Bengal 1056 792.00
Totai : 5793 346580 166 525.62 3991.42 Total: 5203 4191.59
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State

eY}
Andina Pradesin
Assam
Bihar
Himagdtell Pradesin
Meghaliayea
Nagatamdi
Orissa
Rajastieam

Jammu and Kashmiir

. Kerala

. Manipuwr

. Madhya Pradestn
. Sikkim

. Tripura

. Uttar Pradesi

. West Benggall

Totl:

7Buiiaﬂng§$ for

o Subdmil o

Numipsr Quitimy
((Rs.. Lakim)

=) Gy

30 28.20
202 189.88
40 48.40
114 137.94
18 16.92
79 74.26
86 104.06
62 75.02
699 657.06
30 28.20
14 13.16
1374 137310

ANNEXUREE - X.3

(PARA 10.10)

Statewiise Financ#! Andl Physiazd! Provigsioss For 1989-90 Recommestéeld In Jail Adimingsiaadion For Upgradiioon

Ameniitiss in ~ Jail Bldgs. for Jail Bidgs. for Instituttirss for TolDtaay
- dails_  youmygoffemityss Wormszn Lunatiic Prisamaes Housing Units (Rs. Lakin)
Number ~ Outiey  Numibor Outay  Number  Outiay Number ~ Outiay Number  Outilay

~___ (Rs.lakw) ~ (Rs.lakh) (Rs. Lakh) (Rs. Lakh) (Rs. Lakl)

L R 9 ® ©) (10) (11) 12) (13) (14)
= - 27 12.96 - - - - 55 30.25 43.21
- 47 22.56 17 15.98 35 65.80 11 6.05 138.59
- - 295 141.60 = - - = 46 2530 356.78
8 5.04 - - - - 1 0.68 572
- - - = 18 43.92 2 1.42 93.74
180 14.40 20 12.00 5 6.05 18 4392 2 1.40 21571
412 2472 9 43.68 24 22.56 - = 14 7.70 115.58
341 27.28 67 3216 3 2.82 - - 11 6.05 142.57
- - 4 2.44 = - - - 9 6.21 112.71
- - 15 6.90 9 8.46 - - 13 7.02 22.38
- - 21 12.81 - - -' - 3 2.04 89.87
= - 176 80.96 39 36.66 - - 29 15.66  790.34
- - 2 1.26 = = . - 1 0.59 1.85
= - 7 443 - = - - 2 1.48 5.89
7298 583.84 229 109.92 18 16.92 - = 104 5720 796.08
1934 116.04 96 44608 157 147.58 42 78.96 37 20.35 42247
10165 76628 1105 534.78 272 257.03 113 232.60 340 18940 335319
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Anmexupee X.4
(Para 10.10)

Stattemsse Finamniak! Andi Physdesl

Prowussdons For 1989-90 Recanmwedded In

The Tribal! Admwinssétation For Upgratidgition

Staitovide Fimancial

Anmxuee X.5

(Para 10.10)

And Physical

Prouisions For 1989-90 Recommendecd In
Heallth Secttir For Upgradation

State m mCapi:’:::y fm('::::}? Total Outlay St Addifioraal Qm for Dnsmmggn :, PHCs
(Rs.lakiki) (Rs.laby)  (Rs.labin) (Rs. Lakh)
L Andimm (1) (2 3
Pradesh 36 27.00 4 2000 47.00 L Andira Pradesh 143 178.75
2. Assam 119 89.25 2 1000 99.25 2. Assm 87 108.75
3. Bihar 645 48375 8 4000 523.7% 3. Bihar 167 208.75
4. Himachal 4, Himadtel Pradegh 6 9.72
Pradesh 3 2.93 - - 2.93 5. Jammu and Kashmiir 33 53.46
5. Kerala 2 1.50 - - 1.50 6.  Keram 3 3.75
6. Madnya 7. Madhya Pradesth 57 71.2%
Pradesh 516 387.00 12 60.00 447.00 8. Manipur 9 14,58
7. Manipur 25 2438 1 5.00 29.38 9. Meghainpa 7 1134
8. Onm 351 26325 10 5000 31325 10, Nagattant 3 456
9. R.ajfstttean 78 58.50 2 1000 68.50 11, Orissa 78 0750
10. Sikkim 2 1.95 - - 1.95 )
11, Trgum 7 683 ] ) 683 12.  Rajasttian 23 28.75
12, Uttar 13, Sikkim 7 11.34
Pradesh 1 0.75 ; - 0.75 4. Trpur 13 21.06
13, West 15. Uttar Pradzgth 83 103.75%
Bengil 120 90.00 2 1000 100.00 16.  WestBengal 15 18.75
Totai : 1905 1437099 41 20500  1642.09 Total: 734 946.36
Anmaxuee X.6
(Para 10.10)
Stattevidse Fimamidhl Andl Physideal Prowiisions For 1989-90 Recanmwradetbd
In Judiécial Adinwissétation For Upgratigition
State Bulilifipgs far existing Cauds Ameeitigies in Cautds Hausgigg Umiits Tota! Quttdgty
Nunnber Quitigy Nunteer Quitigy Numbber Outtdgy
(Rsbeikh) (Rs. Laikh) (Rs. Laikh) (Rslaakh)
1, Anifiraa Pratieish 22 165000 35 65.80 17 2277 253007
2. Assam 5 3730 8 15.04 2 262 55 1166
3. Biar 2 1500 40 75.20 30 3930 12950
4. Himsatiial Pratgesh 1 9.7% 1 244 1 1.7 139D
5. Jamnmu amt Kasthmnir 3 29225 7 17.08 12 2052 6685
6. Kerdda 2 15.@0 7 13116 17 2227 5043
7. Manippur - - 1 2o 2 84 585
8. Mty a Pratéeish 2 1500 17 31.9%6 4 5.24 5220
9.  Meghalaya - - - - - - -
10.  Nagsdaad - - 2 438 1 1.71 6.59
11.  Orissa 2 150D 12 225% 2 262 40188
12.  Raatihan 5 3730 18 3384 3 39 7527
13, Sikiim - - - - - - -
14.  Tiijpua - - 2 458 - - 488
15.  Uttar Pratesh - - 60 112880 - - 11280
16.  West Bengal 4 30.@0 18 3384 8 10.48 7432
Totalt : a8 369000 228 43592 29 13600 941.@H
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Statewise Financial And Physical

Buildings at Sub-
Divisional Level

State
Number
Andhra Pradesh 1
Assam 1
Bihar -
Himachal Pradesh 1

Jammu and Kashmir
Kerala

Manipur

Madhya Pradesh
Meghalaya

. Nagaland
. Orissa
. Rajasthan

. Sikkim

Tripura

. Uttar Pradesh

. West Bengal

Total:

20

Outlay

7.50
7.50

9.75

19.50
37.50
19.50
9.75
7.50
22.50

7.50
15.00
163.50

Buildings at
Firka Level
Number  Outlay

6 11.28
1 1.88
3 5.64
4 9.76
8 19.52
9 16.92
49 92.12
14 26.32
1 2.44
35 65.80
130 251.68

Provisions
Administration

Buildings at
Village Level
Number Outlay
6 2.88
5 2.40
6 2.88

2 1.26
5 3.15
1 0.48
13 6.24
9 4.32
1 0.63
1 0.63
23 11.04
15 7.20
87 43.11

For 1989-90 Recommended
For Upgradation

Amenities at

Sub-Division
Number

O N B O N

[EnY
N

10

50

Offices
Outlay

1.88

4.88
2.44

1.88
2.44

15.04
2.44
4.88

11.28

22.56

18.80
9.40

97.92

In District

Amenities at

Firka Offices
Number  Outlay
7 3.36
18 8.64
15 9.45
2 0.96
1 0.63
25 12.00
410 196.80
1 0.63
7 3.36
486 235.83

Annexure X.7
(Para 10.10)

And Revenue

(Outlay in Rs. Lakh)

Amenities at Total

Village Offices Outlay
Number Outlay (Rs. Lakh)

- - 21.66

22 2.20 19.22

69 6.90 24.06

14 1.96 27.61

27 3.78 38.34

6 0.60 3.92

1 0.14 22.71

140 14.00 101.70

- - 21.94

- 14.63

- - 307.70

49 4.90 80.60

8 1.12 1.75

2 0.28 3.98

- - 103.14

- 34.96

338 35.88 827.92

Co)
01
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Annexunz X.8 A'z‘gem"ﬁ% )iog)
(Para 10.10) N . ‘ cara 0.
st is® Financiid] Provisioms For Statewiise Financal And Physical

1989-90 Recommmrdect In The Training Pr ms Thel E?gaégﬁj'iw:%”m IIESE réet

Admiinistteatoon For Upgradiation Adimiiniistteatéon For Upgradiation
State 198990 State Additional Buildings  Extn./alieratisn/ Totall
(Outtigy in Rs. Lakh) recommended for amenities recomm- Outlay
existing treasuries ended in the existing
treasury buildings
1.  Amthra | Pragtash 2941 Nomber  Outay N Outlay Rs.
2. Assam 15.35 (Rs. Lakh) (Rs.Lalk) Lakth
3. Bihar 4622 (1) 2) (3) 4) (5) (6)
4. Himgohal Pratesh 7.m 1. Andive Pradesth 1 375 14 2623 2998
5.  Jammu amd Kashmmir 14277 2. Assam - - 1 187 187
3. Bihar 4 15.00 1 1.87 16.87
6. Kera 3081 % Mt
7. Madflyga Pratiash 38@0 Pradesth 1 4.87 - - 4.87
. 5. Jammw and
8. Mamipur 570 Kashmiir : 1 244 244
9. Meghalgya 504 6. Kerala - - 1 1.87 1.87
10. Nagaiand 9.4 ;. xadm Pradesh 2 7.50 3 561 13.11
ani - - - - -
1. Orissa 1611 o, Meghalmye ) ) o _
12. Rajasthan 2571 10. Nagaitami 2 9.74 - - 9.74
- 11. Orissa 1 8.78 5 935 13.10
13. Sikim 200 12. Rajastiwan : ) 2 374 474
14. Tiipua 7.7 13. Sikkim - - -
14. Tripurea - ; ; . ;
15. Uttar Pratissh 5360 15. Uttar Pradesth 2 7.50 1 2057 28.07
16. West Bengal 2534 16. West Bengall 10 37.50 7 13.09 5059
Total:: 33214 Totf : 23 89.61 46 86.64 176.25
ANNEXUHRE X.10
(Para 10.15)
dlief 1 States In Respect Of Intere: . Paymer Ar Loan Repayment
(As. Crore)
Sl. No. State Relief in payment of
Interest Principal
1. Andhra Pradesh 0.44 0.39
2. Gujarat 11.88 9.45
3. Haryana 0.44 0.34
4, Himachal Pradesh 0.26 0.20
5. Karnataka 0.45 0.38
6. Kerala 0.93 0.72
7. Rajasthan 20.67 16.40
Uttar Pradesh 0.20 0.15
To 35.27 28.03
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Annexune Xi.1

(Para 11.9)
Non-Plian Reveruwe Surplus (+) Or Deficit (-) In 1989-90
(At Currenit Rates Of Taxes/Dutdizs))
o - {Rs. Grare)
States Revemum Receijgits Non-Flan Revemise Expemtiitoee Surngiluss (3)
Tax Non-Tax Non-Plam  Totall Nomi Committeld Liabiltly  Tot! or
Revenue  Revenue Grants Receipts Expemdfi-  of Sixth Plan Non-Plam Defiaitt)-)
tures Schemes Expenditures Co. (4)-(7)
© () @ ) ) ) ©) ™__ )

1. Andivea Pradesth 228961 4337 334 272674  2948.64 370.42 331946 (-)592.32
2. Arunadie! Pradesth 2.46 30.81 - 33.27 169.01 @ 169.01 (-) 135.74
3. Assam 367.26 244.85 217 614.28 1066.93 91.68 1158.61 (-) 544.33
4. Bihar 109998 111399 134 221530 248990 136.48 2626.35 (-)411085
5. Goa 87.85 19.18 - 107.03 148.30 @ 148.30 (-) 41.27
6. Guijarat 1785.06 508.67 066 22943 2127.3% 153.32 228067 (+) 13.72
7. Haryana 779.27 27454 0.28 1054.09 859.04 66.22 925.26 (+) 128.83
8. Himacted! Pradesth 139.13 63.22 0.79 203.14 405.84 36.48 44232 (-) 239.18
9. Jammu and Kashmir 168.32 103.54 0.53 2723® 662.08 38.64 700.72 (-) 428.33
1. Karnataka 1939.06 50385 557 24484%»  1996.18 150.20 214638 (+)3B2111
11. Kerala 1162.02 251.74 1.52 141528 164192 87.93 1729.8% (-) 31457
12. Madihye Pradesth 1080.0% 80517 249 1887.71 237923 139.05 251828 (-) 630.57
13. Mahamgtitea 404078 111085 2036 517199 365438 2131® 3867438 (+)1304 531
14. Manipuwr 14.31 9.60 0.61 2452 155.03 11.55 166.58 (-) 142.06
15. Meghaitaea 25.60 18.30 255 46.45 139.23 14.5C 153.73 (-) 107.28
16. Mizoram 6.14 18.34 - 24.48 177.67 @ 177.67 (-)1E33199
17. Nagalemt 23.51 22.26 0.13 45.90 184.90 14.16 199.06 (-) 153.16
18. Orissa 457.62 315.48 0.99 774.09 1247.29 93.4% 1340.78 (-) 566.69
19. Punjaib 1097.42 40950 310 151002 127333 84.11 135744 (+)15258
20. Rajastieam 81037 27241 534 1088.18  1624.88 76.80 1701.68 (-) 613.50
21. Sikkim 15.53 16.67 0.06 3226 48.12 12.06 60.18 (-) 27.92
22. Tamill Nadu 215564 398.26 449 25583 263847 222.97 286144 (-) 303.0%
23. Tripuna 16.48 18.84 0.18 35.50 194.67 20.03 2147 (-) 179.20
24. Uttar Pradesth 216987 790.51 458 296496  3917.20 280.54 4197.74 (-)3z3278
25. West Benggl 177455 671.32 19.43 246530 298817 130.29 3118456 (-) 653.16
() 7488335
Total (All-States) 23507.89 842576 80.51 32014.16 35137.76 2444.00 37581.76 (+)19@H 785

@ Included under Normal expenditure.
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APPENDIX |

A METHODGUGRRIPAL NOTEE ON THE MEASURHWENNT OF RELXTTVE TAXKHIEE
CAPACIITHESS OF THE STATES USING POOLED CROSSSHEITONV AND
TIME-SERIES DATAL.

Al lkis awell recognised! principlte that, in a federa!
system, the States which are deficiemt in revenue raising
capacity are aided to provide a certaim minimum standamd
of public services by making federal transfers. Tiliks,
however, requires the estimation of taxalle capadiiess
and non-tax revenue capaciies of the States. In this Note,
we sst out the methodologyy we have employsdi to
estimate relative taxable capadiitss of the States.

A2 There are basically two approadies to
meas g taxablle capaciiess of States. The
“Representafinee Tax Systemn  Approagh' is a method
developed! by the Advisomy Commitssion on linter
Governmantal Relations (ACIR) inthe United States of
America.  Under this method, States' taxalike capacity
estimates for each of the taxes are obtaiimed! by multiplyimg
the aill- States’ average effective tax rates with the tax
base in findividuall States. The estimatess summed! for all
the taxes in a State provide the aggregmtke taxalle
gapacity in that State. ‘

A3  The bbasic assumgtiion of this approacth is that
tax bases are indepemdisiit of each other,; there is no
substitutztbilijy betweem the tax bases. Infact, thisis not
always true. Besides, there are severe problems of
estimation whem informatiom on tax bases is not availaiie
at the required level of disaggregpaivon. Since the
estfimation of taxable capadity wunder this approadh
requires 4 disaggregpated analysis of tax bases, which is
a time-comsumiigg exercise, this could be attermpted only
fior our report for the period 1990-95.

A4 The alternatiee approachh of estimetiing taxabie
capacity is the regression method. Under this methodi,
differemees in per capita tax revenues (or tax incorme
raios) among the States are atitributed! to variatiors in
taxable capacity and tax effort factois. Behaviauredi
response is obtaimed in a regressiom equatiom by taking
taxable capacity factor (tax-base proxies)) as independizmt
variables to explaim varialiors in per capita tax revenues
(or tax-income: ratios) among the States. Taxabe
capacity factors are identified! and proxiedi by variables
such as per capita SDP and its compamanss, pattemm of
income distributiom, level of industridissdidon, degree of
wibanisation and structuie of trade. The advanitagse with
this method is that it recogniszs the inter-deparsttmoyy of
ihe tax bases, and itis relativelly easy to estimate taxaldke
capagity ungder this method as only aggreggite data are

nequired.

A5 A majer preblem of the regression appreaeh,
hewever, i fiat variations on accountt of tax effort factors
cannet e separated from the variane® due to the randem

error term. That iS,in the crossssetbon equation, after
accounting for the variatmms in tax revemuses atirilinusiaiits
to taxabite capadily faciors, the residus! varroe is
entirelly attributteti to tax effort. This is expressed either as
a differemee or as a ratio of the actual! tax ratic (per capita
revenus) to the estimstted] ratio (per capita revenus).

Methatriggy

A6 We have suitalily modifieztl the regresson
approadh for measwiing taxaiite capeditéas of the States
so that var@ions on account of the stoctiesstic error
compament are separatet fromn those due to tax effort
factors. This has beem done by usimg poolked time sezidas
and cross-ssaniion obsemealions to estimate a comiliresd
tax funciom in & genera! fixed- effectsrmoiges’.

A7 The problem wihem recast fits into a typicd! panell
data estimaton frame. Let thexe be p disfimgt decison
units, namelly, the States, indexext by i=1...p, and m time
periodis indexst! by t=1...m, wihigh gives mp numiesr of
obsemattioies. Let the depardamt varisiite be demgtet as
Rjt for the i'th State in the tih year. Let thene be k
explangtoyy varailes whose obsowaitons are demottst
as Xji, i.e., the value of jth explaratoyy varizidte for i'th
State in t'th year.

The tax funciiion wouwldl be of the fomm
Rt =a+bz X Bit +bg Xgﬁ +..by XK‘rI +Uig (1
where uit denates the stodtesicc distuntizaces tenm.

A.8 The obsemediioss cam be anamggst either by Statess
or by time periodis. Followiing the gemenal practiice, let the
data be orgamst! by States so that for the i'th State, the
followingy vectors denote data.

Ri={ R{I -.Rjm }

Xl Xt -y 1

e
Do "M |

uj ={ yjl ...uim }

where R; is & m*1 columm vedwr, X| isa m*(k-1) matrix,
and ujisa m*1 columm vediwr. Them the obswmalitnss
whem stacied! State by State, woulll form the folliowing
veeors:

R = {Ry ...Rp }
X={Xy..Xp }
UE{ulf...up}}

whe'R R; isa priil columnveetstor, X isa prmti)) s
and U is prmi*ll colummn veorwr. Ao, let | be a praili ve
of units, a is a scalirand b={tp, ..b [} Is (k-1)"1 vecion

3)




The tax functiion can be expressat! in matrix notation as
R=[iX}{{ab}+U 4

A.9 Underthe assumgiion that the paramettgr vector
of the tax function varies either across the States (or over
the time periodis or both) a number of hypothetizd! models
are suggestat in the ecomomwgtiic literatunee (Johnston,
1984). Broadly, these modells fall into two groups: (a)
fixed effects modelks, and (b) error comparemt models.

A.10 Bothtypes of models assume that the variatiors
of the parametiar vector across the States arise because
of basic structuwd), socio-eswmomic differamess amomg).
the States. Howeveasr, the fixedl effects models assume
that these structurall differemmess remaiim fairlly stablie over
the sample period. A similar assumyt@n can also be
made for variaioms over time. In contrast, the error
compomstt models assume that the variafiors in the
paramettges, either across the Stales or over the time
period, are not stable or ‘fixed' but can be constuesti as
part of the stochesitc distutbamee tenm. The choice
betweem the two types of modells, naturally, depemds
on the institutims! realities relevamt to the problem. For
the purpose of our analysiss, a fixed effects type modell is
chosem for estimaiig the variatimnss in the parammetter
vector.

A1 Withim the fixed effects modell framewmaks itself
a number of altermatinee hypothesss can be made
depemdiitgg on the assumitap ss regardiing) the systemmtc
part of the equatiom and the behavimur of the disturtxaree
term. For exampuike, in this study it is specified that only the
intercept paramettr varies across the States and the
slope paramgtgss are commonm. Moreowes, the behavigurr
of the distutzntee tenm can either be assumedi to
conform to OLS assumpiiwrss or some form of
heterosustissiitityaan be assumedi. To some extent, the
choice of the equatiom spedifiicatioon can be made on the
basis of statisticzd! tests of structunadl changr. But the
specificzion choiue basically depemtts on the purpose of
the study.

A2 Also, while spediiyilgg the tax function,
allowancz should be made for shifts in the funciimn over
time in additiom to State-witse variaiimrss. This is sougfit to
be achievedi in two altemmeitive ways - either by includiimg a
time trend! variabks, or by includiimy yearwiis2 durmmy
varighless. The first methodl assumes that the time
variatiom is unifomm wheneess the secomdt! method! can take
care of unevem varigiiors over time. We tested both
alternatiivess in order to choase the one whiich is relativelly
more accurate.

Empifitaal Analjsts

A.13 The basic tax funciimn considkrest in this studly
belongs to the class of 'fixed! effects models' and is as
follows:

Rz=ya MB.x6.el ®)

where R denotes per capia tax revemue, Y demotes per
capita SDP, M per cent of non-priimaayy sectona! SOP to
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‘distuntirrmeee  term.

totall SOP, X the Loremz ratio of comsumer expendituee
distrilutteon compurtet  fromn the 38th round of Natiomel
Samgple Survey data and u demates the stochastic
In addifign, State-wise interogpt
dummmiess wemre used to pick up the fixed effects. The
periodl covemst! is 1980-81 to 1985-8%. The data were
stacked! by States. The States are:: 1. Andiwa Pradesth, 2.
Bihar, 3. Gujarat, 4. Haryama5s5. Kamateia, 6. Kerala, 7.
Madhya Pradesth, 8. Maharashtea, 9. Orissa, 10. Punjab,
11. Rajastian]22. Tamil Nadw, 13. UttarPesdeshh, and
14. West Benggll. The analysis is camied out for total tax
revenues.

A.14  To begim with, a statistiicdl test was condiucitst]

to detemmimee to what extemt the tax funciion is
homogresnss across the States and to minimise
heterogametyy by employing State-wise dummy

variglkss - either forthe interogt, or slope or both, in
the tax funcimn. For this, four variamts of the tax functiom
were estimzbtsti based on the followiimy altennaiie
assummteorss © 1. Restrictei model! - Le. both intercepts
as well as slope paramestzss were the same across the
States. 2. QuasiHesstittédd modelt- L.e., commnom slope but
varying intercgpts across the States. 3. Quasi restricted
modell with  time dummiess replacing the trendl varizbike.
4. Unrestiigest  modelk- Le. varyimg both slopes aswell as
intercepis among the States. Using the estimatiess  of
residual sum of squares (RSS) from the abowve, F-
statisfics were compuitet for testimgy  the need to include
the intercgpt and/or the slope dummifss whille estimaiiimg
the comiiimeed tax funcimn. These tests, in genenall,
indicatedi that the paramettgss of the tax funciiom did differ
among States and thergfiore, there was a need to include
State- wise dummiezs - both interogypt as welllas  slope.
Howewer, the slope variaion appearst to be small as
commpanest to the variaiion in intercepts.

A.15 The main sources of heterogrsityy coulid be (a)
the non-indiision of detemmizantds other tham those
alreadly takem in the tax function, and (b) the generall
heterosmetiastivity in the  stocheesttec distuntrme term
cormmatlyy encoumtgezet in cross-satibon  estimetimn.

A16 In an attemgit to improvee homogmesiyy of the
tax functiion across the States we have adopted three

methodis.

A.17 First, we includiedi some more capadily factons
such as propantion of income from the secomdiawy sector,
literacy, and urbansgtion. Howevesr, the efficiemny of the
regressiom estimates wemnt dowm (probafnly due to high
multicalllivezaityy) whilke the homogmmeiyy did notimprove.
(The F-test still showext! the need for slope durmmmies).

A.18 Secomdj, we attermpisd to reduce the
generall heterosuastiasitivity by two variants of the
"Glesjat” method! (-davimssdon, 1984, p.308). In the first
variamt the OLS comdiiion of unifomm error variamze was
relaxed. Instead), we assumesl that the error term was
related to the size of peraagitita SOP. The tax funciiom was
them estimmtti by weigitiest] least squares (WLS) where,
the weigfitts were assigmet! accondlivgg to per capitt SOP. In



the second variant, the errorvariancewasassumed to be
a function of not only the per capita SOP, but also the
other variables in the tax function. Using the resultant
residuals as weights, the tax function was reestimated.

A.19 Though neither of the above methods
increased the homogeneity of the tax function, the
second variant vastly improved the efficiency of the
regression estimates. Inview of this, the second method
was retained as a device to reduce the general
heteroscedasticity.

A.20 The above statistical analysis brought out that
the parameters of the tax function varied across the States
and the intercept dummies alone did notfully capture the
variation in the tax function across the States. It was
therefore decided, in the third alternative to group the 14
States into three broadly homogeneous groups. The
grouping was sought to be done originally on the basis of
a composite index of development derived by principal
components analysis of eight socio-economic indicators,
namely, (i) per capita SOP, (i) proportion of non-
agricultural SOP intotal SOP, (iii) urbanisation, (iv) literacy
rate, (v) number of hospital beds per lakh of population,
(vi) per capita power consumption, (vii) infant mortality
rate, and (viii) road length per square kilometre area. As
the first principal component accounted for nearly sixty
per cent of the variation of these eight variables, the
composite index was derived using the first principal
component. However, the ranking of the States
according to the composite index showed a hiOh
correlation with the ranking according to per capita SOP.
Inview of this, itwas decided to simpLyconsider the latter
for grouping of the States. Accordingly, the 14 States
were divlded into three groups. The States having more
th;:In 10 per cenLof all-States’ average per capita SOP
computed for the 3 years from 1982-83 to 1984-85 were
taken as high income States. Those having less than 10
per cent of average per capita SOP were taken as low
income States and the rest as middle income States.
Thus, the States of Gujarat, Haryana, Maharashtra and
Punjab fall into the high income group, Andhra Pradesh,
Karnataka, Kerala, Tamil Nadu and West Bengal fall into
the middle income group and Bihar, Madhya Pradesh,
Orissa, Rajasthan and Uttar Pradesh fall into the low
income group.

A.21  The statistical tests conducted separately for
the three groups showed that a high degree of
homogeneity inthe tax function can be achieved by
employing State-wise intercept dummies alone .. Further,
we found that, in the case of all the three categories
equations with time dummies were preferable from the
statistical point of view. Accordingly, these equations were
chosen to make the normative projections.

A.22 The combined tax function was estimated with a
further linear restriction that the State-wise dummy
coefficients add up to unity. This restriction, ifitholds true,
would not only improve the overall efficiency of the

regression results but also would directly yield the relative
tax effort indices. Taxable capacity estimates were then
derived for 1984-85, by substiluting the actual values of
capacity variables, time trend/dummy and State dummies
in the equation. In the case of State dummies as we had
restricted the total value of dummies to equal unity, we
substituted the average value of dummy for the group
(1/n), where n isthe number of States in the group, for
estimating taxable capacities of the States.

A.23 Table 1summarises the regression results for
the three groups of States. These equations have been
chosen for the purpose of making projections on three
considerations.  Firstly, the explanatory power of the
equations should be high. Secondly, the residuals should
not have a high degree of autocorrelations and thirdly, the
signs of the regression coefficients should be on expected
lines.

A.24 From the equations, iUsclearly seen that among
the economic variables employed to explain variations in
taxable capacity only per capita SOP is significant. Also,
the regression coefficients of the proportion of non primary
sectoral SOP have the correct signs, though not
significant. The regression coefficients of Lorenz ratio,
however, have positive signs inthe case of high income
and middle income States, whereas in the case of low
income States, the relationship is negative and significant.
Interestingly, from the equations, it is seen that the
regression coefficients of economic variables inrespect of
middle income States is higher than those of high income
States.

A.25 Among the high income States, it is clearly
seen that the performance of Punjab and Haryana is
better than that of the other two States, as revealed in the
coefficients of the respective State dummies. The
performance of Maharashtra comes close to the
average. Among the middle income  States, the
regression coefficient of the State dummies inthe case of
Tamil Nadu is the highest whereas, inthe case of West
Bengal, itis the lowest. This clearly shows the poor tax
performance of West Bengal. Among the low income
States, the coefficients of State dummies have very high
value in the case of Rajasthan and Madhya Pradesh,
whereas in Bihar and Orissa, the coefficients are
negative, indicating their poor tax performance.

A.26 It must be once again emphasised that these
equations have been chosen for making projections, as
they have been found to be most satisfactory in terms of
their statistical properties. We have fitted alarge number
of functions with several combination of variables before
arriving at these results.

Johnston J. [1984], Econometric Methods,
Mc-Graw Hill Publishing Company.
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Table -1

Regressiam Results - 14 Major States

8. V ariizttes High Income Group Middlie Income: Group Low Income Group
No.
Regre- T- Regre- T- Regre- T-
ssiom Statisiic ssiom Statisiic ssiom Statistic
Coeffiigmt Coeffiimrit Coeffimt
1. Per Capita 0.517% 3.2091 0.5831 2.2522 0.2641 1.5399
SbP
2. Proportimn abf
Non-priimreamy
Sectora! SOP 0.2706 1.032% 0.3527 0.8935 0.1 0.9656
3. Loremz Ratio
of Consumgtton 0.0077 0.0264 0.8185 0.614@ -1.2981 -2.0770
4. Time Durmmy. :
1981-82 -0.2560 -5.1692 -0.2936 -2.3908 -0.2939 -7.7929
1982-83 -0.1200 -4.246% -0.180% -1.5591 -0.1273 -2.6670
1983-84 -0.0428 -1.1315 -0.1333 -1.26595 -0.0731 -1.9220
1984-85 -0.0383 -1.9440 -0.0447 -0.6262 -0.027% -0.6984
5. State Dumimy. :
Maharasiitea 0.2425 6.3741
Gujarat 0.1212 1.9538
Haryama 0.3164 6.4930
Punjaip 0.3199 8.2944 . ..
Andima Pradestin 0.2877 1.8742
Karnatiatiea 0.2182 1.4488
Kerala 0.247% 6.3548
West Bengall -0.0709 -1.0903
Tamill Nadu 0.3167 2.6840 . .
Bihar -0.2460 -2.3230
Madinya Pradesti 0.4661 13.4392
Orissa -0.@n1 -2.3319
Uttar Pradesin 0.217 5.0738
Rajastteam 0.6640Q 5.8708
6. R-bar Squame 0.9999 0.9997 0.9997
7. SEE 0.0003 0.001% 0.0009
8. D.W. Statistiic 1.4629 1.4385 1.7325
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