PRESS NOTE,

Article 280 of the (,on%]tut]on of India requires the constitution of a Finance
Commission every five yedtb or earlier. For the period Ist April, 2015, to 31st
March, 2020 the 14th Finance Commission (FFC) was constituted by the orders of

President on 2nd January, 2013 & submitted its report on 15/12/2015. -

The Finance Commission is required to recommend the distribution of the net
proceeds of taxcs of the Union between the Union and the States (commonly
referred to as vertical devolution); and the allocation between the States of the

respective shares-of such proceeds (commonly known as horizontal devolution).

With regard to vertical distribution, FFC has recommended by majority
decision that the the States’ share in the net proceeds of the Union fax revenues be
42%. The recommendation of tax devolution at 42% is a huge jump from the 32%
recommended by the 13th Finance Commission. The transfers to the States will sce
a quantum jump. This is the largest cver change in the percentage of devolution. In
the past, when Finance Commissions have recommended an increase, it has been in
the rangc of 1-2% increase. As compared to the total dcvol_’uti()ns in 2014-15 the

total devolution of the States in 2015-16 will increase by over 45%.

The consequence of this much greater devolution to the Stéltes is that the fiscal
space for the (“emre will reduce in the same prdporti on. As recorded in Chapter-8 of
FFC’s Rc,pmt amongst other- dummds of the btcues the States had demanded both
an mu ease in shaxu of tax dcvo}mion and a reduced role of CSS. In Paras 8.6 &
8.7 of its Re port, tho FFC has noted that

“8.6 /{m)ther dominant view has been thal a l?’ZCIj()I”liy of the resources

should /Zow in.the f Jorm 0/ lax (/evo/ulwn—«
“8.7: An over whe/mmg majority of States have .S'Lfggesfed reducing the |

number 0/ CSS as well as outlays on them-—.°



FFC has taken the view that tax devolution should be primary route of
transfer of resources to States. It may be noted that in 1cckomng the requir ments of
the States, thc FEC has ignored the Plan and Non—Phn d;stmchon it sees the
enhanced devolution of the divisible pool of taxes as a composnmnal shift in
transfers from grants to tax devolution” (Para 8.13 of FFC Report). ’.’[‘hﬂs, basically
the FI'C Report expects the CSS, in fact Central assistance to State Plans as a -

whole, (o reduce and be replaced by greater devolution of taxes.

" Keeping in mind the spitit of cooperative federalism that has underpinned the
creation of National Institution for Transforming India (NTTY), the Government has
accepted the recommendation of the FIC to kcc,p the States” share of Union Tax

proceeds (net) at 42%.

In recommending horizontal distribution, the FFC has used broad parameters of
population (1971) and changes of population since, income distance, forest cover
and area. The details of this c-ri'tc:ria and the weight assigned to them are given in
Annexure-1.  The State-wise share of the divisible pool of Ceniral tages, in
percentage terms, 18 given in Annexure-2. As service tax is not levied in J &K, the
share ol the States, in percentage terms has been calculated separately by FIC.

These are given in Annexure-3.

The Finance Commission is also required to recommend on ‘the measures
needed to'augment the Consolidated Fund of a Smm to supp[uncnt ﬂ"JL resources of
the Panchayats and Munlmpallms in the State on the basis of thc 1ccommcndc1‘uoms
made by the Finance Commlssmn of the State’. | |

FFC  has recommended distribution of grants to States for local bodies using
20171 population data with weight of 90% and :area with weight of I‘(‘ %. The grm}ts

to States will be divided into two, a grant (o duly constitutcd Gram Panchayats and



a grant to duly constituted Municipal bodies, on the basis of rural and urban

population.

FFC has recommended grants in two parts; a basic grant, and a performance
grant, for duly constituted Gram Panchayats and municipalities. The ratio of basic
to performance grant is 90:10 with respeet to Panchayats and 80:20 with respect to

Municipalities. -

FFC has recommended out a total grant of Rs 2,87,436 crore for five year period
from 1.4.2015 1o 31.3.2020. Of this the grant recommended to Panchayatas is Rs
2,00,292.20 crores and that to municipalities is R‘s' 87,143.80 crores. The transfers in
the yedr 2015-16 will be Rs 29,988 croves. Inter-se share of cach state in respect of

local bodies grant is at Annexures-4 and 5.

The Government has accepted the recommcndatiohS of the Finance Commission
with regard to grants to local bodi_vcs. The Finance Commission is also required to
‘review the present arrangements as regards financing of 1isaster Management with
reference to the National Calamity Contingency Fund and the Calamity Relief Fund
and the funds envisaged in the Disaster Management Act, 2005 (Act 53 of 2005),

and make appropriate recommendations thereon”.

FIC has recommended that up to 10 percent of the funds available under the
SDRF can be used by a State for occurrences which State considers to be “disasters’
within its local context and which are not in the notified list of disasters of the

Ministry of HHome Affairs.
1The FFC has noted in Para 10.26 as {ollows:

“The financing of NDRE has so far been almost wholly through the levy of

cess on select ilems, but if the cess are discontinued or when they are



subsumed under the Goods and Services Tax ( GST) in future, we recommend
that the Union Government consider ensuring an assured source of funding

Jor NDRI™.

n view of the above, with regard to disaster reliel, the Government ha
decided that the percentage share of the States will continue to be as before, and that
the flows will also be of the same order, as in the existing system; and that, oncc
GSTis in place, the rccommendation of FFC on diéagtcr relicf would be

implemented in the manner recommended by the Finance Commission.

The Finance Commission is also required to make recommendation regarding
the principles governing grants-in-aid of the States’ revenues, by the Centre. As
noted by the 1'FC in Para 11.28, while calculating grants to the States they “haye
departed  significantly from previous Finance Commissions, by taking into
consideration a States’ entire revenue expenditure needs without making a
distinction between Plan and Non-Plan”, Taking thus into account the expenditure
rcquirct.ncntﬁ of the States, the tax devolution to them, and the revenue mobilization
capacity of the States, the FFEC have recommended “Post-Devolution Revenue
Deficit Grants” of a total of Rs. 1 ;94,821 crores, for the five year period. The States
of Andhra Pradesh, Assam, J&K, H_unachal Pradesh, Kerala, Manipur, Meghalaya,
Mizoram, Nagaiand, Iripura and West Bengal (a total of 11 States) have been

“identified for rece‘iving these revenue deficit grants. The details arc given in

:‘Azlncg_[ggg_{ The Government has accepted the 1u,mmnc,nddnou 1n principle.

To summarize, the Grants-in-Aid to the States total to Rs. 5.37 lac c¢rores is

given in the Table given below



Grants-in-Aid to States

(Rs. crore)

1 Local Go?érhmehf@ﬂ States) B 287436
2 ‘Di’se;,ste;?"MaﬁéLgeﬁiei?z,f('al71'éi—é&és)"' . 55097
3| Post-devolution. Revenue  Deficit ‘
194821
Eans S,mm) -
Total T g

As stated above, the compositional shift recommended by the FFC would
substantially impact Contral Assistance. Tn this regard, para 7.43 of the FFC Report

states as follows :

“Plan revenue ex_penditufe of Slates is financed by States’ own f'éS()/z«ir"c:éS‘,
borrowing and Plan grants from the Union. The Plan grants include normal
Central assistance, which is untied, additional Central assistance for specific-
purpose ,S’C/?{%I’HES “and  transfers, 5;1)601.'(11 Plan  assistance,special  Central
mzws'/mfzce Central Plan schemes and C, SS.Ior the purpose of our a Ssassmm/
of Plan revenue expenditure of States, w e have included expenditure incur red
on State Plans and States’ contribution  to CSS. This excludes Union
expenditure on CSS, central Plan schemes and North Iastern Council Plan
schemes and externally - aided projects financed through grcml;S' from the -
Union. We have estimated the 2014-15 base year Plan revenue expenditure
(CIS defined above) Jor each State, applymcr an annual growih mle o/ 13.5 pe/‘
cent over 201213 and 2013-14. Ior the purpose of our pr’q]ecrzon period,
we have assumed an - annual g‘roﬁ/th rate of 13.5 per cent over base year
- estimates for all the States, implying that the Plan revenue exgje}ZCZiZ"Lll”e will

increase ai the same rate as the GDP growth rate.”




Based on the above, over 30 Centrally Sponsored Schemes have been identified
which ought (o have been transferred to the States because expenditure on them has
already been taken into account as Statc expenditure, in arriving at the greater
devolution of 42% 1o the States.  However, keeping in mind that many of these
schemes arc national priorities, and. some arc legal obligations (such as

MGNREGA) and in order to underline the Central Government’s continued support

to national priorities, especially with regard to schemes meant:for the poor, most of"

these are proposed to be continued. The Government has decided that only 8

Centrally Sponsored Schemes be delinked from support from the Centre.

Certain programmes of the Government WrH have to conunuc unaltered as they

- are either legal/Constitutional obhgd‘uons Or arc puvﬂcoc,s available to the clected
represemau'ves for welfare of their constituents. F urther, and morc in:rportanﬂy it is
proposed that the Union Government may continue to support certain programmes
which are for the benefit of the socially disadvantaged in an unaltered manner from

ils own resources.

[n respect of various Centrally sponsored schemes, the sharing pattern will have
to undergo a change with States sharing a higher fiscal responsibility for scheme

implementation.  Details of changes in sharing paticrn will have to be worked out

by the administrative Ministry/Department on the basis of available resources from

Union Finances.

()thcz ruommwdatmus of the I i*(“

In addition to thc 1cc<>nuncndatzons 1cg,al ding Vertical, and Horizontal
devolution and grants, the I}C has made certain other recommendations. These
relate to cooperative f;ederahsm, Goods & Services Tax, Fiscal Consolidation
Roadmap, Pricing of Public Utilities and . Public Sector Interpriscs. The
recommendations of the linance Commission will be examined by the Government

in due course in consultation with the concerned stakeholders.



where

¢)

Criteria and Weights

Criteria
Population
Demographic Change

Income Distance

AW«:ight (per cent)

175

10

Area

Forest Cover

Population is the population of the State as per the 1971 consus;

Demographic change are changes in population since 1971;

Anpexure 1

Income  Distance is computed by calculating the differcnce between 3 year

average (2010-11 to 2012-13) GSDP for cach State WithfﬁSp(:Ct to the State with

highest per capita GSD P;

Forest Cover has been used as there is an opportunity cost in terms ofarca not

available for other economic activities;

Area has a floor limit at 2% for smaller States in deciding the horizontal

devolution.




Smtés

Andhra Pradesh

Arunachal Pradesh

Assam
Bihar,

Chhattisgarh

Goa
Gujarat

Haryana

Himachal Pradesh

Jammu & Kashmir

Jharkhand

Inter-se Share of States

Share of States

(per cent)

4.305 |
1370
3311
9.665
3.080
0.378

3084 |

1.084
0.713
1.854

3.139

Karnataka

Kerala

Madhya Pradesh

Maharashtra
Manipur

Meghalaya

Mizoram
Nagaland

Odisha

Punjab
Rajasthan

Sikkim

Tamil Nadu
Telangana

Tripura

Uttar Pradesh

Uttarakhand

West Ben geil'

Al States

a3

2500
7.548
S
0617
0.642
0460
0198
4.642

LSTT

5.495
- 0.367

4,023

2437 |
0.642

17.959

1.052

7.324

100,000

Anpnexure 2



Shure of States Other than Jammu & Kashmir in Service Tax

(Per cent)

States L Share of States
Andhra Pradesh o 4398
Arunachal Pradesh 1.431
Assam 3371
Bihar 9.187
Chhattisgarh 3.166
Goa ' )
_Gujaraf 3.172
Hary ;':ma 1.091
WITI‘i.lynrz;chal I;Lladesh - 0722
Jharkhand 3.198

Kari'(ate.ika V

Kerala

4.822

All States

2526
Madhya Pradcsh '7.72"/ ’
Mah ;11:a§l1t1‘a1. 5.674
"lﬁ‘;/mnipurww - 0.6'7:5;
Meghalaya 0:650
M izoram 0.464
N agaland 0.503
‘Odisha AT
Punjab i s
- Reijexétﬁéﬁ » 5.647
S‘ﬂ(kim - 0.369
| Tamil Nadu AT
'I'CIIaAn'ganab VAZ./I-L)C.)
fifl‘ibl.lfé ‘ 0.648
 Uttar Pradesh E 18205
Uttarakhand 1.068
'W‘cs{ Béngai ’/./123 '

100000

Anncxure 3



(i)

Grants to Local Bodies State-wise Share — Basic Grants

Urban Local Bodies

Anuesure 4

(Rs. Crore)

Si . Rural Loeal Bodies
No States S Ty e : o B
] 201516 | 201617 | 200718 | 2018-19 | 201920 | 201520 2015-16 | 201617 | 201758 | 201849 | 200920} 201520
Andhra . v
I | Pradesh 934.34 1293.75 1494.8 172923 | 233656 |  7788.68 | 34892 | 48514 |  558.23 645.77 §72.57 | 2908.64
Arunachal .
2| Pradesh 88.52 122.58 141.62 16383 | 22138 737.93 2342 32.43 3747 43.34 58.56 19522
3| Assam 584.80 809.76 35,60 108232 146245 4874.92 93.14.. 128.97 9.0 1238 23292 77643
4 | Bihar 2269.18 3142.08 363039 | 4199.20 | 567440 18916.05 |  756.83 355.63 410.90 415.34 642.28 2140.99
Chhattispar ; BN
5| 566.18 783.98 905.81 104786 | 141589 A4719.72 152.39 21101 213.80 282.04 38109 1270.33
& | Goa (444 70.00 2340 | 2637 36| 1039 | 2110 2951 33.%6 39.05 52,16 175.88
7| Gujarat 129086 | 19147 | T isae | 2mem ITTL26 | G191 | 85148 | 118808 | 153774 | S125.9%
8§ | Haryana 419.28 580.57 670.80 | 77599 | 1048.53 7 3495.17 199,61 276.39 369.43 499.18 1663.95
Himachal g ' . -
9 | Pradesh 195,39 20056 | 30260 | 36163 | 488.64 1628.82 19.36 26.81 50,98 3584 4842 leta2
Jatm & ' cL Do .
10 | Kashmir 373.96 51781 598.29 69211 4 93519 | . 311736 125.30 173.50 W0A6 | . 23090 | 313,35 (044,51
I dharkhahd 652.83 903.96 1044.45 120824 | 1632.59 5442.07 183.74 254.42 293.95 340.05 459.48 1531.64
1| Karsataky 1002.85 | - 1388.62 1604.42 1856,02 | 250788 835979 | 562.08 718.29 899.25 1040.27 | 140562 4685.50
13 | Kerala 43370 600.62 09396 | 80278 | 108473 301585 | 35066 A486.94. 562.0! 650.84 87942 | 293148
“Madliyu o o ’
b4 Peadesh 1463.61 202667 234157 210878 | 3660.14 | 1220072 | 496,79 68789 194.80 919.44 1242.36 414127
13} Maharashira 162332 | 247,77 239710 | 300437 | 405955 13532.10 | 119424 164949 1905.83 20070 | 2979.02 9930.29
{61, Manipar 2225 30.80 3559 | AL/ 55.63 185.44 16.57 22.95 26,52 3067 ALAS 138.16
U4 | _Mephalaya 0.00 0.00 0,00 0.00 L0001 000 3030 419 484 | 360 s e
18 | Mizoram 0.00 0.00- 0.00 0.00 0.00 0.00 1154 15.91 1846 28.85 96.17
19 ) Nagaland | 000 | 0.00 0.00 .00 0.00 po0 L o3 1 1694 | - j9s 226 ) 3059 ) 18198
20 | Odisha 955.52 1323.00 | 152871 | 176844 | 238954 796528 | 17010 235.54 20214 314.82 475,39 1417.98
21| Punjab 4170 blle! 06.66 | BI7.48 Jo 2541 32896\ 3662 4 ADSIGE | (98869 | 196235
22 | Rajasthan 171.95 203817 2334.92 3681.01 433,12, 59973 | 692.93 86GL60 | 1083.13 3610.50
23§ Siklim 1603 1 2000 | 25.65 2967 | 4009 | 13364 | 49 6.63 - AL 8:86 1198 3992
# | Tawil Nadu 947:65 13119 1516.12 /5387 | 2369.86 78960 | 190.04 (093,93 126396 | 14618 L 19787 6585.85
25 | Telangana 580,34 §03.35 9.4 W7 | 5E30 483775 32503 450.33 520.32 601,92 | 1332 2712
26 | Tripura 36.24 50.18 57.98 67.07 9063 302,14 2144 29.65 3425 39.63 53.54 178.48
Uttar .
21 | Pradesh 3862.60 | 534845 6179.63 | . 714874 | 965947 | 3219890 | - 983.60 136197 | 157363 1g2041 245976 | 8199.37
28 | Uttrakhand 203,726 L0B1AS 25.19 ' L3649 | 50831 1694.42 7829 {7 0841 125,26 beL90 § 19579 652,66
West : : ' .
29 | Bengal 153221 | 242061 | b\ 28385 | 383170 | i2772.60 | 63721 88233 101945 107932 | 1593.51 5311.81
Total | 2002446 | 2994287 | 3459626 | 4002163 | _180262.96 | $363.06 | Jiss0.1a | 1337978 | 1547800 | 2091408 | 6971504 |




Annexure 5

Grants to Local Bodies State wise Share -- Performance Grants.

(Rs. Crore)

Sk No. States Rural Local Bodies Urban Loeal Bodies

2016-17 | 200718 | 2018-19 | 2019-20 | 2016-20 | 2016-17 | 204718 | 2008-19 | 201920 | 2016-20
169.70 | 192,04 | 21809 | 28557 | 86541 | 14259 | ‘16136 | 18325 | 23995 | 72706

1| Andhra Pra n e

2 |‘Avunzchal Pradesh | 1608 | 1820 | 2066 | 2706 | 8199|957 1083 | 1230 l6l0 48.31
3 | Assam 10622 | 12020 | 13650 | 17874 | S4166 | 3806 | 4307 | 4892 | eA0s | 19441
4 | Bihar IS | A66AT | 52067 | 69355 | 200178 | 10496 | 11878 | 13489 | 17662 | 53528
5| Chhauisgarh 10284 | 11637 | 132.06°] 17305 | 52441 | 6228 | 70477 8003 | 10430 31758
6 | Go Co62 | 2971 33| 44| 1338 | 862 | 976 | 1108 | 1450 4397
7| Gujanat 16932 | 19161 | 20760 | 28493 | 86347 | 25029 | 28437 | 3294 | 42280 | 128148
§ | Bayara | v6IS | 8608 | 9787 | 12815 | 38835 8157 | 0231 | (0483 | 13027 | 41599 |
9 Himachal Pradesh 3549 40.16 |~ 4501 59.72 180.98 7901 895 .17 13.32. 40.35

581 | 8617 26143
150 {26.35 382,9]_

MO Jommu & Kashmic |- 67.92 7686 | 8729 | 11430 | 34637 | 5121

H harkhand 118.57 134.18 (52.38 199.53 604.67 1509 1 8497 |

12 | Kamataka | 18215 | 20613 ) 23408 |. 30651 | 92887 | 229./0 | 25994 | 29520 | 38654 | 117138 |

13| Kerla U878 | 8916 | 10125 | I32.57 | 40176 | 1371 | 16263 | 8469 24183 | 73L87

I4 | Madhya Pradesh 26584 | 30083 | 34163 | A4/34 | 135564 | 20302 | 22975 | 26091 | 34164 - 1035.32

15| Moharashtra 29484 | 33366 | 37891 | 49615 | 1503.57 | 486.82 | 55091 | 62563 | 81921 2482.57

16| Maniput 404 | 48y 5.19 6.80 20.60 6.71 7.66 870 | 1140 3454

17| Meghalaya 0.00 0001 000] 000 | 000 124 (40 .59 2.08 6.30

18| Mizoram 0.00 000 | 000 0.00 0.00 A1 5.34 6.00 793 24.04

19 | Napaland 0007 000 | 000 | 0001 006 500 | 566 | 643 84l 2850

20| Odisha 19640 | 22304 | 20205 | 88503 | 69.52 | 7867 | 8934 | 11698 | 354.50

L L S 9079 | 10340 113500 | 40901 96.20 | 108.87 | 12363 | 16189 | 490.59

72| Rujusthan 302.55 | 343.58 | 44989 | 136336 | 17700 | 20030 | 22747 | 20785 902.62

23 | Sikkim 330 3040 490 | 1485 .96 2217 a8 329 9.98

24| Tamil Nudu 19478 | 22100 | 28964 | 8774 | 32287 | 36337 | 41492 | 54351 1646.46,
25 | Telangana C10SAL | 11928 | 13546 | 17438 | 53783 | 132.917] 15041 | 17081 | 22366 671778

26 | Tripum 658 A5 846 | 1108 33.57 875 990 | 1124 | 14 44.62

27| Uttar Pradesh JOLST | 79392 | 90060 | 118057 | 3577.66 | 40197 | 45488 | 51658 | 67642 2049.84
L 28| Uttrakhand 3692 ALYS | A4S | 6213 1 (8827 | L3621 LD | S8 1637
29 | West Bengal 27830 | 31493 | 35704 | 46831 | 141948 204,69 | 33166 | 43820 1327.95

Total 3927.66 |_adde.71 | S047.53 | 6609.32 | 2002922 | 341772 | 3867.64 | A392.19 | §75021 ] 17428.76 |




Grant-in-aid for Revenue Deficit (2015-20)

48906

Annexure-6

(Rs. crore)

State 2015-16 | 2016-17 | 2017-18 | 2018-19 | 2019-20 | 2015-20
o 2 3 4 s 6 7
Andhra Pradesh 6609 | 4930 4430 | 3644 2499 22113
Assam 2191 1188 Nl | Nil CNiL] 3379
Himachal Pradesh 8009 8232 | 8311 8206 7866 40625
Jammu & Kashmir 9892 10831 11849 12952 14142 59666
Kerala - 4640|3350 | 1529 Nil Nl 9519
Manipur 2066 2096 20911 2042 193210227
Meghalaya LG8 535 404 213 NiLj 1770
‘Mizoram - 2139 | 2294 2446 2588 2716 | 12183
 Nagaland -~ 3203 34511 3700 3945 4177 18475
Triputa 1089 1089 059 992 875 5103 |
| West Berigal - 8119 | 3311 Nif| ONil) o N} 11760
Total State 41308 | 35820 | 34581 | 34206 | 194821




