Title : Constitution (Eighty-Ninth Amendment) Bill (Amendment of article 269, Substitution of new article for article 270 and Omission
of article 272)

MR. SPEAKER: Now, the House will take up the Legislative Business. Shri Yashwant Sinha. All right, Shri Dhananjaya Kumar to move
it.

...(Interruptions)
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THE MINISTER OF STATE IN THE MINISTRY OF FINANCE (SHRI V. DHANANJAYA KUMAR): Mr. Speaker, Sir,
on behalf of Shri Yashwant Sinha, | beg to move:*

"That the Bill further to amend the Constitution of India, be taken into consideration.”

Sir, | rise to commend the Constitution (Eighty-Ninth) Amendment Bill, 2000 for the consideration of this august
House. ...(Interruptions)

SHRI SOMNATH CHATTERJEE (BOLPUR): | have all the respect for him. He is a very competent
Ministera€; ...(Interruptions)

MR. SPEAKER: Shri Somnath Chatterjee, he has taken the permission.
...(Interruptions)

SHRI SOMNATH CHATTERJEE : It should not have been asked for. What is this? ...(Inferruptions) | have nothing
against him. He is a very competent Minister. Aithough in that place, | do not know. ...(/nterruptions) But the
question is that it is a Constitution (Amendment) Bill. ...(Interruptions)

* Moved with the recommendation of the President

THE MINISTER OF PARLIAMENTARY AFFAIRS AND MINISTER OF INFORMATION TECHNOLOGY (SHRI
PRAMOD MAHAJAN): | totally appreciate that this being a Constitution (Amendment) Bill, it should be piloted by the
Finance Minister. Though technically, legally and competence-wise Shri Dhananjaya Kumar can also pilot it, Sir,
our problem is that the Finance Minister is piloting the Finance Bill in the other House. So, he cannot be present
here. He will come to this House for the reply. ...(Inferruptions)

SHRI SOMNATH CHATTERJEE : That shows you are not able to make proper time management. ...(Interruptions)

SHRI DHANANJAYA KUMAR: | am sure with the able contribution from senior Members like Shri Somnath
Chatterjee, | think, we will be in a position to consider this BIll&€! ..(Interruptions)

MR. SPEAKER: With that spirit.

SHRI DHANANJAYA KUMAR: With all propriety.

SHRI SOMNATH CHATTERJEE : You should have said "sorry'.
SHRI DHANANJAYA KUMAR: | am sorry, Sir.

Sir, this Bill seeks to amend articles 269, 270 and 272 of the Constitution so as to bring several Central taxes and
duties like Corporation tax and Customs duties within the divisible pool which were hitherto outside the pool. Under
the new devolution formula recommended by the Tenth Finance commission, 26 per cent out of the "gross
proceeds" of Union taxes and duties, excluding certain specified taxes and duties, is to be assigned to the States. In
addition, 3 per cent share in the "gross proceeds" of all Central taxes and duties is to be assigned to the States in
lieu of their existing share in additional Excise duties. This Government commends that the recommendations of the
Tenth Finance Commission may be approved with the following modifications: ...(Interruptions)

SHRI VARKALA RADHAKRISHNAN (CHIRAYINKIL): Recommendation is amended. ...(Interruptions) Amendments
have also been made.....(Interruptions) They are detrimental to the interests of the States. ...(Interruptions)



MR. SPEAKER: Shri Varkala Radhakrishnan, please take your seat.

SHRI DHANANJAYA KUMAR: First, the percentage share of States will be reviewed by successive Finance
Commissions instead of freezing it for 15 years as suggested by the Tenth Finance Commission. ...(Interruptions)

SHRI VARKALA RADHAKRISHNAN : You have made it five years. ...(Interruptions)

SHRI SOMNATH CHATTERJEE : Mr. Speaker, Sir, you allow Shri Varkala Radhakrishnan to speak for five minutes
later. ...(Interruptions)

MR. SPEAKER: Definitely. | will allow Shri Radhakrishnan to speak.
...(Interruptions)
SHRI VARKALA RADHAKRISHNAN : This is something which is very peculiar....(Interruptions)

SHRI DHANANJAYA KUMAR: Secondly, the share of "gross proceeds" as recommended by the Tenth Finance
Commission changed to the sharing of "net proceeds" in order to maintain consistency between articles 270, 279
and 280 of the Constitution. However, this will not result in any consequent loss to the States because the
Government has also simultaneously decided to fully compensate the States by suitably enhancing the percentage
share beyond 29 per cent to cover the difference between the share in "gross proceeds" and the share in "net
proceeds".

Thirdly, as intended by the Commission, no amendment is sought to be done in Article 271, which authorises the
Central Government to levy surcharge on Central taxes and duties for the purpose of the Union.

Sir, as may be seen from the Statement of Objects and Reasons, the proposed amendment will greatly benefit the
States as the aggregate of the divisible pool will increase. Moreover, it will remove a perceived inter-State bias in
the tax mobilisation effort of the Union Government. In fact, the Inter-State Council also has agreed to these
proposals made by the Tenth Finance Commission, unanimously.

With these words, | commend the Bill for the consideration of this august House.
MR. SPEAKER: Motion moved:

"That the Bill further to amend the Constitution of India, be taken into consideration."

SHRI VARKALA RADHAKRISHNAN : | beg to move:

"That the Bill be circulated for the purpose of eliciting opinion thereon by the 30th August,
2000."

SHRI PRAMOD MAHAJAN: Mr. Speaker, Sir, before we start the discussion, | would like to make a request to the
House. The Business Advisory Committee has allotted two hours for this Bill and this being a Constitution
(Amendment) Bill, if you can kindly fix up the voting time, then all the Members can be present here. If two hours are
given for discussion, then the Minister can reply at 4.45 p.m. and we can have voting at 5 o'clock.

MR. SPEAKER: We will have voting at 5 o'clock.
SHRI PRAMOD MAHAJAN: So, the Minister can reply at 4.45 p.m.
MR. SPEAKER: Yes.

SHRI RAMESH CHENNITHALA (MAVELIKARA): Mr. Speaker, Sir, this is a very important Constitution
(Amendment) Bill, which is piloting by my hon. friend, Shri Dhananjaya Kumar. This Bill has been brought forward to
implement the proposal for the devolution of 29 per cent of the Central taxes to the States.
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As the Minister has mentioned, this Bill was introduced earlier in 1998. It had been scrutinised by the Standing
Committee and the report of the Standing Committee is with the House. Since the last Lok Sabha had been



dissolved suddenly, this Bill had lapsed.

The Tenth Finance Commission, with a noble idea, has recommended certain very important and revolutionary
steps regarding the sharing of Central taxes to the States. The Tenth Finance Commission has been guided by the
cardinal principle of equity and efficiency. This paramount guideline was to restore fiscal equilibrium in the
economy. The recommendations of the Tenth Finance Commission are a landmark for the genuine federalism of
our country. The alternative scheme, which has been suggested by the Tenth Finance Commission is going to help
the States.

Since Independence, the States have been crying for more and more share from the Centre. The share, which is
earmarked, is not at all sufficient for the States. For a genuine federalism, we need self-sufficient States and a
strong Centre. From our experience of the last 50 years, we can see that the States are starving and the Centre is
not ready to share their taxes and duties. Due to this, the States are facing a lot of financial difficulties. The gross
fiscal deficit of the States has increased from Rs. 59, 776 crore to Rs. 78, 000 crore and the Reserve Bank of India
has observed this as a very serious issue.

The States are not in a position to raise the resources. At the same time, their expenditure is increasing day by day
because the States have to meet large social obligation. Now, the salary of the Government employees constitutes
a major share of the revenue of every State because the salary is a big issue before every State Govt. The State
Governments cannot shelve the social security schemes. Every day, the demands are going up. But the States are
not in a position to meet the expenditure on these growing demands because of the financial crunch which they are
facing. Because of that, the Tenth Finance Commission has come up with a very important step of sharing of taxes
and duties, that is, the alternative scheme.

Here, it is very unfortunate to note that the Government is not following the scheme which is formulated by the
Tenth Finance Commission in to. The modification which is suggested in this Bill is totally defeating the purpose of
the alternative scheme suggested by the Tenth Finance Commission. Number one modification, they are saying, is
the change in the terminology of 'gross proceeds to net proceeds'. This will result in a loss of about Rs. 2,000 crore
to the States as far as the devolution is concerned. The hon. Minister right now said that they were going to give
certain assistance to the States to rectify this. That is a vague statement. The House would like to know in which
way the Government is going to compensate for this. Because of this terminological change, Rs. 2,000 crore have
been denied to the States. This is the most important issue. The explanation given by the Minister is not clear. So, |
would request the hon. Minister through you that the States should not be deprived of this. | wanted to know how
the Central Government is going to compensate the States.

The second amendment which has been put forward is regarding the time frame. The Tenth Finance Commission
has recommended the timeframe for 15 years. The freezing period is for 15 years. Now, the Central Government
has fixed it for five years. | woud like to know what are the reasons for this change. The reason which they are
giving is some what satisfactory. After a long exercise, the Tenth Finance Commission has recommended this. By
this, the Government is defeating the purpose of the alternative scheme which has been forwarded by the Tenth
Finance Commission. The question before us is how to satisfy the needs of the States. As | explained here earlier,
the deficit is increasing. The States are starving and they are not in a position to implement any kind of
programmes. The popular demands are increasing day-by-day. The States are not in a position to give even the
salaries. By taking all these aspects into consideration under the Chairmanship of Shri K.C. Pant, the Tenth
Finance Commission has given this suggestion for an alternative scheme.

| can very well say that this has to be viewed very seriously because a lot of apprehensions are in the minds of the
people. Even now, the States are asking for more share. Now, we are giving 29 per cent. At the same time, the
States are not satisfied with that because of their financial position.
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The States are asking for more financial aid and for more sharing from the Centre. As | explained earlier, the States
are not in a position to satisfy their needs. Madam, for a genuine federalism, this is very much needed. So, in view
of the economic liberalisation and the political movements in the States, their financial arrangement with the Centre
may be overhauled drastically.

Madam, the Panchayati Raj Institutions also have burdened the Exchequer with more demands. | would like to know
how are we going to give more autonomy to the Panchayat institutions. That is also a big issue before the States.
How will we be able to mitigate these issues? After the Panchayati Raj came into existence the States are facing
crisis. They have been given more powers, but because the financial position of the States is very grave, the
Panchayati Raj Institutions are not getting proper financial support from the States. This is also a very serious issue
to be dealt with. So, the States want more and more financial support from the Centre.



Madam, the Government of West Bengal has asked for 33 per cent, the State of Kerala and North-Eastern States
are asking for more than 40 per cent of the share. Of course, their demand is very genuine. If you go through the
details of the memoranda submitted by the State Governments before the Tenth Finance Commission, you will be
able to see that these are all genuine demands. So, my request to the hon. Finance Minister is that there should be
an attempt to give more and more financial allocations to the States to meet the challenges.

| come from Kerala, which has demanded 40 per cent of devolution of duties. We have been deprived of proper
financial allotment for so many years. | do not want to go into the details because of paucity of time. But | urge upon
the hon. Finance Minister that States like Kerala should be given more financial support because we have achieved
a lot in the social security sector. We have implemented lot of measures in the field of family planning and in other
social sectors. We have spent more and the standard of living of people is going up there. The State is prospering
like anything and because of that we should not be denied more and more assistance.

Of course, by the concerted efforts of the popular Governments in the State, we have implemented lot of
programmes, on social security schemes and because of the social security schemes, the standard of living of
people there had gone up. The number of people living above the poverty line have gone up. So, | would request
the hon. Finance Minister that because of all these development, we should not be penalised. The State should get
the benefit that it deserves.

The State of Karnataka, from where the hon. Minister of State for Finance belongs, has also demanded for 40 per
cent of the share, though Karantaka is a better managed State financially. If you go through the financial position of
Karnataka, it is financially well managed State as compared to other States. | do not want to name them. But some
of the Northern States are in very bad position . The State of Karnataka which is economically and financial better
managed is maintaining some kind of discipline. They are asking for more devolution of tax shares to the State.

Madam, | urge upon the hon. Finance Minister to view it in a very subtle manner to satisfy the needs of the States.

Madam, in view of the changed situation -- economic liberalisation and globalisation -- we have to view this aspect
very seriously. Even the Eleventh Finance Commission has submitted a preliminary report. It has also made certain
suggestions. So, the more attention of the Finance Ministry should be to help the States.

506. Therefore, for a genuine federalism and also for strengthening the federal system in our country, there must be
self-sufficient States and a strong Centre. So, the entire effort should be towards that.
507. With these words, | conclude my speech
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ISR @1 3t 4 BT 2, I} SHaT ve arem # aviE @A 8 S0, you borrow the money recklessly and if you dole out credit
generously, you must be really rich or on the verge of bankruptcy just like the State Governments in India.
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SHRI MOINUL HASSAN (MURSHIDABAD): Before | go into the main subject of the Bill, | seek your indulgence, to
inform this august House about two or three other matters of another subject which is ultimately related to this Bill.

There was a great debate and discussion in the Constituent Assembly in 1948 regarding the Centre-State financial
relations in India. In that debate hon. Alladi Krishnaswami lyer who was a Member of the drafting committee had
said:

"The financial provisions in the Draft Constitution have also come in for strong commenta€] while an
independent course of sources of revenue are certainly necessary for the proper functioning of a federal
government, there is a distinct tendency, however in the several federations, for the Central Government
to act as the taxing agency, taking care to make adequate provisions for the units sharing the proceeds
as also the Central or National Government granting subsidies. "



Another hon. Member, Shri Syed Mohd. Sadulla from Assam was also of the same opinion. In this perspective, |
would like to mention what my hon. friend, Shri Kirit Somaiya, has mentioned about the dismal financial position of
the States throughout the country. It is an unprecedented crisis. It is very alarming. He has already cited different
data so far as the revenue deficit is concerned, so far as the per-capita debt is concerned, so far as the debt of the
State Government is concerned. | am not going into the details. In addition to that information, | would like to say
that it is happening in every State. | would like to mention here that so far as the Maharashtra Government is
concerned, 73 per cent of the total income is going to salary bill; so far as the Government of Punjab is concerned,
they are borrowing Rs. 100 crore per month to keep the Government afloat; and so far as the Governments of Bihar
and Madhya Pradesh are concerned, they pay more in salary than their tax revenue. Why is it going on? There are
many issues. There are many financial mismanagement also, but we cannot ignore the sudden increase of salary
by the Fifth Pay Commission. We cannot ignore the so-called popular programmes undertaken by the Government.
We cannot ignore the rampant administrative reshuffle. So, in this perspective, devolution of fund to State should be
in such a manner that State Government at least take some development work and face every year happening
“natural calamity' squarely.

Madam, | seek your indulgence to inform the House about the Reserve Bank of India's recent publication. So far as
the transfer of resources from the Centre to the States under the head of Gross Devolution and transfer of
resources is concerned, there are three items - loans, shareable taxes and grants. | am very happy to inform the
House that so far as the taxes are concerned, there is a 12 per cent increase in comparison with the previous year;
so far as the loan is concerned, there is 11.9 per cent increase in comparison with the last year. However, Madam, |
would like to say that so far as the grant is concerned, there is a deceleration of 12.2 per cent in comparison with
the previous year. | would like to know from the hon. Minister as to why this is going on in respect of grants in
comparison with the previous year. Here, we are debating the main issue whether it is the gross proceeds or net
proceeds.

The Bill, as the hon. Minister of Finance has moved, has sought to subvert the recommendation of the Tenth
Finance Commission by deciding to change the sharing of gross proceeds, as envisaged by the Tenth Finance
Commission, to the sharing of net proceeds. It is not a terminological change. All the States of our country suffer by
the loss of money to an extent of Rs. 2000 crore and my State is suffering to an extent of Rs. 200 crore. So, this
change will not help the country.
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The hon. Minister of State for Finance has already told in the objects of the Bill, and | quote:

"However, this will not result in any consequent loss to the State because the Government has also
simultaneously decided to compensate the States by suitably enhancing the percentage of share beyond
29 per cent."

He said, 'by suitably enhancing'. | doubt this. | would just like to quote another statement from the former Deputy-
Chairman of the planning Commission, Shri D.T. Lakdwala. He said:

"The present distribution in India unduly favours the Union Government. In no other established
federation, is the right to levy direct taxes, i.e., income-tax, corporation tax and estate duty (with few
exceptions) so exclusively denied to the States. In regard to loans too, the dependence of the States is
more over-riding because of various restrictions over them."

| do not think it was the intention of those who framed our Constitution. |, therefore, demand that the Government
should come out with a precise balance sheet of resources accruable to the States on the basis of 'gross proceeds'
and 'net proceeds' since 1996-97 till date, and also with projected figures on this account for the next five years.

They are talking about customs duty. A lot of things have been said. The hon. Minister has told that he will also
have the proposed customs duty added to the divisible pool. But what is happening, you know, Sir. There have
been three consecutive budgets. The Government never cared to listen to the voice of the people. They are in
favour of the foreign investors and an open-door policy without restrictions. They have drastically cut down the
excise duty. After cutting the excise duty, they are now including it in the divisible pool. This will not help the State
Governmens.

So far as sub-clause (3) of Clause 3 is concerned, the proposed Bill has sought to confine the task of the



subsequent Finance Commissions to prescribing the percentage of sharing of taxes and duties. | would like to know
whether it is true that the Government wants the future Finance Commissions to only prescribe the percentage of
sharing alone. If it is so, the present amendment will dilute the provision of article 280 of our Constitution.

So far as the Eleventh Finance Commission is concerned, it will come up with its final Report by 30" June. What
would be the status of the terms of reference of the Elevent Finance Commission then? It has already submitted its
Interim Report. My question to the hon. Finance Minister is whether the Eleventh Finance Commission's Report
would not be overlapping, in view of the fact that the Government has moved in with a proposal to modify the TFC's
recommendation.

So far as the period of 15 years is concerned, already my friend Shri Ramesh Chennithala has told about that. |
would only like to say about freezing of the percentage share of States for 15 years. | feel that it is a very long
period and in this period, two or three Finance Commissions will come and go. But everyday a changing situation is
taking place and every time if it is reviewed again, | think that is not proper.

| would like to conclude my speech by saying that our demand is very simple. The States should be assigned at
least 33 per cent of the gross profit of all Central taxes and duties in order to improve the financial health of the
States, which was the final intention of our Constitution-makers.

With these words, | conclude my speech. Thank you, Sir.

SHRI M.V.VS. MURTHI (VISAKHAPATNAM): Mr. Chairman, Sir, | rise to support this Constitution (89 1
Amendment) Bill, 2000 because it is something better than nothing. The Bill seeks to give a little more than what
they were getting previously by amending certain provisions of the Constitution. There is a little confusion here.
They say that the States will get 26 per cent on certain duties and taxes and again to compensate it to 29 per cent,
they give 3 per cent on certain duties and taxes which are excluding the surcharge and other taxes. Instead of
making this confusion, it could straightaway be 29 per cent. | do not know the reason and rationale behind this
move to make it so complicated an affair. We are in the process of simplification of laws . In this age of simplifying
the laws, instead of doing so, we are making them so complicated that no common man would be able to
understand about these laws.

Secondly, they say that they are giving it as per the report of the Tenth Finance Commission. To make it to 29 per
cent, they are giving 3 per cent on other taxes etc. My question is that why can they not give 29 per cent
straightaway from the gross taxes that are collected as per the 101" Finance Commission Report and . It is a very
simple thing. With this the States will get as per the report of the Tenth Finance Commission. | sincerely hope that
the hon. Minister will agree to this devolution of funds at the rate of 29 per cent of the gross collections of all taxes.
If necessary they can consider amending the Constitution accordingly. They say that Articles 270, 279 and 280
come in the way. Are we not amending the Constitution now? When we are amending the Constitution now and
making this constitutional amendment, we can suitably amend other Articles that are coming in the way. | cannot
understand the rationale behind it. This is also to be taken into consideration. If necessary we should make this
amendment and make it easier. Nowadays there is a backdoor method of surcharges. The backdoor method is not
to charge the regular excise duty and customs duty and collect surcharges.

Certain surcharges are also coming now. The hon. Minister should reply on them. The surcharges are also not
shareable. We are in the age of federalism. The States have to be strengthened. Their hands and legs have to be
strengthened. Otherwise they are not able to stand on their own. For a very long time our Telgu Desam Party has
been insisting that 50 per cent of the duties and taxes that are collected by the Union Government should be
transferred to the States so that they can develop on their own. All the States can develop and at the same time
they need not come and beg at the doorstep of the Union Government for each and every request. For even Rs. 2
crore or Rs. 3 crore or Rs. 5 crore or Rs. 10 crore there will be a team to ask for the money. If you share with the
States properly and also bifurcate share of the duties and taxes that you collect, this situation will not arise.



What do the action reports of 101" pay commission say? The Central Government has to take care of it. One day or
the other you have to give some consideration to this. This also has to be thought over of sharing 50% all taxes and
duties that are collected..

What we are discussing today is based on the report of the Tenth Finance Commission. This period is already over.
It is only a book adjustment. The Eleventh Finance Commission is likely to submit its full report any day. They have

already submitted their part report. If the full report comes into operation, then from 15! April we have to share with
the States again. The present amendment is for the period that has gone already.

Now at least by agreeing for 29 per cent gross, you can help those States which are in the debt trap. Then the
States will come out of that debt trap. Every moment all the States are in the debt trap. They are not able to do
anything towards development. Please consider this aspect. The States are also ours. This is a Government of the
Union of the States. We are all one. If all the States have to proper , they have to work properly and effectively. For
this purpose, you kindly consider making them get 29 per cent gross of these taxes. You have to make the
devolution on the basis of gross collection.

| do not want to take much time on this subject because there are other speakers also who want to express their
views on this.

You have stated that the successive Finance Commissions would review the percentage share of the States,
though the Tenth Finance Commission has suggested that the Government should freeze at 29% it for 15 years.
We have to change along with the changing world, and we need not wait even for five years; we should be ready to
make changes as and when required. We thank you for saying that the next Finance Commission, that is, the
Eleventh Finance Commission will review it again.

| would request all my colleagues in the House to demand that the Eleventh Finance Commission should allocate a
higher percentage of share to the States so that they can survive on their own. They will have funds to allocate for
drought-prone areas, cyclone-affected areas, law and order, education, health etc. All these issues are to be dealt
by the State Governments concerned, whereas master the funds are with the Central Government. By the time the
States get the funds, the purpose for which they have been asking for the funds is over.

DR. NITISH SENGUPTA (CONTAI): The Central Government is no less bankrupt than the States. It was the
position ten years ago.

SHRIM.VV.S. MURTHI : If that is the case, the Central Government should cut down their expenditure. We are not
asking for more funds. We are asking the Central Government to give us our share. You are saying that the Central
Government has no funds, but what we are asking is our right full share in the collections. Why should the Central
Government have any difficulty in sharing its revenues with the States? They have to cut down their wasteful
expenditure and give some more money to the States so that the federal structure of the country can be further
strengthened.

537. Thank you very much.
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"As per the new formula, 26 per cent of the net proceeds of all Central taxes excluding stamp duty,
medicinal and toilet items, Central Sales Tax and Consignment Tax will be shared with the States. Three



per cent of the taxes will be assigned in lieu of duties from tobacco, cotton, and grants in lieu of tax on
Railway passenger fares. "
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SHRI P.H. PANDIYAN (TIRUNELVELI): Mr. Chairman, Sir, | rise to express my views on the Constitutional (Eighty-
ninth Amendment) Bill, 2000. | raise the first point. It has been stated that for article 270 of the Constitution, the
following article shall be substituted and shall be deemed to have been substituted. There is no "deeming' provision
in our Constitution. It could have prospective effect. But it cannot have a retrospective effect from Ist April, 1996.
Though | do not say that it is Constitutionally invalid, yet it should have been thought of by the Government before
piloting this Bill. | take this opportunity to express my views on this financial matter.

Sir, these taxes are being shared with the States to the extent of 26 per cent. The States have a responsibility to file
balance sheets not in the way of White Paper but their balance of payment between the States and Centre to see
whether they are financially sound. It is because Parliament is supreme in India. Most of the States are not
financially sound. On the other day, the Minister of Finance while replying to the debate on the Finance Bill
admitted that the financial position of most of the States is not satisfactory. He mentioned it here. So, this is to
augment resources for the States. If this provision is incorporated in the Constitution, it is the bounden duty of the
State Government to = | do not say, ‘file' = inform the public about their financial position through the Legislature.
But so far, no State has said that it is either bankrupt or that it is not financially sound. So, this is to support the
States. The State financial autonomy is gained by this amendment. Therefore, | would appeal that had this Bill been
brought in a proper shape to give it a prospective effect, it would have been better. The Tenth Finance Commission
Report was submitted on 26" November, 1994. We were having various Governments since then. Why was this
Constitution amendment not brought by any Government?

They have failed the people. The Government both from this side and that side of the House have failed the
Constitution and the mandate of the people. So, this constitutional impropriety should not be repeated hereafter.
Nobody is going to challenge it because it is a matter of share between the Centre and the States. Nobody from the
public nor State is going to challenge it because all the States are going to get an equitable distribution of the share
in taxes.

SHRI'V. DHANANJAYA KUMAR: It is only to ratify what has already been devolved on the States.

SHRI P.H. PANDIYAN : | am on the point of constitutional law. Can you retrospectively amend the Constitution? In
the case of Shrimati Indira Gandhi™s election, it had been held by the Supreme Court that Parliament cannot
amend the Constitution retrospectively. So, no provision of the Constitution can be amended retrospectively. That is
why | said that successive Governments have failed the Constitution right from 1994. They have not fulfilled their
constitutional obligation and their duty towards the people of the country. Let it be a lesson.

| have to support this Bill because otherwise people will suffer. Therefore, | support this Bill.

MR. CHAIRMAN : Now Shri Trilochan Kanungo. He may please be brief.

SHRI TRILOCHAN KANUNGO (JAGATSINGHPUR): Whenever | rise to speak, you are in the Chair and you start
cautioning me right from the beginning.

MR. CHAIRMAN: You can make your points.

SHRI TRILOCHAN KANUNGO : Mr. Chairman Sir, this Constitution (Eighty-ninth Amendment) Bill has been brought
in pursuance of the recommendation of the Tenth Finance Commission on alternative scheme of devolution of
share of central taxes on the States. When the Government laid the tenth Finance commission report on the Table

of the House on 24" March 1995, in the Action Taken Report on the Report of the Tenth Finance Commission, the



Government made it clear that it had accepted certain provisions and certain other provisions like the alternative
scheme of devolution would be considered in due course. The due course in March 1995 has come in May 2000.
This is a paradox and undoubtedly unfortunate.

The Tenth Finance Commission made certain recommendations that 29 per cent of the gross proceeds of - all taxes
taken together - should be devolved. They have excluded two central taxes - the Consignment Tax which has not
yet been imposed and the Central Sales Tax. They have excluded these two taxes imposed under article 269. They
have included all other taxes and have also recommended that it should be given effect to from 1.4.1996. Fifty
years after the Constitution has come into force this is no doubt a very good amendment to it.

When we take this into consideration, we have to see what has happened during the last fifty years. While making a
provision for devolution of taxes and transfer of resources from the Centre to the States, what was the intention of
the founding fathers, what was their language and what happened to the principles of devolution and transfer of
resources thereafter? These three aspects are to be discussed in proper perspective and depth.

We should not make a casual statement here. My point is, when the Constituent Assembly was there in 1949, our
founding fathers had expressed very clearly and very emphaticallya€;....(Interruptions)

SHRI RAMESH CHENNITHALA (MAVELIKARA): You know that the Report of the Tenth Finance Commission has
not even been discussed in the House. This is a fact.

SHRI TRILOCHAN KANUNGO : If it has not been discussed in the House, it means that the perhaps the House at
that time did not take things seriously at that time. Now, | am only quoting what our founding fathers had expressed
their views while discussing Articles 249 to 260 of the Draft Constitution which have become Articles 268 to 280 of
the present Constitution. Pandit Hridayanath Kunzru, clearly and categorically, told this and that was the consensus
of the Constituent Assembly also.

"If federation means anything, it means that there should be a transfer of wealth from the richer to the
poorer provinces, just as the concept of social welfare implies that there should be a transfer of wealth
from the richer to the poorer people, so the concept of federation, the concept of national solidarity
implies that the richer provinces should part with a portion of what may be in strict theory be due to them
for the benefit to raise the less developed provinces to the level of the more fortunate provinces. It will not
even be possible to guarantee that the social services in the less developed provinces will reach a
minimum standard."

Sir, look at the situation after 50 years and take stock of the situation in view of the prophesy of Pandit Kunzru and
the founding fathers of our Constitution. He had further added:

"Provinces like Assam, Orissa and the CP (it is now known as Madhya Pradesh and Bihar) which are
starved for want of funds and whose condition is such as to extort the sympathy of all fair-minded people
would remain for ever in the backward condition that they occupy now."

The language was such that these States remain poor and backward even after 50 years of the framing of our
Constitution. Therefore, while looking at this Constitution, Pandit Hridayanath Kunzru had cautioned in the
Constituent Assembly that they would remain poor if this principle of devolution, principle transfer of resources from
the Centre to the States was accepted. Then these States will remain poor, namely, Assam, Bihar, CP and Orissa.
And they have remained poor as yet. This is the intention and we saw the language. But thereafter, things have
gone far worse. You were telling some excuse or the plea which the Central Government had taken. In the
beginning, the income tax as a whole was in the divisible pool. But, in 1959, by amending the Income Tax Act, they
took away the income tax on the profit of companies as corporation tax and excluded it from the divisible pool.

MR. CHAIRMAN : Please conclude. There are so many other Members to speak.

SHRI TRILOCHAN KANUNGO : | will not take much time. | am speaking sense. | hope you would bear with me for
some more time. | implore upon the Chair.

In 1959, the income tax was taken away from the divisible pool and the States suffered. In 1956, in retrospect,
Article 269 of the Constitution was amended to impose Central sales tax. The central sales tax is a tax that has
been imposed on the consumer States. Central sales tax is an internal export duty and it went only in favour of the
developed States. An analysis has been made by several economists. | want to give you a brief figure.

Four States, which have only 19 per cent of the population of the country, appropriate 45 per cent of the revenue



from the Central Sales Tax. | again repeat that four developed States, four richer States and the four higher income
group States are appropriating 45 per cent of the Central Sales Tax. What do the low income States get? Which
are those low income States? They are Bihar, Madhya Pradesh, Orissa, Uttar Pradesh and Rajasthan. With 44 per
cent of the population, they get from the Central Sales Tax only 18 per cent of the revenue. So, my point is that the
Central Sales Tax should be brought into the divisible pool. Mr. Minister, if you do not bring the Central Sales Tax
into the divisible pool, you are doing injustice to the backward States and the poorer States.

There is no doubt that the Finance Commission has made certain recommendations and they had excluded certain
things. But you have also modified it. You have modified two things. The Finance Commission has recommended
that the 29 per cent will be of the gross proceeds of the central taxes. You have modified it. You have also modified
that the percentage share of the States should be reviewed by the successive Finance Commissions instead of
freezing it for fifteen years as suggested by the Tenth Finance Commission. Therefore, a modification should come
saying that the Central Sales Tax should be included in the divisible pool.

The second point is about the Consignment Tax. In 1982, the Constitution was amended in order to favour the
backward States like Bihar, Orissa, West Bengal, Andhra Pradesh and Madhya Pradesh. But the Central law has
not yet been enacted. As a result, they are not also getting anything. So, for the Consignment Tax, the Central law
should be enacted and it should also be broughtinto the divisible pool. So, the Central Sales Tax and the
Consignment Tax should be brought into the divisible pool.

| do not understand not only the rationale of it but also the arithmetic of it. You shall see this in the Statement of
Objects and Reasons in para 11. | again quote:

"Secondly, Government has decided to change the sharing of "gross proceeds" as recommended by the
Tenth Finance Commission to the sharing of "net proceeds" in order to maintain consistency between
articles 270, 279 and 280 of the Constitution. However, this will not result in any consequent loss to the
States because the Government has also simultaneously decided to compensate the States by suitably
enhancing the percentage share beyond 29 per cent "

Again, in para 13, you have said this:

"The scheme will be effective from 15t April, 1996. The percentage share of net proceeds during 1996-97
to 1999-2000 will be such that the States' share is 29 per cent of the gross proceeds. .."

| do not understand the arithmetic of this. Net Proceeds is in the divisible pool, which will be devolved to make 29
per cent of the gross proceeds. What is there? So, by keeping it like that up to 29 per cent of the gross proceeds,
what purpose it would serve? . Therefore, | do not understand the arithmetic of it. The Finance Minister, while
replying to the debate, must clarify the position whether it is the 29 per cent of the gross proceeds or 29 per cent of
the net proceeds that would be taken into consideration. This is my another point.

Next, | would request that the devolution policy, the transfer of resources policy should be in such a way that the
backward States, the poorer States could stand on their own legs. ...(Interruptions) | tell you that ten Finance
Commissions have gone so far. After devolution of taxes during the period of the Tenth Finance Commission
including the recommendation of all Ten Finance Commission, Orissa is the only State which has been left with the
revenue deficit. No other State during that period has fallen into that category. So, there are certain backward
States and the poorer States which deserve a separate dispensation, a complete different dispensation so that they
will stand on their own legs. Unless you do it for a period of ten years, | tell you that States like Bihar, Orissa, Uttar
Pradesh, Assam and Madhya Pradesh shall never come at par with the other States nor with the national average.

With these words, | conclude. Thank you.

SHRI E.M. SUDARSANA NATCHIAPPAN (SIVAGANGA): Respected Chairman, Sir, | would like to confine myself to
the benefits for the Panchayats and Panchayati Raj institutions. | think that these institutions should also be
considered when we take up these amendments. The Seventy-third and the Seventy-fourth amendments of the



Constitution have created the third-tier administration, within the Constitution, which also has taken the power from
the Seventh Schedule to the Eleventh and the Twelfth Schedule. About 29 plus 19 powers were taken away from
the List and have been vested upon the Panchayati Raj institutions.

Now, the small-scale industries, including the food processing industry, khadi and village industry, and cottage
industry were also included. All the 29 plus 19 powers were vested upon the Panchayati Raj institutions. This has
cost too much upon the poor Panchayats and Panchayati Raj institutions. Normally, the State Governments will be
asking for more funds from the Central Government but at the same time, the State Governments will not part away
the funds to the Panchayati Raj institutions. That is the problem we are facing. The unemployment problem can be
tackled; the terrorism problem can be tackled if funds were distributed properly to the Panchayati Raj institutions.
Precisely for this reason in the Seventy-fourth amendment also, a clear provision is given for the Panchayati Raj
institutions in article 280(bb) and also (c). The State Finance Commissions should also consider as to how much
money should be distributed to the Panchayati Raj institutions.

Now, | would like to draw the attention of the hon. Finance Minister that giving share to the State Governments by
amending article 270 and also taking way the words "other than the agricultural income" should not stop the State
Government from taxing the agricultural bigwigs who are having thousands of acres of land. Now, they are going to
be taken away from this net of Agricultural Income-Tax. The State Government should concentrate on increasing
the income and at the same time, they can also take some more share from the Central Government by way of this
type of amendments. The State Governments should not shirk their responsibilities of generating the income from
their own resources. At the same time, they should allow the Panchayati Raj institutions to come up to that level
because the infrastructural development now depends upon the Panchayati Raj institutions. All sorts of works like
construction of roads, wells, providing drinking water, providing relief to the drought-affected areas, and flood-
affected areas are in the hands of the Panchayati Raj institutions. The Central and the State Governments are
pumping money. We do not know as to where does it go. In this regard, | would like to say that people's
representatives should be given the responsibility so that quick relief is provided to the victims affected by natural
calamities, and man-made calamities are stopped very quickly. Human resource development, infrastructural
development, industrial, trade, and professional service developments, etc. are in the hands of the Panchayati Raj
institutions. They are in a competitive spirit to come up to the level of other Panchayati Raj areas. Now, one State
Government is competing with another State Government as to how best they can improve and develop their
economy.

At this juncture, it is a very good move on the part of the Central Government to give more funds in the form of
share to the State Governments. But, at the same time, | would like to submit that the Central Government should
consider giving, out of their share of 29 per cent to the State Governments, at least 10 per cent should go to the
Panchayati Raj institutions also. It is the main source, it is the main area where India can be shown as the
developed country and not by any other means.

Therefore, | would like to submit that the supervisory capacity of the Union Government on the State Governments
is coming down now-a-days. They may be sending crores of rupees to the States, but they cannot question as to
whether they have properly spent it or not, whether enough man-hours have been created and whether assets
have been created. They cannot ask that. They have to just go through the reports sent by the State Governments
and be satisfied with it. In the same way, the State Governments are not utilising the funds given for the Panchayati
Raj institutions. They are not finding out as to whether assets have been created and how many poor people have
come above the poverty line etc. The State Governments are not worried about it. They are only worried about the
statistics and surveys.

626. So, | would like to submit that there should be a healthy competition between the Panchayati Raj institutions,
the State Governments and also the Union Government. In future, | would like to suggest that 40 per cent of
the income should be with the Central Government, 30 per cent should be with the State Governments and the
rest 30 per cent should be with the local self-Governments. Then only poverty can be eradicated from our

country and India can become a leading economic power of the world in the 215t Century.
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SHRI VARKALA RADHAKRISHNAN (CHIRAYINKIL): Mr. Chairman, Sir, | cannot support this Constitution
(Amendment) Bill. The main reason for that is, there is a provision for sharing of taxes on the basis of gross
collection. Before | go into the details, at the outset, | would like to submit that | do not understand the logic behind
this move.

The NDA Government has appointed the Constitution Review Committee. They have prepared a questionnaire and
it is being forwarded to the Members of this House as well as others. This is a matter concerning the basic features
of the Constitution. Our Constitution is a federal one. It means that there must be sharing of powers. The sharing of
powers means administrative power-sharing and financial power-sharing. This is about the sharing of taxes.

There are three most important provisions in the Constitution. Here, our attempt is to give retrospective effect to the
provisions of the Constitution. About that point, what my hon. friend, Shri P.H. Pandiyan, has stated is relevant. But
| do not want to go into details and legalities relating to this particular issue.

We all know that there were two Commissions about the sharing of taxes. One was the Sarkaria Commission. That
Commission had taken evidence and elaborately dealt with the matter. They had recommended certain devolutions
of sharing of taxes. These are before the Government. The Government is sleeping over that process for a long
time. Subsequently, there was another Tax Reforms Committee headed by Dr. Raja Chelliah to reform the taxes.
The recommendations of that Committee are before this Government. They have not taken any action.

Lastly, the Tenth Finance Commission had submitted its recommendations five years ago. They did not take any

action. Now, they have brought forward the Constitution (89" Amendment) Bill. What is the purpose? Firstly, | doubt
the sincerity of this Government. Now, this Government is having a peculiar nature. It is a combination of regional
parties. Here is a matter which deals with sharing of taxes between the Centre and the States. What was our
previous experience? | will refer to some instances. The States cannot be faulted if they seek to get this assurance
enshrined through a proper constitutional amendment. Nobody can deny the fact that the States were denied their
due share in such proceeds earlier due to machinations of the Centre. It is not a secret that successive Ministers of
Finance at the Centre sacrificed the interests of the States by effecting reductions in the basic rates of Income Tax
as well as Customs Duties while protecting its revenues by striking through duties that need not be shared with the
States. So, there is a step-motherly attitude. When it concerns the Centre, they will be doubly conscious. They will
collect it with all the will because they need not share it with the States. WWhen the question of Income Tax and other
duties comes, they would adopt a step-motherly attitude even without consulting the States. There have been
instances when the Central Government reduced the taxes to the detriment of the States. Previously, that was
about sharing. What will be the net result?

Now, this matter was examined by the Finance Committee. That Committee examined the Finance Secretary for this
purpose. What did he say? | shall refer to one of his statements. Now, when he was specifically questioned by the
Committee about the impact of gross proceeds being changed into net proceeds, the Finance Secretary had said:

"However, from 1997 to 1998, there will be a negative of Rs. 3,525 crore for the State Governments
because of lower revenue. "

So, it is an admitted fact that even for a year, the State Governments will lose an aggregate amount of Rs. 3,525
crore. Moreover, it may be pertinent to note about the financial position of the States. Their financial position is
deplorable and alarming.

Just about a year ago, the RBI noted that the budgeted revenue of deficit States for 1998-99 amounted to 1.6 per
cent GDP against 1.4 per cent GDP the year before. Compared with the current financial year, the gross fiscal
deficit of GDP for 1998-99 would be Rs.78,000 crore. That is the position of the States taken together. It is four per
cent of the GDP.

Sir, everywhere, we find the deficit financing. In such a situation, this NDA Government is bringing this amendment
with a view to rob off the income of the States which they were getting previously. Why did they not wait till the
Review Commission submitted its report? What was the need for moving it? Let the status quo be maintained. Let



us wait. We had waited for the Sarkaria Commission™s recommendations. We did not bring in any constitutional
amendment. The Chelliah Committee also gave some recommendations but we did not bring in any constitutional
amendments. Why such a haste in the circumstances that this Government has appointed a Committee without
consulting us? A Review Committee was appointed without even informing the House. They are doing their work.
With such a situation, what is the logic of having this amendent passed through in haste?

As regards freezing of 15 years, | do not have any objection. We will take it as 55 years. But it will be detrimental to
the States. How can the Centre be believed? Are they sure that this NDA Government will last for ever? Are they
sure that the regional parties will be represented in the Central Government to look after the States™ financial
interests. It cannot be. Some time some other party may come in the Centre. They want to rob off the powers of the
States. The States™ interests will not be looked into. We are changing the Constitution.

In such a situation, the mere words of the Central Government that it would be compensated cannot be taken at
face value. The Central Government may say that you would be benefited and that they would do all that is
possible to give them benefit. Those words cannot be taken on their face value. The previous experience was
detrimental to the States™ interest.

So, | emphatically say that this gross profit should be shared, especially in some States, more particularly in Kerala
State where the plantation crops like tobacco, rubber, etc. are there. The sales tax is not there. So, our revenue will
be curtailed. The State will become more or less a pauper by this amendment. That is why, | oppose this provision
with all my vehemence because in the long run, the States will be in difficulties.

Sir, | may be permitted to make one point clear. What is the percentage? It is 29 per cent and that is a uniform
decision concerning all States. Is it just and proper? Because Kerala and some other States have developed, the
decision will be detrimental to their interest. If the Government is serious of doing justice to the State, this
percentage of 29 per cent should be increased to 40 per cent. Some States have demanded 40 per cent. So, | warn
the hon. Members who are representing the regional parties and who are now part of this Government that this is a
death knell for them. When they go out of this Government, the States will be put to ruin and they would feel the
difficulty. At that time, the Centre will not come to their help. The Centre is looking after its own interest. It is
concerned about its income only, its tax revenues only. It is not concerned about sharing of taxes. So, | advise them
accordingly, particularly the DMK party Members who always speak about Tamil Nadu that they would feel the
difficulty if this amendment is passed.

Shri Baalu, this will be your death-knell and the people of Tamil Nadu will be the big losers. You will not be there
always. Your party will not be there always. A Government will come which may not have the same feeling as this
Government has.

With these words, | oppose this Bill with all vehemence and support the idea of sharing the gross proceeds.
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THE MINISTER OF FINANCE (SHRI YASHWANT SINHA): Mr. Speaker, Sir, | am grateful to all the Members who
have taken part in this debate. | would like to personally apologise to the House for not being present throughout
the debate because duty had called me away to the other House. But | have a complete list of all the points which
have been made and | hope that in the course of my reply, it will be possible for me to refer to those points and
satisfy the Members.

The Tenth Finance Commission on the basis of whose Report this amendment has been brought forward, was
appointed by the then Government on I15th July 1992. And let us not forget that the period for which we are working
is a period which has expired on the 315! March.

The Report was submitted by the Tenth Finance Commission to the then Government on the 26" of November
1994. And then between 1994 until that Government demitted office, | am not aware of much action having been
taken on this particular recommendation. The Tenth Finance Commission, after making the suggestion said:

" We would recommend that the alternative scheme of resource sharing suggested by us may be brought
into force with effect from the Ist April, 1996 after necessary amendment to the Constitution."

Thus, after that Government demitted office and was replaced by the Government known as the United Front
Government, That Government initiated some measures but they also could not bring it before Parliament and the
Constitution amendment proposal remained pending.

The last Government under the leadership of Prime Minister Shri Atal Bihari Vajpayee had assumed office in March
1998 and on the l4th of July 1998 we came with this amendment. This amendment was referred by you to the
Standing Committee of Parliament and by the time their report came and the matter could be processed further,



unfortunately the Twelfth Lok Sabha got dissolved and therefore, we could not bring the Constitution amendment
before this House.

We have taken once again as expeditious action as was possible and we have brought this matter before this
House for consideration so that this recommendation of the Tenth Finance commission could be given effect to
retrospectively from Ist April, 1996.

In the course of the debate, a number of issues have been raised. | will deal with the more important ones in the
time at my disposal.

The first issue, which has been raised, is the issue in regard to gross and net. This is the issue on which Shri
Varkala Radhakrishnan and friends like him in this House said that they oppose this amendment with all their
vehemence.

I would like to very humbly clarify that if you go through all the provisions of the Constitution, and we have quoted
those provisions in this Bill which has been circulated, everywhere in all the articles of the Constitution, the phrase
used is "net proceeds'. ...(Interruptions) Nowhere does the Constitution talk about gross proceeds. It talks about net
proceeds. What is the difference between net proceeds and gross proceeds? The difference between the net
proceeds and the gross proceeds is the one - the cost of collection, the money, which the Government of India
spends on collections, and any refund, which we might make. Who calculates the net proceeds? We do not
calculate the net proceeds. It is the C&AG who calculates the net proceeds. It is done on the basis of calculation
done by the C&AG. He is a Constitutional authority under the provisions, on the basis of which the devolution of
Central taxes to the States takes place.

Therefore, when we looked at it again, we came to the conclusion that it will not be fair to change this basic
structure in the Constitution because the Constitution is talking of net proceeds everywhere, and, therefore, in just
one amendment, if we bring in the concept of gross proceeds, then it will not be fair. But we did not want; it was not
our intention at all to do away the States out of their share.

In fact, on the day the Cabinet approved this and the Government spokesman, my colleague, the Minister of
Parliamentary Affairs was briefing the Press, he was the one who told the Press that there might be a shortfall of
around Rs. 2,000 crore as a result of the change of definition between gross and net. | am hastening to add that we
will make up this loss for the States.

A number of Chief Ministers were also concerned about this thing. They wrote to the Prime Minister. They wrote to
me. In all cases we have replied with the assurance that this loss, as calculated by the C&AG, will be made good by
the Government of India and that this 29 per cent of the devolution formula will not stand in the way, and if it
becomes necessary, then this 29 per cent will be raised to 29.3 per cent or 29.4 per cent. We will have absolutely
no hesitation in doing this, and therefore, a€,...(Interruptions)

SHRI BASU DEB ACHARIA (BANKURA): When the Government of India will compensate the loss to the State
Governments, then what is the difficulty in amending the net by gross? You can amend the Constitution.
...(Interruptions)

SHRI YASHWANT SINHA: The difficulty is very simple. We are trying to observe the basic framework of the
Constitution, the basic concepts in the Constitution. The basic concept, as | said, is "'net proceeds'. Therefore, if
there is any loss, | am standing here before this House and on behalf of the Government, | am assuring that that
loss will be made up. Now, this is one time for four years. What is the history? As we know, the Finance
Commissions are appointed at an interval of five years. It is the Finance Commission which recommends the
devolution of taxes between the Centre and the States.

17.00 hrs.

The Finance Commission's recommendations are considered so sacrosanct that a convention has built up over a
period of time that the Finance Commission's recommendations, though they are recommendations, are accepted in
foto by the Government of India and implemented. They are acceptedin toto. Finance Commissions'
recommendations are not altered by the Government of India. That is the respect, that is the authority which is
attached to the Finance Commission. In this case, what happened? The Tenth Finance Commission made the
recommendation that 29 per cent of all taxes collected by the Government of India, whether shared with the States
or not, or shared in whatever proportion, should be replaced by a new formula that 29 per cent of all taxes, even
those taxes which were not shared with the State Governments, should be devolved to the States. This was their
recommendation. The other part of their recommendation was that this formula of 29 per cent devolution of all taxes
to the States should not be disturbed for 15 years. This was the recommendation of the Finance Commission. Now,



the then Government, in its meeting with the Inter-State Council, agreed to the suggestion that this 15-year period
should be altered and it should be made five years. 29 per cent remained but 15 years was reduced to five years.
We have abided by that decision taken in the meeting of the Inter-State Council. We have not altered that. Then we
appointed the Eleventh Finance Commission, and as far as the Eleventh Finance Commission is concerned, one of
the Terms of Reference of the Eleventh Finance Commission is to make a further recommendation in regard to the
devolution of Central taxes to the States. When the Report of the present Commission comes in the next few
weeks, then | hope that they will be making recommendation in this regard. Therefore, if there is any impression in
the mind of any hon. Member or any Chief Minister that this Government does not want to give to the States what is
their due, then let me disabuse that impression completely. We are committed to giving the States what is due to
the States, even if it involves going beyond 29 per cent. So, let there be no doubt in that regard.

Shri Trilochan Kanungo raised the issue of the Central sales-tax. Let me assure him that the Central sales-tax is
fully assigned to the States under the present arrangement and the Central sales-tax will continue to be fully
assigned to the States. We are not even bringing the Central sales-tax into the pool, which will enable us to keep
71 per cent of it and distribute only 29 per cent.

SHRI TRILOCHAN KANUNGO (JAGATSINGHPURY): | talked about the backward States.

SHRI YASHWANT SINHA: Sir, that is an issue which is being discussed separately. It has been discussed with the
Chief Ministers, it has been discussed in a Committee of the Chief Ministers and the State Finance Minister, which
the Prime Minister had asked me to call after the Inter-State Council meeting. We are doing that and there is
already quite deep close interaction with all the State Governments on that score.

The Eleventh Finance Commission has, as its Terms of Reference, devolution not only to the State Governments
but also further devolution to the Panchayati Raj Institutions, from the State Governments. So, this is an issue
which will be taken care of.

When Dr. Raghuvansh Prasad Singh was speaking, | am told, he raised the issue that why make it applicable from
1.4.1996 and not from 1.4.1995. The Tenth Finance Commission had recommended that it should be made
applicable from 1.4.1996 and that is why it is 1.4.1996.

Now, there is one point to which | would like to reply before | am done. That is again an issue which Shri Varkala
Radhakrishnan had raised. He challenged the sincerity of the Government in regard to our attitude, our willingness
to share the funds with the State Governments. We are all aware that there is a constitutional arrangement
determined by the Finance Commission under which devolution of Central taxes takes place. Then, outside of the
framework of the Constitution ...(Inferruptions) let me explain and then you can ask your questions. | am replying to
your point. You must listen to me fully.

Then, there is the Planning Commission which makes available to the States, Plan funds which are given or made
available for every Annual Plan as budgetary support by the Government of India for the Centre and the State
Plans. But as far as the sincerity of this Government is concerned, did we wait for the implementation of the
recommendations of the Finance Commission? Did we wait for this constitutional amendment? Did we wait for the
recommendations of the Eleventh Finance Commission? We did not. When the States came under pressure, like
we did, as a result of the impact of the Fifth Pay Commission — and | have stood before this House and repeated it
on many occasions that the States collapsed under the weight of the recommendations of the Fifth Pay
Commission.

| know this for a fact that the then Finance Minister had promised in a meeting of either the N.D.C. or the Inter-State
Council that the States will be fully taken into confidence before the Government of India took a decision to
implement the recommendations of the Fifth Pay Commission. The then Government of India did not take the States
into confidence. The then Government of India unilaterally took a decision about the implementation of the
recommendations of the Fifth Pay Commission.

The impact on the States was absolutely unavoidable. | had said on some other occasion that even if we had
dropped an atom bomb or a nuclear device on the States, probably they would not have suffered as much as they
have suffered as a result of these recommendations which, as a result of our action, were imposed on the States.

What happened then? The hon. Prime Minister called a meeting of the National Development Council. In the
National Development Council, Chief Minister after Chief Minister pleaded with the Prime Minister that they had run
into a great deal of difficulty as a result of this and the Government of India must come to their rescue.

Now, the Government of India is not the lender of the last resort. This is not the constitutional requirement. But the
Government of India has never shrunk from its responsibility. | would like to say that | came before this House



...(Interruptions) Then | came with the Supplementary Demands last year. We placed an amount of Rs. 5,000 crore
- Rs. 3,000 crore Budget plus Rs. 2,000 crore additional market borrowing — at the disposal of the State
Governments by means of augmented ways and means support so that the States could get over the problems
created by the Fifth Pay Commission in the medium term.

We are in touch with every State Government and we are helping them to draw up programmes and policies which
will enable them as it will enable us to get over the dis-impact in the medium term.

We did not wait and that is a proof of our sincerity. Again, when there was a question of what will happen to the
States in the beginning of the financial year last year, we talked to the Reserve Bank of India and we made sure
that something like Rs. 1,500 crore worth of accommodation was made available to the State Governments by way
of expanded ways and means arrangement with the Reserve Bank of India.

Whenever the States have approached us either collectively or individually, whether it is the drought of Orissa,
whether it is a natural calamity anywhere or whether it is the present drought, on every occasion the Government of
India under the leadership of Prime Minister Shri Atal Bihari Vajpayee has gone out of its way to help the State
Governments. And this is the attitude in which we shall approach our relationship with the States. We are committed
to cooperative federalism and we will make sure that while our own financial situation is not very happy, still we will
make sure that no State will suffer.

Let me inform this House that in the last one year, State after State has run into overdrafts.

They have pierced or exceeded the arrangement with the RBI. On every occasion, we came to the rescue of the
States and made sure that no State was in default, no State™'s payments were stopped by the RBI. So, that is the
attitude that we have.
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SHRI YASHWANT SINHA: Before this Government assumed office, there was no provision for giving security-
related expenditure to the States. Now, in consultation with the Ministry of Home, we have started giving this to all
the State Governments, which are facing problems of terrorism and where the law and order problem is serious.
The Government of India is going out of its way to give them security-related expenses. We are sharing it with the
States. A sumof Rs. 1,500 crore has been made available to the State Governments in this regard.

Now, Sir, | will come to the issue, which has been raised by Shri Raghuvansh Prasad Singh. =it ¥+ s+ 9 19 &1
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MR. SPEAKER : Shri Jha, please take your seat.

SHRI YASHWANT SINHA: Mr. Speaker, Sir, | would, therefore, request and plead most humbly that this
constitutional amendment which has the consensus of all the political parties and which has been dealt with by
three Governments in succession, it will be in the fitness of things if this House passes this Constitutional
Amendment Bill unanimously rather than opposing it.

SHRI MADHAVRAO SCINDIA (GUNA): Mr. Speaker, Sir, the hon. Finance Minister talked about cooperative
federalism. But cooperative federalism is a two way street. | can understand that there are certain problem-States
where they are backward; where there are special development problems; then there are areas like the North-East
where economically we have to give a greater push; and then there are certain States that are terrorist affected and
you have to assist them. But there are examples, glaring examples of some very rich and some very advanced
States that are indulging in tremendous financial rashness. Is there no way, we fully support this 29 per cent, by
which the Finance Minister can take some initiative through the NDC or the Inter-State Council and ensure that at
least some of these rich States — | know of a very rich State which has overspent its revenue expense by 73 per
cent — some of these comparatively advanced States adhere to some more rigorous code of financial discipline?

Sir, | would also like to point out to the hon. Finance Minister, | had pointed it out while participating in the
discussion on the Budget, that there are many States where the Plan Budget is mis-spent. You give them
Budgetary support, the Planning Commission sanctions them a certain amount but the money is spent elsewhere. |
remember, when | was the HRD Minister there was a particular State where we gave crores of rupees for
education. After one year when we enquired as to how this money was spent, it was found that it had all been spent
on revenue expenditure of that Government on things that were totally alien to education. Can the Planning
Commission also not be given a little more teeth so that they could enforce financial discipline at least as far as
Plan Budgets are concerned?...(Interruptions)

MR. SPEAKER: No, no, please take your seat.

SHRI SANSUMA KHUNGGUR BWISWMUTHIARY (KOKRAJHAR): There are a lot of problems in the
...(Interruptions) Why is the Minister not talking about all these things ...(Interruptions)

MR. SPEAKER: Please take your seat.

SHRI SANSUMA KHUNGGUR BWISWMUTHIARY : What kind of economic justice are you going to do? It is a very
serious matter ...(Interruptions) Kt is not a question ...(Interruptions) | would like to demand from the Government of
India ...(Interruptions)

MR. SPEAKER: Shri Bwiswmuthiary, please take your seat. | have called Shri Somnath Chatterjee.

SHRI SOMNATH CHATTERJEE : Sir, we are supporting this Amendment Bill. But one of the observations
...(Interruptions)

MR. SPEAKER: We have to pass another Constitutional Amendment Bill today.
SHRI SOMNATH CHATTERJEE : Sir, | would take only one minute.

Sir, one of the statements made by the hon. Finance Minister is that the recommendations of the Finance
Commission are always accepted. The Finance Minister said that. Today we are bringing in a Constitutional
Amendment which is not for five years only, though the Finance Minister has mentioned twice that it is for five
years. No. Until the next Finance Commission makes a better recommendation, this, | hope, at least will continue.



Therefore, it is changing the organic law that will continue for ever until the Finance Commission makes another
recommendation that is accepted by the Government.

Sir, the hon. Finance Minister has said that the Constitution provides for net allocation, that is allocation of the net
amount. But knowing about this provision and being fully conscious of that position, the Finance Commission made
a recommendation of allocation of the gross proceeds. Therefore, they have made a conscious change here in the
recommendations of the Finance Commission and the Finance Minister says that the Government is changing that
although the recommendations of the Finance Commission are always accepted. Therefore, you have made a
change in the recommendation of the Finance Commission when the Finance Commission made a conscious
change. Therefore, | would like to know as to why this change was made when the Finance Commission made a
departure from the previous arrangement of the Constitutional provision.

SHRI K. YERRANNAIDU (SRIKAKULAM): Sir, the hon. Finance Minister has declared the year 1999-2000 as the
"Gram Sabha Year'. It is a good decision. The Tenth Finance Commission has recommended Rs. 4 crore for the
Gram Panchayats for four years. This recommendation has not been implemented for the first year. But the
Government of Andhra Pradesh got only two instalments. The third and the fourth instalments has not been
received so far. The Gram Panchayat, with the expectation that they would receive the third and the fourth
instalments, passed some Resolutions and prepared estimates for execution of the works. The Panchayati Raf
Sammelan Committee approached the Minister of Rural Development for releasing two instalments. The hon.
Minister also promised to release the same. But those were not released to the Gram Panchayats by 315! of March.
This is a recommendation of the Tenth Finance Commission. | would like to know the latest position about this from
the hon. Finance Minister.

st #le waa (e <R "em): e Aeigy, # onue AW ¥ faw it weiqy @ e # @ e § % grad wew § vt ol @ o
qag 3 T8l afcws Tl AQuifered AT I8 Fae, Reelt iR 7519 $1 21 FEg H WRA THR DI 20 89X B 39¢ § el g9 A=
B w0 A e 8 afew fw w5 wEigg 7 gad @ forg B ow <9 &1 aEe T8 @ 2 gufan § 98 et s wed g s
ER 3R 3y Agifered (Hd & oY &1 89R RIS U I HT U@L FX| G 3a41 & Hel 8| ST aqaqE |

DR. NITISH SENGUPTA (CONTAI): Sir, thank you very much. | rise to support this Bill, which to my mind has been
long over-due.

Sir, the Constitution uses the expression, “India will be a Union of States'. It is something that was observed more in
breach than in observance. This is a very timely attempt to set some of those distortions right and to bring us back
to the concept of Union of States.

Sir, the basic principle about transferring this 29 per cent of all the revenues to the States is that earlier, except for
Income Tax, there was no compulsion on the Government to transfer resources to the States. From now on, it will
be based on a system. No longer would the States be supplicants trying to come and beg from the Union Finance
Ministry or other authorities for more funds but they would stand on their own rights. Certain portion of Central
Excise, Customs and everything else would be passed on to them automatically.

Sir, the difference between the gross and the net proceeds, | think, has been explained properly by the hon.
Finance Minister.

MR. SPEAKER: You can only seek clarification.
DR. NITISH SENGUPTA : Sir, | fully support this Amendment Bill. ...(/nterruptions)

SHRI RAMESH CHENNITHALA (MAVELIKARA): Mr. Speaker, Sir, we are all aware that the revenue base of the
economy has changed dramatically. In view of this, will the Finance Minister take a fresh look at the taxes that can
be shared between the Centre and the States?

SHRI YASHWANT SINHA: Sir, in regard to the points that have been raised by Shri Madhavrao Scindia, | would like
to say that in the spirit of cooperative federalism, we are in constant touch, institutionally and informally, with the
State Governments. We are in touch with the State Governments institutionally through the meetings of the NDC,
through the meetings of the Inter-State Council, through the Standing Committee of the Inter-State Council, and
through the Standing Committee of the State Finance Ministers of which the West Bengal Finance Minister is the
Convenor.
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SHRI YASHWANT SINHA: And we are in touch informally with the Chief Ministers. When we devised this extra
ways and means fund, for which | had come to Parliament through the Supplementary Demands last year and got
the approval of Parliament, we discussed this matter with the State Governments. | do not know whether there is a
rich State in India or not but Shri Madhavrao Scindia believes that there are some rich States and that there are
some poor States.

SHRI MADHAVRAQO SCINDIA : | said that in comparative terms.

SHRI YASHWANT SINHA: We are in touch with all the State Governments practically. Many of them, at their own
initiative have even entered into memoranda of understanding that they will take a number of steps. There are
milestones fixed; there are time schedules fixed and those States have taken many of those steps. So, there is a
consciousness among the States also today that the fiscal situation is bad, it is bad for the whole country and not
only for that State, and that all of us have to do something together in order to get over that problem. This process
is going on.

I will humbly plead that we should all assist in that process so that we are able to build a larger national consensus
cutting across political lines; so that those who are in governance, whether at the Centre or in the States, are able
to solve this national problem of fiscal deficit about which concern has been expressed repeatedly in this House.
That is exactly the direction in which we are proceeding. But | am not the Comptroller and Auditor General of India.
The Finance Ministry of the Government of India cannot take the responsibility which is given under the
Constitution to the Comptroller and Auditor General of India. The Comptroller and Auditor General audits the
accounts and submits his reports to the State Legislatures. The State Legislatures are then supposed to look at the
reports. If there are instances, they have their own consequences. But | would like to assure the House that we are
using every opportunity, every occasion to jointly understand with the States the problems and the solutions.

In regard to the issue that has been raised by Shri Somnath Chatterjee, | agree that there is a change. We have not
concealed it! We are saying that it is good. We are giving the reason also as to why it is good and how we are
going to compensate the States. But the point which | would like to make is that this is not the only change which
has been made in the Finance Commission's recommendations. The first change that was made was reducing the
period from 15 years to five years.

SHRI SOMNATH CHATTERJEE : That is not in the Constitution.

SHRI YASHWANT SINHA: That is not in the Constitution, but that is clearly understood because the Inter-State
Council decided it and the Eleventh Finance Commission's Terms of Reference include it.

The other point which | would like to make is, if the Governments of the day had moved in this matter in good time,
maybe this Constitutional Amendment would have been discussed in some Lok Sabha, maybe in 1995, 1996 or in
1997. We should not have waited until the Year of the Lord 2000 for this Constitutional Amendment. However, there
were problems and there were delays. If the Eleventh Finance Commission or any subsequent Finance Commission
were to make recommendations, we will certainly come back to the House and suggest those Constitutional
changes. That is as far as that issue is concerned.

In regard to the issue of giving money separately to Mumbai, | would like to tell Shri Rawale that Mumbai is
supposed to be the commercial and trade capital of the whole country.

There are people going from all over the country and there are businesses also going from all over the country to
Mumbai. So, Mumbai gets the advantage as well as the disadvantage of both. But in any case, this is not the
occasion where we should be discussing what should be done for individual cities. ...(Inferruptions)

So, | would suggest that the House adopt this Constitutional amendment with acclaim. ...(Interruptions) Sir, in
regard to the issue, which has been raised by Shri Yerrannaidu about disbursing those two instalments to the State
of Andhra Pradesh, | will have to check it up. ...(Interruptions)

MR. SPEAKER: Nothing will go on record except the Minister's speech.
(Interruptions) &€ *
SHRI YASHWANT SINHA: | do not have the information just now. | will check up that information. ...(Interruptions)



*Not recorded

MR. SPEAKER: There is an amendment to the motion for consideration. Shri Varkala Radhakrishnan, are you
pressing your amendment no.1?

SHRI VARKALA RADHAKRISHNAN (CHIRAYINKIL): Yes, Sir.

MR. SPEAKER: | shall now put amendment no.1 moved by Shri Varkala Radhakrishnan, to the motion for
consideration to the vote of the House.

The amendment no. 1 was put and negatived.

MR. SPEAKER: Before | put the motion for consideration of the Bill to the vote of the House, | would like to say that
this being a Constitution (Amendment) Bill, voting has to be by division.

Let the Lobbies be cleareda€”

MR. SPEAKER: Now, the lobbies have been cleared.

Kind attention of the Members is invited to the following points in the operation of the Automatic
Vote Recording System:

1. Before a Division starts, every Member should occupy his or her own seat and operate the system from that seat
only.

2. As may kindly be seen, the "Red bulbs above display boards" on either side of my chair are already glowing. This
means the voting system has been activated.

3. For voting, press the following two buttons simultaneously immediately after sounding of first gong, viz,

(i) One "Red" button in front of the Member on the head phone plate; and

(i) Any one of the following buttons fixed on the top of desk of seats:

"Ayes' -- Green colour

"Noes' -- Red colour

"Abstain’ -- Yellow colour

4. It is essential to keep both the buttons pressed till the second gong sound is heard and the red bulbs are "off".

The hon. Members may please note that the vote will not be registered if both buttons are not kept pressed
simultaneously till the sounding of the second gong.

5. Do not press the amber button (p) during Division.

6. Members can actually "see" their vote on display boards and on their desk unit. In case vote is not registered,
they may call for voting through slips.

The question is:
"That the Bill further to amend the Constitution of India, be taken into consideration. "

The Lok Sabha divided:

MR. SPEAKER: Subject to correction, the result* of the division is:
Ayes: 335



Noes: 2

The motion is carried by a majority of the total membership of the House and by a majority of not less than two-
thirds of the Members present and voting.

The motion was adopted.
MR. SPEAKER: The House shall now take up clause-by-clause consideration of the Bill.
Clause 2 Amendmentof article 269
MR. SPEAKER: There are amendments to this clause. Shri Kanungo, are you moving amendment No. 27
SHRI TRILOCHAN KANUNGO (JAGATSINGHPUR): | beg to move:
Page 2, line 12,-
for "formulated by Parliament by law"

substitute "prescribed by Finance Commission" (2)

o Ayes : 335+Shri Nitish Kumar,Shri Sharad Yadav,Shri Punnulal Mohale,Shri Danve Raosaheb
Patil,Dr.Sanjay Paswan,Shri Manjay Lal,Shri Chandrakant Khaire,Shri Raguvir Singh Kaushal,Shri V.P.
Singh Badnore,Shri Thirunavukarasu, Shri P.D.Elangovan, Shri D.Venugopal,Shri Trilochan
Kanungo,Shri T.M. Selvaganapathi,Shri Subodh Roy,Shri Sushil Kumar Shinde,Shri M.O.H.Farook,Shri
P.R.Kyndiah,Shri Vilas Muttemuar,Shri Tarun Gogai,Shri Sinsh Patel,Shri J.S.Brar,Shri Kodikunnil
Suresh,Shri Tarachand Bhagora,Shri G.S.Galib,Shri Tilakdhari Prasad Singh =365

o Noes:2-Shri Trilochand Kanungo=1

MR. SPEAKER: | shall now put amendment No.2 moved by Shri Trilochan Kanungo to clause 2, to the vote of the
House.

The amendment no.2 was put and negatived.
MR. SPEAKER: Shri Radhakrishnan, are you moving amendment no.57
SHRI VARKALA RADHAKRISHNAN (CHIRAYINKIL): | beg to move:
Page 2, line 8,-
for "net"
substitute "gross" (5)

MR. SPEAKER: | shall now put amendment No.5 moved by Shri Varkala Radhakrishnan to clause 2, to the vote of



the House.
The amendment no.5 was put and negatived.

MR. SPEAKER: Before | put clause 2 to the vote of the House, | would like to say that this being a Constitution
(Amendment) Bill, voting has to be by division.

The Lobbies have already been cleared.
The question is:
"That clause 2 stand part of the Bill."

The Lok Sabha divided:

MR. SPEAKER: Subject to correction, the result of the division is:
Ayes: 331
Noes: 01

The motion is carried by a majority of the total membership of the House and by a majority of not less than two-
thirds of the Members present and voting.

The motion was adopted.
Clause 2 was added to the Bill.

Clause 3 substitution of new article for article 270

MR. SPEAKER: There are amendments to this clause also. Shri Trilochan Kanungo, are you moving your amendment Nos. 3 and 47

SHRI TRILOCHAN KANUNGO (JAGATSINGHPURY): Sir, | am not moving.

SHRI VARKALA RADHAKRISHNAN (CHIRAYINKIL): Sir, | beg to move:

Page 2, line 21,-

for "net"

substitute "gross" (6)

MR. SPEAKER: | shall now put amendment No.6 moved by Shri Varkala Radhakrishnan to the vote of the House.
The amendment was put and negatived.

MR. SPEAKER: Before | put clause 3 to the vote of the House, | would like to say that this being a Constitution
(Amendment) Bill, voting has to be by division.

The Lobbies have already been cleared.
The question is:
"That clause 3 stand part of the Bill."

The Lok Sabha divided:

MR. SPEAKER: Subject to correction, the result of the division is:



Ayes: 367
Noes: Nil

The motion is carried by a majority of the total membership of the House and by a majority of not less than two-
thirds of the Members present and voting.

The motion was adopted.

Clause 3 was added to the Bill.Clause 4 omission of article 272MR. SPEAKER: Before | put clause 4 to the vote of
the House, | would like to say that this being a Constitution (Amendment) Bill, voting has to be by division,

The Lobbies have already been cleared.
The question is:
"That clause 4 stand part of the Bill."
The Lok Sabha divided.:

MR. SPEAKER: Subject to correction, the result of the division is:
Ayes: 381
Noes: nil

The motion is carried by a majority of the total membership of the House and by a majority of not less than two-
thirds of the Members present and voting.

The motion was adopted.
Clause 4 was added to the Bill.
Clause 1 short title

Amendment made:
"Page 1, line 3, -
for "(Eighty-ninth Amendment) Act, 2000"
substitute "(Eightieth Amendment) Act, 2000" (7)
(Shri Yashwant Sinha)
MR. SPEAKER: The question is:
"That clause 1, as amended, stand part of the Bill."

The motion was adopted.

Clause 1, as amended, was added to the Bill.
The Enacting Formula and the Title were added to the Bill.

SHRI YASHWANT SINHA: | beg to move:

"That the Bill, as amended, be passed.”



MR. SPEAKER: The lobbies are already cleared.
The question is:

"That the Bill, as amended, be passed.”

The Lok Sabha divided:

MR. SPEAKER: Subject to correction, the result of the division is:
Ayes: 378
Noes: nil

The motion is carried by a majority of the total membership of the House and by a majority of not less than two-
thirds of the Members present and voting.

The Bill, as amended, is passed by the requisite majority, in accordance with the provisions of article 368 of the
Constitution.

The motion was adopted.

MR. SPEAKER: The lobbies may be opened now.
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