Centre and state Finance

and financial relations among the different levels of government.

v Federalism is an _institutional arrangement to accommodate two sets of government —

one at the national level and the other at the regional level. Each government is

autonomous in_its own sphere.
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In_the event of conflicting legislation in concurrent list, the law passed by the centre

lprevails\

Allocation of revenue and expenditure to different levels of government is a fundamental

matter in a federation,

v Sources of revenue for both the centre and states are clearly demarcated with regard to

he fi al relationshi ) £} bilities | )

v Taxes are levied by the centre and the states. The central government has greater revenue

_raising powers.,




The state governments can levy taxes on agricultural income, lands and buildings,

wmineral rights, electricity, vehicles, toll ions, collect land revenue and impose

The _union can levy taxes such as tax on income, other than agri

. ; ) ) )

security transaction tax, central GST, union excise duty, taxes other than stamp

excise_duties on_certain_items. The property of _the union is exempt from state

taxation.

duties etc

The property and income of the states are not liable to be taxed by the centre.

Distvibution OF Revenue

Distribution of revenue between the uwion and states is based on the cownstitutional

provisions as follows:
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‘158 Duties levied by the union but collected and appropriated by the states.

Taxes levied and collected by the union but assigned to the states.

263

Taxes levied and collected by the union and distributed between the union

240

and states as prescribed in clause 2and the States.

03]  Surcharge on certain duties and taxes for purposes of the union

915 Statutory Grants — in-aid from the union to certain states.



982 Grants for any public purpose

993  Loans for any public purpose

Finance (ommission

Il
A.‘,H clc The Article 280 provides for an institutional mechanism, namely the Finance Commission,
1 8 o to facilitate revenue transfers.

The Finance Commission is a constitutionally mandated body that is at the centre of fiscal

federalism.

It is responsible for evaluating the state of finances of the union and state governments,

recommending the sharing of taxes between them and laying down the principles

determining the distribution of these taxes among states.

following functions:
Wvg The distribution between the union and the states of the net proceeds of taxes which are

to be divided between them and the allocation between the states of the respective shares

of such proceeds.

are_in_need of

finance.
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‘the net_divisible pool (NDP). Following a constitutional amendment in_year 2000, the

divisible pool now consists of all taxes of the union.

( 1
Considering the needs of the central and the state governments, the Commission

determines what percentage out of the net divisible pool should be assigned to the state

go_‘&mmgn_t&_The_b_alance remains with the central government J




The 15%" Finance commission

@ XV FINANCE COMMISSION

It _was constituted on 27, November 2017 against the background of the abolition of

Planning Commission (as also of the distinction between Plan and non-Plan expenditure)

and the introduction of the goods and services tax (6ST).

The commission recommended the share of states in the central taxes (vertical devolution)

for the 2021-26 to be 41%, which is the same as that for 2020-21. This is less than the

492% share recommended by the 14" Finance Commission for 2015-20.

The adjustment of 1% is to provide for the newly formed union territories of Jammu and

Kashmir, and Ladakh from the resources of the centre.

The criteria for distribution of central taxes

among states for 2021-26 period
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Goods & Sexvice tax

\ LIy
_ v The introduction of GST, which was rolled out across the country on 1 July 2017, has

significantly changed the state of affairs of financial relations between the centre and

states,

f The GST sub l ority_of indivect t _ . . ; les ¢ troi
(entry tax)
Y tax)

v The GST has wmade India’s_indirect tax regime unitary in nature

6ST (C6ST)

_ v For any particular good or service or a combination of the two, the SGST and CG6ST
rates_are egual

v Ani ) 6ST (16ST) i liod o inter £ vood ) : )

_ _imports and_exports

v 65T is simply a combination of SGST and CGST administered and collected by the union

- ! . ; ount_and._distributed _between the union _and _states

o 4] b of i : it and. verification of the destination of th ) )

services

v With many taxes_subsumed _under it GST accounts for 3§ per cent of the gross tax

revenue of the union and around 44 per cent of own tax revenue of the states
, The GST syst laced_the ! " uction-based. taxati : it

consumption based one




¥ Since the manufacturing states had apprehension about loss of revenue, it was decided to

the Goods and Services Tax for a period of five years from the date of its implementation.

4 For providing compensation to states, a cess is levied on some luxury goods and demerit

v GST compensation was extended beyond five years to enable states to tide over the
pandemic induced economic slowdown.,

v During the five-year transition period, the top five GST compensation-receiving states were
Maharashtra, Karnataka, Gujarat, Tamil Nadu, and Punjab.

v The total rel tes and union territories during the

year 2022 -23 is Rs, 115,662 crore,
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For items that fall in the concurrent list, both central and state governments are

responsible for providing services.
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