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Key Recommendations :
( Reference Links : Fourteenth Finance Commission Report and Parivarthan UPSC Prep Centre )
Sharing of Union Taxes
1. Considering all factors, in our view, increasing the share of tax devolution to 42 per cent of
the divisible pool would serve the twin objectives of increasing the flow of
unconditional transfers to the States and yet leave appropriate fiscal space for the Union to carry
out specific- purpose transfers to the States.(para 8.13)
2. We have not consented to the submission of States on minimum guaranteed devolution.(para
8.14)
3. Though we are of the view that use of dated population data is unfair, we are bound by our
ToR and have assigned a 17.5 per cent weight to the 1971 population. On the basis of
the exercises conducted, we concluded that a weight to the 2011 population would capture
the demographic changes since 1971, both in terms of migration and age structure. We,
therefore, assigned a 10 per cent weight to the 2011 population.(para 8.25)
4. For area we have followed the method adopted by the FC-XII and put the floor limit at 2 per
cent for smaller States and assigned 15 per cent weight.(para 8.26)
5. We believe that large forest cover provides huge ecological benefits, but there is also
an opportunity cost in terms of area not available for other economic activities and this also
serves as an important indicator of fiscal disability. We have assigned 7.5 per cent weight to the
forest cover.(para 8.27)
6. We have decided to revert to the method of representing fiscal capacity in terms of
income distance and assigned it 50 per cent weight. We have calculated the income distance
following the method adopted by FC-XII.(para 8.28 and 8.29)
8. As service tax is not levied in the State of Jammu & Kashmir, proceeds cannot be assigned to
this State. We have worked out the share of each of the remaining twenty-eight States in the
net proceeds of service taxes and presented this in Table 8.3.(para 8.31)

Local Governments (( VERY IMPORTANT – CHAPTER 9 OF REPORT )
9. We recommend that the local bodies should be required to spend the grants only on the basic
services within the functions assigned to them under relevant legislations.(para 9.56)
10. We recommend that the books of accounts prepared by the local bodies should
distinctly capture income on account of own taxes and non-taxes, assigned taxes, devolution and

grants from the State, grants from the Finance Commission and grants for any agency functions
assigned by the Union and State Governments. In addition to the above, we also recommend that
the technical guidance and support arrangements by the C&AG should be continued and the
States should take action to facilitate local bodies to compile accounts and have them audited in
time.(para 9.61)
11. We recommend distribution of grants to the States using 2011 population data with weight of
90 per cent and area with weight of 10 per cent. The grant to each state will be divided into two,
a grant to duly constituted gram panchayats and a grant to duly constituted municipalities, on the
basis of urban and rural population of that state using the data of census 2011.(para 9.64)
12. We have worked out the total size of the grant to be Rs.2,87,436 crore for the period 201520, constituting an assistance of Rs. 488 per capita per annum at an aggregate level. Of this,the
grant recommended to panchayats is Rs.2,00,292.20 crore and that to municipalities
is Rs.87,143.80 crore. The grant assessed by us for each state for each year is fixed.(para 9.69)
13. We have recommended grants in two parts – a basic grant and a performance
grant for duly constituted gram panchayats and municipalities. In the case of gram panchayats,
90 per cent of the grant will be the basic grant and 10 per cent will be the performance grant. In
the case of municipalities, the division between basic and performance grant will be on a 80:20
basis. The shares of the States for these grants are set out in Annex 9.1.(para 9.70)
14. The grants that we recommend should go to gram panchayats, which are directly responsible
for the delivery of basic services, without any share for other levels. We expect that the State
Governments will take care of the needs of the other levels. The earmarked basic grants for gram
panchayats will be distributed among them, using the formula prescribed by
the respective SFCs for the distribution of resources. Similarly, the basic grant for urban local
bodies will divided into tier-wise shares and distributed across each tier, namely the municipal
corporations,municipalities (the tier II urban local bodies) and the nagar panchayats (the tier III
local bodies)using the formula given by the respective SFCs. The State Government should
apply the distribution formula of the most recent SFC, whose recommendations have been
accepted.(para 9.72)
15. In case the SFC formula is not available, then the share of each gram panchayat as
specified above should be distributed across the entities using 2011 population with a weight of
90 per cent and area with a weight of 10 percent. In the case of urban local bodies, the share of
each of the three tiers will be determined on the basis of population of 2011 with a weight of 90
per cent and area with a weight of 10 per cent and then distributed among the entities in each tier
in proportion to the population of 2011 and area in the ratio of 90:10.(para 9.73)
16. We are providing performance grants to address the following issues: (i) making
available reliable data on local bodies‟ receipt and expenditure through audited accounts; and
(ii) improvement in own revenues. In addition, the urban local bodies will have to measure

and publish service level benchmarks for basic services. These performance grants will be
disbursed from the second year of our award period, that is, 2016-17 onwards so as to enable
sufficient time to State Governments and the local bodies to put in place a scheme and
mechanism for implementation.(para 9.75)
17. To be eligible for performance grants, the gram panchayats will have to submit
audited annual accounts that relate to a year not earlier than two years preceding the year in
which the gram panchayat seeks to claim the performance grant. It will also have to show an
increase in the own revenues of the local body over the preceding year, as reflected in the audited
accounts. To illustrate, the audited accounts required for performance grants in 2016-17 will be
for the year 2014-15; for performance grants in 2017-18, the audited accounts will be for the
year 2015-16; for performance grants in 2018-19, the audited accounts will be for 2016-17; and
for performance grants in 2019-20, the audited accounts will be for 2017-18.(para 9.76)
18. We are of the opinion that it may be better that the detailed procedure for disbursal of
the performance grant to gram panchayats based on revenue improvement be designed by the
State Government concerned, keeping in view the two conditions given above. The operational
criteria,including the quantum of incentive to be given, is left to the discretion of the State
Governments.In case some amount of the performance grant remains after disbursement to the
eligible gram panchayats, this undisbursed amount should be distributed on an equitable basis
among all the eligible gram panchayats. The scheme for disbursement of the performance grant
will be notified by the State Governments latest by March 2016, in order to enable the
preparation of the eligibility list of local bodies entitled to them. The concerned Ministries of the
Union Government will also be informed in order to facilitate release of the instalment of
performance grants.(para 9.77)
19. A detailed procedure for the disbursal of the performance grant to urban local bodies would
have to be designed by the State Government concerned, subject to certain eligibility criteria. To
be eligible, the urban local body will have to submit audited annual accounts that relate to a year
not earlier than two years preceding the year in which it seeks to claim the performance grant. It
will also have to show an increase in the own revenues over the preceding
year, as reflected in these audited accounts. In addition, it must publish the service level
benchmarks relating to basic urban services each year for the period of the award and make it
publically available. The service level benchmarks of the Ministry of Urban Development may
be used for this purpose. The improvement in revenues will be determined on the basis of these
audited accounts and on no other basis. For computing the increase in own revenues in a
particular year, the proceeds from octroi and entry tax must be excluded. In case some amount of
the performance grant remains after disbursement to the eligible urban local bodies, the
undisbursed amount should be distributed on an equitable basis among all the eligible urban local
bodies that had fulfilled the conditions for getting the performance grant.(para 9.78)

20. These guidelines for the disbursement of the rural and urban performance grants will remain
in force for the period of our award. We recommend that the Union Government accept the
detailed procedure prepared by the State which incorporates our broad guidelines
without imposing any further conditions.(para 9.79)
21. We recommend that no further conditions or directions other than those indicated by
us should be imposed either by the Union or the State Government for the release of funds.(para
9.80)
22. The grants recommended by us shall be released in two instalments each year in June
and October. This will enable timely flows to local bodies during the year, enabling them to plan
and execute the works better. We recommend that 50 per cent of the basic grant for the year
be released to the State as the first instalment of the year. The remaining basic grant and the
full performance grant for the year may be released as the second instalment for the year. The
States should release the grants to the gram panchayats and municipalities within fifteen days of
it being credited to their account by the Union Government. In case of delay, the State
Government must release the instalment with interest paid from its own funds.(para 9.81)
23. We recommend that stern action should be ensured if irregularities in the application of funds
are noticed or pointed out.(para 9.82)
24. We recommend that the State Governments should strengthen SFCs. This would
involve timely constitution, proper administrative support and adequate resources for smooth
functioning and timely placement of the SFC report before State legislature, with action taken
notes.(para 9.84)
25. We suggest that the existing rules be reviewed and amplified to facilitate the levy of property
tax and the granting of exemptions be minimised. The assessment of properties may be done
every four or five years and the urban local bodies should introduce the system of selfassessment. We recommend that action be taken by the States to share information
regarding property tax among the municipalities, State and Union Governments.(para 9.90)
26. We suggest that the levy of vacant land tax by peri-urban panchayats be considered.
In addition, a part of land conversion charges can be shared by State Governments with
municipalities and panchayats.(para 9.91)
27. We recommend that the States should review the position and prepare a clear framework of
rules for the levy of betterment tax.(para 9.92)
28. We suggest that States may like to consider steps to empower local bodies to
impose advertisement tax and improve own revenues from this source.(para 9.93)
29. We recommend that States review the structure of entertainment tax and take action
to increase its scope to cover more and newer forms of entertainment.(para 9.94)

30. We recommend raising the ceiling of professions tax from Rs. 2500 per annum to Rs.12,000
per annum. We further recommend that Article 276(2) of the Constitution may be amended to
increase the limits on the imposition of professions tax by States. The amendment may also vest
the power to impose limits on the Parliament with the caveat that the limits should adhere to the
Finance Commission‟s recommendations and the Union Government should prescribe a uniform
limit for all states.(para 9.97)
31. We recommend that State Governments take action to assign productive local assets to the
panchayats, put in place enabling rules for collection and institute systems so that they can obtain
the best returns while leasing or renting common resources.(para 9.98)
32. We recommend that the urban local bodies rationalise their service charges in a way that they
are able to at least recover the operation and maintenance costs from the beneficiaries.(para 9.99)
33. We are of the view that mining puts a burden on the local environment and
infrastructure,and, therefore, it is appropriate that some of the income from royalties be shared
with the local body in whose jurisdiction the mining is done. This would help the local body
ameliorate the effects of mining on the local population.(para 9.101)
34. We recommend that the Union and State Governments examine in depth the issue of properly
compensating local bodies for the civic services provided by them to government properties and
take necessary action, including enacting suitable legislation, in this regard. (para 9.102)
35. We recommend that local bodies and States explore the issuance of municipal bonds as
a source of finance with suitable support from the Union Government. The States may allow
the larger municipal corporations to directly approach the markets while an intermediary could
be set up to assist medium and small municipalities who may not have the capacity to access
the markets directly.(9.107)
36. We urge the Union Government to consider a larger, sustained and more effective
direct intervention for the up-gradation of administration as well as development of the areas
covered under the proviso to Article 275(1) and excluded from the consideration of Finance
Commissions in the ToR, in order to bring such areas on par with other areas.(para 9.110)

Disaster Management
37. The financing of the NDRF has so far been almost wholly through the levy of cess
on selected items, but if the cesses are discontinued or when they are subsumed under the GST
in future, we recommend that the Union Government consider ensuring an assured source of
funding for the NDRF.(para 10.26)

38. While making appropriations into the NDRF, we recommend that past trends of
outflows from it should be taken into account by the Union Government to ensure adequacy of
the Fund in order to assure timely availability and release of funds to the States. (para 10.27)
39. Recognizing that contributions from the public and institutions could be another source of
financing the NDRF, we recommend that a decision on granting tax exemption to
private contributions to the NDRF be expedited and that the Union Government consider
invoking the use of Schedule VII of the Companies (Corporate Social Responsibility Policy)
Rules 2014 as an enabling provision for financing the NDRF.(paras 10.28 and 10.29)
40. We recommend a review of the current arrangements for the reimbursement of
expenditure incurred by the defence forces on disaster relief, since we are convinced that these
could have an adverse impact on their operational efficiency.(para 10.30)
41. Considering the usefulness of a scientifically validated risk vulnerability indicator to measure
the type, frequency and intensity of disasters, and also in view of the very wide responsibility
cast on governments at different levels by the statute, we recommend that the Union Government
should expedite the development and scientific validation of the Hazard Vulnerability Risk
Profiles of States. (para 10.34)
42. We adopted the practice of the previous Commissions and used past expenditure on
disaster relief for the period 2006-07 to 2012-13 to determine the SDRF corpus for each State.
Further, we followed the methodology of the FC-XIII to arrive at an aggregate corpus for all
States of Rs.61,219 crore for the award period.( para 10.36)
43. We recommend that all States contribute 10 per cent to SDRF during our award period,with
the remaining 90 per cent coming from the Union Government.(para 10.40)
44. We are in agreement with the views of the FC-XIII that the decision of constituting
DDRFs is best left to the wisdom of the State Governments, and hence, separate grant for the
financing of DDRFs are not recommended.
(para 10.42)
45. We note with satisfaction that the norms for expenditure have undergone periodic
revisions and that the States are being consulted in the process of reviewing the norms. We urge
the Union Government to take account of the genuine concerns of the States in the consultative
mechanism already in place.(para 10.46)
46. Considering the need for flexibility in regard to state-specific disasters, we recommend that
up to 10 per cent of the funds available under the SDRF can be used by State Governments for
natural disasters that they consider to be „disasters‟ within the local context in the State
and which are not included in the notified list of disasters of the Ministry of Home Affairs.(para
10.52)

47. While calculating the requirement for funds from the NDRF during severe calamities,the
existing practice of adjusting the contribution made by the Union Government to the
SDRF should continue.(para 10.55)
Grants-in-Aid
48. A total revenue deficit grant of Rs. 1, 94,821 crore is recommended during the award period
for eleven States (Table 11.3).(para 11.37)
49. There is a case for transfers from the Union Government to the States to
augment expenditure in specific sectors with high degree of externalities in order to ensure
desired minimum level of expenditures in every State. However, past experience shows that
achieving this through the mechanism of Finance Commission grants may not be appropriate.
Further, we are informed that Finance Commission grants on this account often operate in
parallel with other transfers. We, therefore, conclude that all such transfers, in whichever sectors
are considered necessary,should be addressed through a different institutional arrangement
described in Chapter 12.(para 11.42)
50. We endorse the proposal made by the Department of Justice to strengthen the
judicial systems in the States and urge State Governments to use the additional fiscal space
provided by us in the tax devolution to meet such requirements.(para 11.44)
51. Our projection of the expenditure needs of the States has taken into account the high base of
expenditure for both general administration and police. Therefore, in our view, the States
have the appropriate fiscal space to provide for the additional expenditure needs as per
their requirements. This should help them address the problems and facilitate them to build
capacity and bridge the existing gaps in regard to general administration and police.(para 11.45)
52. We have provided appropriate fiscal space for maintenance expenditures and this
should enable the States to meet the additional expenditure needs according to their
requirements. We also urge the States to enhance expenditure on maintenance of capital assets to
the appropriate levels. (para 11.48)
53. We consider health, education, drinking water and sanitation as public services of
national importance, having significant inter-state externalities. However, in our view, the grants
to these sectors should be carefully designed and implemented and an effective monitoring
mechanism put in place with the involvement of the Union, States and domain expertise.
Therefore, we have desisted from recommending specific purpose grants and have suggested that
a separate institutional arrangement be introduced for the purpose. (para 11.59)
Towards Cooperative Federalism ( VERY IMPORTANT – CHAPTER 12 OF REPORT )

54. We conclude that a compelling case has been made for reforming the existing system
of fiscal transfers from the Union to the States, in a comprehensive manner. We recommend that
the existing system be reviewed and necessary institutional changes be considered. (para 12.23)
55. We believe the existing arrangements for transfers between the Union and the States need to
be reviewed with a view to minimizing discretion, improving the design of transfers, avoiding
duplication and promoting cooperative federalism, insofar as such transfers are required to be
made outside of the recommendations of the Finance Commission. (para 12.27)
56. We recommend for consideration that a new institutional arrangement consistent with the
overarching objective of strengthening cooperative federalism be evolved for: (i) identifying the
sectors in the States that should be eligible for grants from the Union, (ii) indicating criteria for
inter-state distribution, (iii) helping design schemes with appropriate flexibility being given to
the States regarding implementation and (iv) identifying and providing area-specific grants. (para
12.28)
57. We urge that the suggested new institutional arrangement also consider taking up
issues related to identifying and recommending resources for inter-state infrastructure schemes in
the North-eastern States.(para 12.32)
58. We urge that the new institutional arrangement should also become the forum for integrating
economic and environmental concerns in decision making. (para 12.35)
59. We suggest that the present role of the Inter-State Council be expanded to include
the functions envisaged in paragraphs 12.28, 12.32 and 12.35. (para 12.46)
60. We expect that the Union Government will utilise its available fiscal space to continue
to address the needs and expectations of the States and ensure the prevailing level of transfers
to States of about 49 per cent of the gross revenue receipts during the award period. (para 12.49)
Goods and Services Tax
61. There are several challenges and many unresolved issues. In the absence of clarity on
the design of GST and the final rate structure, we are unable to estimate revenue implications
and quantify the amount of compensation in case of revenue loss to the States due to the
introduction of GST.(para 13.26)
62. The Union may have to initially bear an additional fiscal burden arising due to the
GST compensation. This fiscal burden should be treated as an investment which is certain to
yield substantial gains to the nation in the medium and long run. We also believe that GST
compensation can be accommodated in the overall fiscal space available with the Union
Government. (para 13.27)

63. In the case of VAT, compensation was provided to the States for three years, at 100 per cent
in the first year, 75 per cent in the second year, and 50 per cent in the third year. In our view, it
will be appropriate to keep this precedent as the basis for compensation for GST also.
However, given the scale of reform and the apprehensions of revenue uncertainty raised by the
States, the revenue compensation, in our view, should be for five years. It is suggested that
100 per cent compensation be paid to the States in the first, second and third years, 75 per cent
compensation in the fourth year and 50 per cent compensation in the fifth and final year. (para
13.28)
64. We recommend creation of an autonomous and independent GST Compensation
Fund through legislative actions in a manner that it gives reasonable comfort to States, while
limiting the period of operation appropriately.
(para 13.29)
65. We recommend that the Constitutional legislative and design aspects of the GST
enable transition towards universal application of GST over the medium to long term, while
making necessary provisions for smooth transition through temporary arrangements. (para 13.30)
Fiscal Environment and Fiscal Consolidation Roadmap ( VERY IMPORTANT –
CHAPTER 14 OF REPORT )
66. Keeping in mind the importance of risks arising from guarantees, off-budget borrowings and
accumulated losses of financially weak public sector enterprises when assessing the debt position
of States, we recommend that both Union and State Governments adopt a template for collating,
analysing and annually reporting the total extended public debt in their respective budgets as a
supplement to the budget document. (para 14.24)
67. To curb the scope for perverse allocation of available funds among competing projects and to
ensure that the economy benefits from investments in capital works, we recommend that the
Union and the State Governments provide a statutory ceiling on the sanction of new
capital works to an appropriate multiple of the annual budget provision. (para 14.52)
68. In the light of our approach to fiscal consolidation and the fiscal roadmap as
developed through our assessment of Union and State finances, we recommend a set of rules for
the Union and the States. (para 14.62)
69. For the Union Government, the ceiling on fiscal deficit will be 3 per cent of GDP from the
year 2016-17 onwards up to the end of our award period. We expect that an improvement in the
macroeconomic conditions and revival of growth as well as tax reforms (rationalization of the
tax structure on the direct taxes side and implementation of goods and services tax (GST) on the
indirect taxes side) should enhance the total tax revenues of the Union Government, enabling it
to eliminate the revenue deficit completely much earlier than 2019-20.(para 14.63)

70. The fiscal deficit targets and annual borrowing limits for the States during our award period
are enunciated as follows:
i. Fiscal deficit of all States will be anchored to an annual limit of 3 per cent of GSDP.The States
will be eligible for flexibility of 0.25 per cent over and above this for any given year for which
the borrowing limits are to be fixed if their debt-GSDP ratio is less than or equal to 25 per cent in
the preceding year.
ii. States will be further eligible for an additional borrowing limit of 0.25 per cent of GSDP in a
given year for which the borrowing limits are to be fixed if the interest payments are less than or
equal to 10 per cent of the revenue receipts in the preceding year.
iii. The two options under these flexibility provisions can be availed of by a State
either separately, if any of the above criteria is fulfilled, or simultaneously if both the
above stated criteria are fulfilled. Thus, a State can have a maximum fiscal deficit-GSDP limit of
3.5 per cent in any given year.
iv. The flexibility in availing the additional limit under either of the two options or both will be
available to a State only if there is no revenue deficit in the year in which borrowing limits are to
be fixed and the immediately preceding year. If a State is not able to fully utilise its sanctioned
borrowing limit of 3 per cent of GSDP in any particular year during the first four years of our
award period (2015-16 to 2018-19), it will have the option of availing this un-utilised borrowing
amount (calculated in rupees) only in the following year but within our award period.(para
14.64)
71. We recommend that for the purpose of assigning State-specific borrowing limits as
a percentage of GSDP for a given fiscal year (t), GSDP should be estimated on the basis of
the annual average growth rate of the actual GSDP observed during the previous three years or
the average growth rate of GSDP observed during the previous three years for which actual
GSDP data are available. This growth should be applied on the GSDP of the year t-2.
Specifically, GSDP for the year (t-1) and the given fiscal year (t) should be estimated by
applying the annual average growth rate of GSDP in t-2, t-3 and t-4 years on the base GSDP (at
current prices) of t-2. We recommend that State estimates of GSDP published by the CSO should
be used for this purpose.(para 14.66)
72. In the case of the interest payments-revenue receipts ratio required for determining additional
borrowing limits, we recommend that figures for both should be based solely on the Finance
Accounts data for the year t-2. The same procedure should be followed in estimating the debtGSDP ratio. The Ministry of Finance should adhere to the above rules and methodology while
determining the annual borrowing ceiling for individual States. (para 14.67)
73. We are of the opinion that it would be appropriate to exclude the States from the
operations of the NSSF scheme in future, even as they should honour the obligations already

entered into insofar as servicing and repayment of outstanding debt is concerned. We
recommend that State Governments be excluded from the operations of the NSSF, with effect
from 1 April, 2015.As for the fiscal burden incurred in the course of the operations of the NSSF,
prior to 1 April, 2015, since the scheme has been administered almost in its entirety by the Union
Government , no part of this fiscal burden, incurred till that date, should be passed on to the
States. We recommend that the involvement of the States in the NSSF scheme with effect from 1
April 2015, therefore, may be limited solely to discharging the debt obligations already incurred
by them until that date. (para 14.81)
74. Keeping in view the experience of the States in this regard, we recommend the
Union Government should examine the desirability of setting up of Consolidated Sinking Fund
at this stage. (para 14.85)
75. Recognising that the fiscal environment should be conducive to equitable growth,
we recommend that the Union and all the States should target improving the quality of
fiscal management encompassing receipts and expenditures while adhering to the roadmap we
have outlined.(para 14.86)
76. We urge that all stakeholders recognise the predominant role of the Union in
fiscal management, while considering our roadmap for the Union and the States that treats a
conducive fiscal environment as the joint responsibility of both. (para14.87)
77. To enable wider dissemination of the manner in which this shared responsibility for
a conducive fiscal environment is being discharged by the Union and State Governments,
we recommend that the Union Government and the RBI bring out a bi-annual report on the
public debt of the Union and State Governments on a regular and comparable basis and place it
in public domain.(para 14.88)
78. In the light of the experience gained so far and considering the challenge in designing a basic
incentive-compatible framework for achieving fiscal correction and adherence to rule-bound
fiscal framework for the Union and State Governments to hold each other accountable
over agreed fiscal targets, we stress the need for stronger mechanisms for ensuring compliance
with fiscal targets and enhancing the quality of fiscal adjustment, particularly for the Union
Government.(para 14.91)
79. We recommend that the Union Government should consider making an amendment to the
FRBM Act to omit the definition of effective revenue deficit from 1 April 2015. We
also recommend that the objective of balancing revenues and expenditure on the revenue
account enunciated in the FRBM Acts should be pursued. (para 14.95)
80. We recommend an amendment to the FRBM Act inserting a new section mandating
the establishment of an independent fiscal council to undertake ex-ante assessment of the
fiscal policy implications of budget proposals and their consistency with fiscal policy and Rules.

In addition, we urge that the Union Government take expeditious action to bring into effect
Section 7A of the FRBM Act for the purposes of ex-post assessment.(para 14.101)
81. Our approach outlined and recommendations made warrant amendments to the FRBM Acts.
To this end, we recommend that the State Governments may amend their FRBM Acts to provide
for the statutory flexible limits on fiscal deficit. The Union Government may amend its FRBM
Act to reflect the fiscal roadmap, omit the definition of effective revenue deficit and mandate the
establishment of an independent fiscal council. Further, the Union and State Governments may
also amend their respective FRBM Acts to provide a statutory ceiling on the sanction of new
capital works to an appropriate multiple of the annual budget provision.(para 14.102)
82. We urge the Union Government to continue to exercise its powers under Article 293 (3), in
an effective but transparent and fair manner, enforcing the fiscal rules consistent with the fiscal
consolidation roadmap suggested by us for the award period.(para 14.104)
83. In order to accord greater sanctity and legitimacy to fiscal management legislation, we urge
the Union Government to replace the existing FRBM Act with a Debt Ceiling and
Fiscal Responsibility Legislation, specifically invoking Article 292 in its preamble. This could be
an alternative to amending the existing FRBM Act as proposed by us. We urge the State
Governments also to consider similar enactments under Article 293(1). (para 14.106)
Pricing of Public Utilities
84. We recommend that 100 per cent metering be achieved in a time-bound manner for all
electricity consumers as already prescribed statutorily.(para 15.30)
85. The Electricity Act, 2003, currently does not have any provision of penalties for delays in the
payment of subsidies by State Governments. We, therefore, recommend that the Act be
suitably amended to facilitate levy of such penalties.(para 15.32)
86. In order to provide financial autonomy to the SERCs, Section 103 of the Electricity
Act, 2003, provides for the establishment of a State Electricity Regulatory Commission Fund by
State Governments, to enable the SERCs to perform their responsibilities, as envisaged under
the Act.We reiterate the importance of financial independence of the SERCs and urge all States
to constitute a SERC Fund, as statutorily provided for. (para 15.34)
87. We endorse the initiative to set up a Rail Tariff Authority (RTA) and urge
expeditious replacement of the advisory body with a statutory body, through necessary
amendments to the Railways Act, 1989.(para 15.38)
88. We recommend that accounting systems in the State Road Transport Undertakings
make explicit the types of subsidies, the basis for determining the extent of subsidies, and also
the extent of reimbursement by State Governments.(para 15.40)

89. We recommend the setting up of independent regulators for the passenger road sector,whose
key functions should include tariff setting, regulation of service quality, assessment
of concessionaire claims, collection and dissemination of sector information, servicelevel benchmarks and monitoring compliance of concession agreements.(para 15.41)
90. We recommend that all States, irrespective of whether Water Regulatory Authorities (WRAs)
are in place or not, consider full volumetric measurement of the use of irrigation water. Any
investment that may be required to meet this goal should be borne by the States, as the
future cumulative benefits, both in environmental and economic terms, will far exceed the initial
costs.(para 15.45)
91. We reiterate the recommendations of the FC-XIII and urge States which have not set
up WRAs to consider setting up a statutory WRA, so that the pricing of water for domestic,
irrigation and other uses can be determined independently and in a judicious manner. However,
this may not be practical for the North-eastern states, due to the small size of their irrigation
sectors, with Assam being the exception. Further, we recommend that WRAs already established
be made fully functional at the earliest. (para 15.48)
92. We recommend that States (and urban and rural bodies) should progressively move
towards 100 per cent metering of individual drinking water connections to households,
commercial establishments as well as institutions. All existing individual connections in urban
and rural areas should be metered by March 2017 and the cost of this should be borne by the
consumers. All new connections should be given only when the functioning meters are installed.
While providing protected water supply through community taps is unavoidable for poorer
sections of population, metering of water consumed in such cases also would ensure efficient
supply. (para 15.50)
Public Sector Enterprises
93. We recommend that the new realities outlined in para 16.14 be recognized in order to shape
and develop a comprehensive public sector enterprise policy with adequate focus on the fiscal
costs and benefits. We further recommend that the new realities be considered in evaluating the
future of each public enterprise in the entire portfolio of Central public sector enterprises. (para
16.15)
94. The evaluation of the fiscal implications of the current level of investments in, and operations
of, the existing public enterprises, in terms of opportunity costs, is an essential ingredient of
credible fiscal consolidation. Hence, we recommend that the fiscal implications in terms
of opportunity costs be factored in while evaluating the desirable level of government
ownership for each public enterprise in the entire portfolio of Central public sector enterprises.
(para 16.17)

95. We recommend that the basic interests of workers of Central public sector enterprises should
be protected at a reasonable fiscal cost, while ensuring a smooth process of disinvestment or
relinquishing of individual enterprises. We further recommend that employment
objectives should be considered in evaluating the portfolio of public enterprises, not only in the
narrow context of the enterprises‟ employees, but also in terms of creating new employment
opportunities.(para 16.19)
96. We recommend that the enterprises be categorized into „high priority‟, „priority‟, „low
priority‟ and „non-priority‟ in order to: (i) facilitate co-ordinated follow-up action by policy
makers and (ii) provide clarity to public enterprises themselves on their future and to the
financial markets about the opportunities ahead for them.(para 16.24)
97. We recommend that the route of transparent auctions be adopted for the relinquishment of
unlisted sick enterprises in the category of non-priority public sector enterprises. (para 16.27)
98. We recommend that the level of disinvestment should be derived from the level of
investment that the government decides to hold over the medium to long term in each
enterprise, based on principles of prioritization advised by us, while the process of disinvestment
should take into account the market conditions and budgetary requirements, on a year to year
basis. (para 16.31)
99. We recommend that the government devise a policy relating to the new areas of public sector
investments. We also recommend the purchase of shares where the existing portfolio holding in
the „high priority‟ and „priority‟ public sector enterprises is less than the desired level of
government ownership.(para 16.33)
100. We reiterate the recommendations made by the FC-XIII to maintain all
disinvestment receipts in the Consolidated Fund for utilisation on capital expenditure. The
National Investment Fund in the Public Account should, therefore, be wound up in consultation
with the Controller General of Accounts (CGA) and Comptroller & Auditor General
(C&AG). (para 16.34)
101. There is considerable merit in the Union Government dispensing a small share of
proceeds of disinvestment to the States. In the case of Central public sector enterprises with
multiple units located in different states, the distribution of this share could be uniform across all
the States where units are located. In cases where only vertical unit-wise disinvestment is done,
the share could go to the State/States where the units being disinvested are located.
(para 16.36)
102. We recognize the importance of making Central public sector enterprises effective
and competitive, but suggest that the monitoring and evaluation of these enterprises take into
account the institutional constraints within which their managements operate. (para 16.38)

103. If the Central public sector enterprises are burdened with implementing social objectives of
the government, it should compensate them in a timely manner and adequately through
a transparent budgetary subvention. Similarly, losses on account of administered price
mechanisms should also be calculated and fully compensated for.(para 16.39)
104. We recommend that governance arrangements be reviewed, especially in regard
to separation of regulatory functions from ownership, role of the nominee as well as
independent Directors, and, above all, the framework of governance conducive to
efficiency. (para 16.40)
105. We recommend that as part of the comprehensive review of the public sector
enterprises proposed by us, policies and procedures relating to borrowing by the enterprises,
payment of dividends and transfer of excess reserves be enunciated and enforced.(para 16.43)
106. We recommend that, in view of the significant fiscal implications, a clear-cut and
effective policy on investments of Central public sector enterprises in their subsidiaries be
adopted. (para 16.44)
107. We recommend that a Financial Sector Public Enterprises Committee be appointed
to examine and recommend parameters for appropriate future fiscal support to financial sector
public enterprises, recognizing the regulatory needs, the multiplicity of units in each activity and
the performance and functioning of the DFIs.(para 16.49)
108. We recommend that, in addition to acting upon the recommendations of the FC-XIII
on state-level enterprises, the logic of our recommendations on public sector enterprises in
general be adopted, to the extent appropriate, by State Governments. (para 16.54)
Public Expenditure Management
109. We endorse the view that the transition to accrual-based accounting by both the Union and
State Governments is desirable. We also recognise that this transition can only be made in stages,
as it requires considerable preparatory work and capacity-building of accounting personnel. We
reiterate the recommendation of the FC-XII that the building blocks for making a transition to
the accrual-based accounting system in terms of various statements, including those listed by the
Commission, should be appended in the finance accounts by the Union and State
governments.We also reiterate its recommendation that action should be taken to build
capacity among accounting professionals in accrual-based accounting systems.(para 17.14)
110. We reiterate the importance of prompt and effective follow-up on the observations of
the C&AG while preparing accounts,and adherence to the timeline prescribed for the laying of
accounts before the Parliament and State Legislatures. (para 17.15)
111. We recommend that a view be taken expeditiously on all the recommendations of
the LMMHA Committee made in 2012. (para 17.16)

112. At the Object Head level, we believe it is sufficient to have a few uniform Object
Heads, such as salary, maintenance, subsidies and grants-in aid, across both the Union and
States.Regarding the other Object Heads, we recommend that States retain their existing
flexibility to open new Object Heads according to their functional requirements. (para 17.17)
113. We reiterate the importance of linking outlays with outcomes. However, we emphasise that
it is essential to spell out key indicators for outputs and to monitor these within an
already defined accountability framework.
(para 17.18).
114. We recommend the formulation of appropriate indicators for the measurement of
outputs, specification of standards and costs and establishing a suitable accountability
framework.(para 17.19)
115. We suggest serious consideration of the issue of assigning primary responsibility
for preparing outcome budgets at the level of actual spending and its consolidation at the
relevant level of government.(para 17.20)
116. We recommend synergising the efforts of the Union Government and State
Governments towards building a technological platform, in which their systems can interface and
information can be shared, leading to end-to-end linkages, particularly in respect of sectorspecific grants from the Union Government to the States.(para 17.21)
117. We recommend that the Union and State Governments consider the recommendations of the
Second Administrative Reforms Commission (submitted in 2009) on internal audit and
internal control systems, and take a decision on each recommendation expeditiously. (para
17.22)
118. We reiterate the views of the FC-XI for a consultative mechanism between the Union
and States, through a forum such as the Inter-State Council, to evolve a national policy for
salaries and emoluments.(para 17.28)
119. We recommend the linking of pay with productivity, with a simultaneous focus
on technology, skill and incentives. We recommend that Pay Commissions be designated as
„Pay and Productivity Commissions‟, with a clear mandate to recommend measures to
improve „productivity of an employee‟, in conjunction with pay revisions. We urge that, in
future, additional remuneration be linked to increase in productivity.(para 17.29)
120. We urge States which have not adopted the New Pension Scheme so far to
immediately consider doing so for their new recruits in order to reduce their future burden. (para
17.30)
121. We recommend that both the Union and State Governments improve their forecasts,
by adopting a more scientific approach for this process. Similarly, the fiscal responsibility

legislations and estimates in the MTFPs should be backed by well-calibrated reasoning to justify
the forecasts. When forecasts are out of line with past trends, it is important to make a detailed
statement on the intended reforms necessary to enhance revenue productivity and rationalise
expenditures. We also recommend that the Union and State Governments undertake measures to
improve their cash management practices. (para 17.34)

