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The important recommendations of the 12th Finance Commission having a direct bearing
on restructuring the State Finances among others include the following :

1. The 12th Finance Commission in para-2.32 (page-20) of their report have observed that
"the financing of the plan, apart from a small contribution of plan grants from the Centre, depends
entirely on borrowing by the States. A large plan effectively also means larger borrowing. It
becomes, therefore, necessary that plan size of every State is linked to the sustainable level of
the debt."

ii.  In para-2.42 (page-24) of the Report, the 12th Finance Commission have concluded that
"to determine the right size of the fiscal deficit and the debt in relation to the GDP is important
for prudent fiscal management.

iii.  "Plan grants should be given as genuine grants and states may be encouraged to borrow
from the market directly. Such a change would require de-linking of grants from loans in plan
assistance. This would facilitate determination of grants according to needs and loans according
to capacities. The plan size of each state needs to take into account the sustainable level of debt
and the capacity to borrow from the market." (para 4.68 of the report, page-82).

iv.  Debt GSDP ratio should be brought down to 28% of GSDP (para 4.45, page-70-71 of the
report). In case of Orissa it was 62.92% as on 31.3.2003 compared to all States' average of
34.21% as indicated by the 12th Finance Commission. As on 31.3.2005 this GSDP ratio for
Orissa is 59.08%.

v.  The ratio of interest payment to revenue receipt should be brought down to 15% (para
4.54, page-75). In case of Orissa this ratio in 2002-03 was 35.85% compared to all states' average
of 24.57% as reported by 12th Finance Commission. In 2004-05 this ratio for Orissa has been
reduced to 28.1%.

vi.  States should follow a Recruitment and Wage Policy, in a manner such that the total salary
bill relative to revenue expenditure, net of interest and pension payment does not exceed 35%
(para 4.63, page- 80-81). At present, this ratio is as high as 54% for the year 2004-05. This has
to be brought down to 35% by 2009-10 as per the recommendation of the 12th Finance
Commission (in 2002-03 this ratio was 65.5% for Orissa compared to all States' average of
37.3% as indicated by 12th Finance Commission).

vil. "Getting the right size and the right composition of Government expenditure with a view
to facilitating achievement of highest attainable growth rates, and meeting governments' social
obligations including poverty reduction and provision of health and education should be
considered integral to any plan for restructuring public finances. This requires increasing public
expenditure in social and economic infrastructure for accelerating growth while reducing the
over-all fiscal imbalance." (para 4.6 of the report, page-78-79)
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‘At the same time, I must caution that outlays do not necessarily mean outcomes. The
people of the country are concerned with outcomes. The Prime Minister has repeatedly emphasized
the need to improve the quality of implementation and enhance the efficiency and accountability
of'the delivery mechanism. During the course ofthe year, together with the Planning Commission,
we shall put in place a mechanism to measure the development outcomes of all major programmes.
We shall also ensure that programmes and schemes are not allowed to continued indefinitely
from one Plan period to the next without an independent and in-depth evaluation. Civil society
should also engage Government in a healthy debate on the efficiency of the delivery mechanism.’

Outcome Budget @96 QIad 2 afde gaifd A diafies dIQ 9@ geegd Aldeda 6aal
RIQ | QIad 2 @f9n 1 ANN6R AIRIER YIRS @088 -

‘The conventional budget exercises have focused on allocation of resources to different
heads, without taking into account how these government expenditures get translated into outputs
and outcomes. Outputs are the direct result of government expenditure and outcomes are the
final result. Thus, in the context of education, opening a new school or appointing a new teacher
is an output and reduction in the rate of illiteracy is an outcome. Issues of efficiency require
consideration whether the same outcome can be achieved at lower costs and whether the same
costs can produce better outcomes. A critical part of budgetary reforms must include information
on the relationship between expenditures and the corresponding performance in producing real
results as in determining the size of the budget and its allocation among different heads. Although
in the past there have been attempts at introducing performance budgeting, such endeavours
have receded in importance. There is need to bring back performance budgeting as an integral
part of the preparation and evaluation of budgets, both for the center and the states. Thus, the
management of public expenditures should be guided by economy, efficiency, and effectiveness.
(para-4.61, page-79).’
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‘No amount will be released to any entity (including State Governments), which has
defaulted in furnishing Utilisation Certificates for grants-in-aid released by Central Government
in the past without clearance from the Ministry of Finance. In respect of all grants released prior
to April 1, 2004, two months' notice may be given to the concerned entities to furnish the required
Utilisation Certificates, failing which the amount will be deducted from future releases and
credited to Government revenue as refund of unused grants.’

90. ¢]N0I6R FIIRQ AR, ALAIFINFA ASGE Fel6e QFIRRF SI62 60 SF6QIS YeISOR JRle 6386
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4 AHQEQ Q1T AR AIGIFIO ACAE @A ©1.¢.9.088¢ F06Q 67160 FYT6E 4IRS -

‘Thank you very much for your kind letter No.2749B/MF Plan (FHP)-12/2005 dated 7th
June 2005. I am indeed very happy to know that there has been substantial improvement in
utilisation in respect of central assistance received by your state. I am also happy to note that you
are gearing up the administrative machinery to ensure timely utilisation of central assistance. It
shall be my pleasure to extend my cooperation in accelerating the pace of progress and
development in your state.’
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