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To Watch the Video Click Here: 
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Question: 

What is Finance Commission? Examine the main recommendations and new additions put forth by the 
15th Finance Commission in its first report.  

Answer: 

Article 280 of the Indian Constitution provides for the Finance Commission to be constituted by the 
President every fifth year. The members and chairman of the Commission are appointed by the President 
as per the qualifications stated by the Parliament.  

The primary task of the Finance Commission is to make recommendations regarding distribution of net 
proceeds of taxes between the Centre and states and amongst the states by devising various formulas. The 
President may also refer any other matter regarding finance to the Commission. The 15th Finance 
Commission was constituted under the chairmanship of Mr. N.K. Singh.  

The Terms of Reference of the 15th Finance Commission had some distinctive features, including 
recommending monitor able performance criteria for important national schemes, funding for India’s 
defence and security needs and reorganisation of the State of Jammu and Kashmir into two Union 
Territories. Some of the key recommendations stated in the first report (2020-21) include:  

 Devolution of taxes to states: The share of states in the centre’s taxes is recommended to be 
decreased from 42% during the 2015-20 period to 41% for 2020-21 to provide for the newly formed 
union territories of Jammu and Kashmir, and Ladakh from the resources of the central government.  

 Criteria for devolution: The 15th Finance Commission used the following criteria while 
determining the share of states: (i) 45% for the income distance, (ii) 15% for the population in 
Census 2011, (iii) 15% for the area, (iv) 10% for forest and ecology, (v) 12.5% for demographic 
performance, and (vi) 2.5% for tax effort. 

 The Demographic Performance criterion has been introduced by the 15th FC to reward efforts made 
by states in controlling their population by comparing fertility ratios with 1971 data. States with a 
lower fertility ratio will be scored higher on this criterion. The criterion of tax effort has been used to 
reward states with higher tax collection efficiency.  

 Grants-in-aid: Apart from the grants like (i) revenue deficit grants, (ii) grants to local bodies, and 
(iii) disaster management grants, finance commission has also proposed a framework for sector-
specific and performance-based grants. 

 Financing of security-related expenditure: In this regard, the Commission intends to constitute an 
expert group comprising representatives of the Ministries of Defence, Home Affairs, and Finance. 
The Commission noted that the Ministry of Defence proposed following measures for this purpose: 
(i) setting up of a non-lapsable fund, (ii) levy of a cess, (iii) monetisation of surplus land and other 
assets, (iv) tax-free defence bonds, and (v) utilising proceeds of disinvestment of defence public 
sector undertakings.  

The term of the 15th Finance Commission has been extended given the exigencies of a dynamic federal 
framework and breaking of Covid19 pandemic. The recommendations of the Finance Commission, while 
advisory in nature, enable financial balance between the Centre and state governments. It further aids in 
devising novel methods to effectively utilise the financial resources at hand for the wellbeing of the 
country. 
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