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INTRODUCTION 
 
 I, the Chairman of the Standing Committee on Finance having been authorised by the 

Committee to submit the Report on their behalf, present this First Report on Demands for 

Grants (2004-2005) of the Ministry of Finance (Departments of Economic Affairs, 

Expenditure and Disinvestment). 

 
2.   The Demands for Grants of the Ministry of Finance were laid on the Table of the 

House on 21 July, 2004. Under Rule 331E of the Rules of Procedure and Conduct of 

Business in Lok Sabha, the Standing Committee on Finance are required to consider the 

Demands for Grants of the Ministries/Departments under their jurisdiction and make Reports 

on the same to both the Houses of Parliament. 

 
3.   The Committee took oral evidence of the representatives of the Ministry of Finance 

(Departments of Economic Affairs and Expenditure) at their sitting held on 10 August, 2004  

and Ministry of Finance (Department of Disinvesmtent) on 11 August, 2004 in connection 

with examination of the Demands for Grants. 

 
 4.  The Committee considered and adopted the Report at their sitting held on 19 

August, 2004. 

 
5.   The Committee wish to express their thanks to the Officers of the Ministry of 

Finance for co-operation extended by them in furnishing written replies and for placing their 

considered views and perceptions before the Committee. 

 
6. For facility of reference, the observations/recommendations of the Committee 

have been printed in thick type. 

 

NEW DELHI;        MAJ. GEN (RETD.) B.C. KHANDURI 
19  August, 2004                                                              Chairman, 
28  Sravana,1926(Saka)                                    Standing Committee on Finance  

 
 
 
 

(iv) 
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INTRODUCTORY 

 
The Ministry of Finance is responsible for the administration of the finances of 

the Central Government.  It is concerned with all economic and financial matters 

affecting the country as a whole, including mobilisation of resources for development.  

It regulates the expenditure of the Central Government, including the transfer of 

resources of States.  The Ministry comprises four Departments namely:- 

i. Department of Economic Affairs; 

ii. Department of Expenditure; 

iii. Department of Revenue; and 

iv. Department of  Disinvestment. 

 

2.  The Departments of Economic Affairs and Expenditure are the nodal 

Department for following divisions:- 

i. Economic Division 

ii. Banking  Division & Insurance Division 

iii. Budget Division 

iv. Capital Market  Division 

v. Currency and Coinage Division 

vi. Fund Bank Division  

vii. Foreign Trade Division 

viii. Aid Accounts and Audit Division 

ix. Bilateral Cooperation Division 

x. Project Management Unit Division, 

xi. Administration  Division  

xii. Finance Division 

xiii. Establishment Division 

xiv. Plan Finance Division  

xv. Finance Commission Division 

xvi. Staff Inspection Unit 

xvii. Cost Accounts Branch 
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xviii. Controller General of Accounts and Central Pension Accounting 

Office 

3.  The overall Demands for Grants pertaining to the Department of 

Economic Affairs and its various divisions, Department of Expenditure and 

Department of Disinvestment  are as follows:- 

(In crores of Rupees) 
Demand No. 32 Department of Economic 

Affairs 

- 4103.92 

Demand No. 33 Curency, Coinage and 

Stamps 

0.63 1425.32 

Demand No. 34 Payments to Financial 

Institutions 

- 12724.54 

Demand No. 35 Appropriation  - Interest 

Payments 

133499.86 - 

Demand No. 36 Transfers to State and Union 

Territory Governments 

43387.92 26809.55 

Demand No. 37 Loans to Government 

Servants etc. 

- 600.00 

Demand No. 38 Appropriation – Repayment of 

Debt 

342119.51 - 

Demand No. 39 Department of Expenditure - 26.62 

Demand No. 40 Pensions 13.84 4697.96 

Demand No. 41 Indian Audit and Accounts 

Department 

31.64 1069.54 

Demand No. 45 Department of Disinvestment - 55.00 

 

 

4.  The detailed Demands for Grants of the Departments of Economic 

Affairs and Expenditure were laid in Parliament on 21st  July, 2004.  

 

5.  In the present Report, the Committee have examined following issues:- 

(i) Inflation 

(ii) Education Cess 

(iii) Central Stamp Store – Domestic Travel Expenses 

(iv) Grants – in – Aid 
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(v) Non Life Insurance – Fall in Market Share of Public Sector Insurance 

Companies 

(vi) Currency Note Press – Major works 

(vii) Subsidy 

(viii) Fall of Global Trust Bank (GTB) and role of RBI as regulator 

(ix) Limits on borrowings 

(x) Plan and Non Plan Expenditure 

(xi) Disinvestment Policy Document 

(xii) Disinvestment Fund 

(xiii) Office Expenses 
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Report 
Department of Economic Affairs  

Inflation 
 
 
 6.  Inflation is a general rise in prices across the economy. Trends of inflation 

measured by the CPI-IW and WPI during the last ten years starting from year 1994-95 

to 2003-04 are given in the table . 

  
 

Year CPI- IW Inflation 

Rate (%), base-

1982 

WPI Inflation Rate 

base-1993-94( %) 

 (end of the year) ( end of the year ) 

 1994-95 9.74  10.4 

 1995-96 8.87  4.4 

 1996-97 10.03  5.4 

 1997-98 8.26  4.5 

 1998-99 8.95  5.3 

 1999-00 4.83  6.5 

 2000-01 2.53  5.5 

 2001-02 5.17  1.6 

 2002-03 4.06  6.5 

 2003-04  3.5 4.6 

 

                Price stability was one of the primary objectives of the reform process 

initiated in the early 1990s. The performance of the Indian economy has been quite 

satisfactory in this regard and reasonable price stability has obtained , particularly 

after the mid 1990s.  Increased deregulation in the domestic market and a 

rationalisation of tariffs has gradually resulted in a decline in inflation. During the 

period 1991-92 to 1995-96, India had a double-digit annual average inflation rate of 

10.6 percent, which declined to 4.2 percent during the period 2001-02 to 2003-04. 

Though this is still higher than that prevailing in many developed economies, there is 
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no doubt that the opening up of the economy has resulted in a structural decline in 

inflation thus narrowing the differential with the developed economies. 

 

              7. In recent years, supply side factors have been more instrumental in 

determining the direction and magnitude of price rise, while the impact of demand side 

factors on inflation has been relatively weak. The occurrence of drought, decline in 

agricultural production, increase in global crude oil prices, supply shortages and 

increased international prices of imported commodities like crude oil, steel and edible 

oils are some of the factors that have played a crucial role in fueling inflation in the 

recent past. Imported inflation therefore has a crucial role to play in setting the 

direction of domestic inflation. 

8.   The year 2003-04 ended with an annual inflation rate of 4.6 per cent based 

on wholesale price index (WPI). The current fiscal started with an annual rate of 

inflation of 4.51 per cent. The inflation rate remained below 5 per cent till middle of 

May 2004. Thereafter, it gradually increased to reach to 7.61 per cent during the week 

ending July 31, 2004. 

                9.   Retail price inflation is commonly measured by the Consumer Price 

Index for Industrial Workers (CPI –IW). Consumer Price Index Numbers for Industrial 

Workers (Base:1982=100) are designed to measure a change over time in prices of a 

given basket of goods and services consumed by a defined population (i.e., Industrial 

Workers). This index is compiled for Industrial Workers residing in 70 centres of 

industrial importance in the country. These 70 centres were distributed among the 

States in proportion to the industrial employment. The indices for all the 70 centres are 

compiled in several stages i.e., Sub-group, Group and General level,  and released 

every month on the basis of the weights derived from the Working Class Family 

Income and Expenditure Survey conducted during 1981-82 and the current prices of 

the selected items collected from 226 markets spread over 70 centres. On the basis of 

these centers' indices ,the all-India index, which is in fact a weighted average, is 

derived.  

10.   The consumer price index for industrial worker (CPI-IW) reflect the cost of 

living condition and  is computed on the basis of the change in the level of retail prices 

of selected goods and services on which a homogenous group of consumers spend 

the major part of their income .  After touching a peak of 5.1 per cent in April, 2003, 
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inflation rate based on the CPI-IW decelerated to 3.5 per cent in  March, 2004.The 

current fiscal (2004-05) started with a inflation rate of 2.2 per cent, which gradually 

increased to reach 3.0 per cent during June 2004. 

 

11.  While replying to a query regarding relevance of CPI-IW as better 

representative of inflation affecting the masses, the Ministry in their written reply stated 

as below: 

“CPI -IW is the better representative of inflation affecting the masses 
because of following reasons : 
 
 (a) The WPI and CPI(IW) series differ significantly in terms of their 
weighting diagram. While food articles have a weight of 57 percent in the 
CPI(IW) series, food articles in the primary group and food products in the 
manufactured products group in the WPI series together have a weight of 
only 27 percent. The CPI(IW) series is ,  therefore,  more sensitive to 
changes in food prices.  
(b) Two major subgroups in the CPI(IW) series are the housing with 
weight 8.57 per cent  and  miscellaneous group with weight 16.36per cent 
which includes services like transport, education, personal care and 
health.  These sub- groups , however do not get reflected in the WPI 
series.” 
 
 
12.     The current series of CPI(IW)  are estimated with 1982 as the base year .  

An expert group has been constituted  by the Government to revise the CPI-IW base 

and capture the changing economic environment in a more realistic manner. There is 

a strong case for revising the current series of CPI-IW that has 1982 as the base year. 

A more recent base year, and a new weighting scheme is needed to make the CPI-IW 

series capture the changing economic environment in a more realistic manner. The 

current series is not only outdated in terms of the base year, but also does not 

adequately reflect the changes that consumption patterns have undergone over the 

last two decades. For example, food has a weight of 57 per cent, while the fuel group 

has a weight of only 6 per cent and services (lumped in the miscellaneous group) are 

not adequately represented in the current CPI-IW series. This weighing pattern may 

not be appropriate for current times. Keeping in view this need for change, the index  

is being revised, and preliminary work in this regard has already been completed. 
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13.  On being asked about discrepancy in inflation rate based on WPI and CPI 

(IW), the Ministry in their written reply stated as below: 

 
 
“1. The inflation rates based on the CPI (IW) and WPI are given in Table below. 

 
 

 (a)    As the names suggest, the WPI deals with the wholesale prices which in 
general do not include local taxes and duties , whereas the CPI(IW) is 
based on the retail prices which includes all taxes and duties imposed by 
the Government 

 
(b)      WPI based inflation rate is computed on base 1993-94 whereas the 

CPI(IW) based inflation rate is computed on base 1982. 
 
(c) The WPI and CPI(IW) series differ significantly in terms of their weighting 

diagram. While food articles have a weight of 57 percent in the CPI(IW) 
series, food articles in the primary group and food products in the 
manufactured products group in the WPI series, together have a weight of 
only 27 percent. The CPI(IW) series is , therefore, more sensitive to 
changes in food prices. The fuel group on the other hand gets a much 
higher weight in the WPI series (14.23) than in the CPI(IW) series (6.28). 
International price movements of crude oil would ,therefore , have a 
greater bearing on the WPI ‘series than on the CPI(IW) series in terms of 
their direct impact. 

(d) Two major subgroup in the CPI(IW) series are the housing ( 8.57) and 
miscellaneous group (16.36) which includes services like transport, 
education, personal care , health etc. These sub- groups, however do not 
get reflected in the WPI series.” 
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14.    Services price index : 
 
In pursuance of the recommendations of the Working Group on the revision of 

the WPI, work on the development of the Services Price Index covering key services 

sectors has been initiated by the Government.   

The Working Group on the WPI recommended that a separate Services Price 

Index Numbers should be developed which would initially incorporate the following 

services: 

1. Financial services (such as banking and insurance) 

2. Transport services (road and rail), 

3. Communication (Postal and telecommunications), 

4. Water supply, and 

5. Construction activities. 

The group has suggested that the index be integrated with the WPI once the 

series gets stabilised.  

 

15.   When asked about the reasons for recent hike in inflation rate, the Ministry 

furnished following written reply: 

“The increase in the WPI based annual inflation rate is mainly due to 
increases in the prices of potatoes (40.6%), tea (24%),minerals (153%), 
coal (15.9%), petroleum products(14.2%), sugar, gur and khandsari 
(11.9%), basic metals and metal products (29.2%) and Iron and Steel 
(45%).” 

 
 16.    The representative of Ministry of Finance further explained factors during 

his oral evidence as under: 

 “As you have noticed, the week ending 24th July, inflation on a point basis 
shot up to 7.51 percent after having remained constant at 6.52 for the 
previous two weeks. The immediate cause of inflation, what I understand, 
are seasonal factors.  Fruits and vegetables prices have gone up. 
Uncertainties relating to the late arrival of the monsoon, firming up of 
international prices of metals and minerals.  Just to give you an example, 
the price of Indian basket of crude oil went up from 26.7 per barrel in 
September, 2003 to 37 dollar per barrel on July 23, 2004 and a rapid 
increase because of the reserve inflows last year. 
The money supply growth was 16.4 percent compared to the targeted 
growth rate of 14 percent.  If you look at the commodity composition of this 
– potatoes, tea, minerals, coal, petroleum products, sugar, textiles, basic 
metal, metal products, iron and steel – these nine items with a weight of 
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about 35.4  percent in the wholesale price index account for about 97 
percent of the inflation.  Now the inflation has crossed seven percent in the 
past also.  As you will recall between October 2000 and February, 2001, it 
ranged between 7.5 and 8.7.   The average for 2000-01 was 7.1 and 
between March 2003 and May 2003 also, it was between 6 to 6.9 percent.  
But there was a remarkable success in bringing down inflation in the past.  
Part of the reason was a rupee appreciated in nominal terms from about 
47.66 per dollar on March 3, 2003 to 43.4.  Now on the exchange rate front 
also because of cross currency movements and as you know the Indian 
rupee is market determined rate the rupee has depreciated slightly.  These 
together with these factors that I have mentioned, has led to an increase.”  

  

17.    Further during the course of oral evidence, the Chief Economic Adviser, 

submitted following before the Committee: 

“Sir, you will be happy to know that the consumer price index increase has 
been 3 percent but the CPI comes out with a six week lag.  So unlike the 
whole sale price index for which data is available for 24th July, the 
Consumer Price Index data is available for the month of June.  Secondly, 
on your question about whether the petroleum prices increase have been 
reflected in this or not, as you know, after companies kept the price of 
motor spirit, high speed diesel, LPG and kerosene constant beyond 
December, 2003, the prices of high speed motor spirit and LPG were 
revised on June 16.  June 16 price increase is reflected in the July 24th 
figure.  But I suppose you are asking about the price increase that took 
place on August 1.  By definition that is not included.  If I may add, the 
consumer price indeed has got lower weightage attached to high speed 
diesel and motor spirit.  So, the impact of these base metals, minerals and 
other things in the consumer price indeed will be less than it is on the 
wholesale price index.” 
 

18.    When the Committee asked whether the increasing prices of petroleum 

products would lead to higher inflation, he further stated as below: 

“On your inflation question, you are right that if hardened international 
energy prices continues, that would continue to exert some pressure on the 
price and particularly when the new figures come out, the August first 
revision of the motor spirit and the diesel prices will be reflected in this.  But 
I believe this increase in tax rates or increase in prices which are of quasi-
administered nature does not lead to inflation.  Let me give you an example 
of the former Soviet Union.  In 1991, when the former Soviet Union was 
dismantled, they used to sell the motor spirit at a price which was the 
fraction of the price that used to prevail in Germany and other places.  
Inflation was very high.  When they revised the price, they revised it by 50 
times. When they increased the price by 50 times, inflation did not increase.  
So, the service tax and revenue augmenting measures to that extent helps 
the Government to put the house in order  as another effect also in 
stabilising the prices.” 
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19.    Regarding impact of the hike in prices on the economy and measures 

taken by the Government to contain rising prices, the Ministry stated as under: 

“The increase in the inflation rate has implications for the bond market 
and it adversely affects the purchasing power by pushing up the cost of 
living. 

Government’s anti-inflationary policies include strict fiscal and 
monetary discipline, effective management of supply-demand through 
liberal imports of essential commodities and strengthening of public 
distribution system for food grains.” 

 
         20.    Further, elaborating the measures, the representatives of Ministry of Finance 

stated inter alia following during the oral evidence: 

“… we are seeing some carry over of the inflation that took place 
beyond August last year.  Secondly, an appropriate mix of policies 
which the Government and the RBI are contemplating.  Thirdly, the end 
of the uncertainty regarding monsoon.  So I expect inflation would 
decrease.” 
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21.  It could be seen that inflation rate (based on WPI) had a 
noticeable increase in the year 2002-03.  Thereafter it had reduced to 4.6 
percent in 2003-04.   It remained below  5 percent till the middle of May 
2004.  Subsequently this rate has increased and reached the level of 7.61 
percent during the week ending July, 31, 2004.  Retail price inflation, as 
measured by the Consumer Price Index for Industrial Workers (CPI-IW) 
stood at 3.5 percent in March 2004.  The annual rate of inflation based on 
CPI – IW was 3.0 percent during June 2004.  

22.  The Committee further notice that computation of CPI – IW and 
WPI differ substantially in terms of base year, weightage given to different 
items etc. It is further seen that CPI –IW is more sensitive to changes in food 
prices while changes in petroleum product prices are better reflected in WPI.  
They find that work on constructing a separate price index for services has 
been started. 

23.   The basic reasons furnished for rise in inflation are increase in 
the prices of potatoes by 40.6 %, tea by 24 %, minerals by 153%, coal by 
15.9%, petroleum products by 14.2 percent, sugar, gur and khandsari by 
11.9%, basic metals and metal products by 29.2% and iron and steel by 45%. 

 24.    The Committee are unable to comprehend the lower growth in 
inflation rate based on CPI – IW, which was 3.0% in June 2004 as compared 
to WPI which was 5.8% in the same period, when much of the price rise is in 
respect of food and minerals.  In case of petroleum products it is only 14.2%.  
The Committee desire that this should be further explained. 

25.   They are also of the opinion that the base year for computing 
CPI-IW should be updated to make it truly  representative of retail price.  The 
work of  preparing a service price index should be expedited.   

26.   They apprehend that growing inflation will frustrate the 
achievement made by decade old reforms process.  The Government should 
tackle this menace tactfully  by employing its resources to the full extent.   
They expect that the Government would come out with adequate fiscal and 
monetary measures to  handle this situation.  The reasons causing present 
inflation need to be identified and dealt with effectively.  The Committee  
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therefore, recommend that in order to maintain the tempo of growth the 
Government must tackle the situation without delay.  

27. The Committee are also of the view that inflation hits the senior 
citizens the most and, therefore, the Government have to ensure that there 
are attractive saving schemes for them.  Tax free RBI bonds, offering annual 
interest of 6.5% was one such instrument which enable people to park their 
savings, however, the same has since been withdrawn.  It has resulted in 
causing much distress, particularly  to the senior citizens many of whom 
were availing this facility.  The Committee, therefore, desire that Government 
should consider reintroducing these tax free bonds, apart from the scheme 
which has recently been introduced for the senior citizens and for those who 
have attained the age of 55 years and taken VRS.  
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2.   Education Cess 
 

28.   Cesses on different items/products are levied by the Government towards 

development of a particular sector/industry out of the proceeds collected therefrom.  For 

example, various cesses on commodities such as ‘Coal and Coke’, ‘Jute’, ‘Tea’, ‘Coffee’, 

‘Tobacco’, ‘Rubber’, ‘Sugar’, etc. are levied under various cess Acts and proceeds thereof 

are credited into Consolidated Fund of India.  Expenditure for development of such 

industry/sector are met from Consolidated Fund of India with due appropriation after 

obtaining approval of Parliament. 

29.   During oral evidence, the Finance Secretary stated following  with regard to 

recently imposed education cess: 

“ As far as education cess is concerned, this is two percent on all taxes.  
It is expected  to fetch around Rs. 5,000 crore.  This will be entirely 
given to elementary education as for mid day meal programme.  It is a 
clear commitment; it is given to the Consolidated Fund of India; but this 
additionality will be going for that purpose.” 

 

30.    While furnishing the details of education cess, the Ministry in their written 

reply provided the following information: 

 
i) Education Cess on Indirect taxes  
 

An Education Cess at the rate of 2% of the aggregate duties of 
customs, excise and service tax has been imposed. These have been 
imposed under the provisions of clause 81 to 85 of the Finance (No.2) 
Bill, 2004. While the Cess applies in respect of customs and excise duties 
with effect from 9.7.2004 on account of declaration under the provisional 
collection of taxes Act, 1931, in respect of service tax, it will come into 
effect only on enactment of the said Finance Bill. The expected revenue 
realization from the aforesaid Cess is estimated at Rs. 2400 crores, 
during the remaining part of the current financial year in respect of 
custom duty, excise duty and service tax taken together. 

 
ii) Education cess with respect to Direct Taxes 

 
Clause 2(11) of the Finance (No.2) Bill, 2004 proposes to levy an 

additional surcharge for the purposes of the Union to be called the 
‘Education Cess on Income-tax” so as to fulfill the commitment of the 
Government to provide and finance universalised quality basic education 
to be calculated at the rate of 2% of the income-tax and surcharge 
payable. The Education Cess is proposed to be levied on tax on income 
distributed by companies and mutual funds, tax deducted at source, tax 
collected at source and advance tax paid during the financial year. The 
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Education Cess is proposed to be levied with effect from 1 April, 2004. 
Receipts on account of the Education Cess on corporation tax and taxes 
on income other than corporation tax are estimated at Rs.2,510 crores 

 
31.   Generally, the objective of levying cesses on commodities is to use the 

cess money thus collected for the development of targeted industry/sector.  For 
example, for development and maintenance of national highways, development of 
rural roads, development and maintenance of State roads and improvement of safety 
at railway crossings, cess on motor spirit and high speed diesel is being levied and 
collected by Government.  Sugar Cess is levied by the Government for development 
of sugar industry.   

 
 32.   The Cesses on various commodities are being collected on the basis of 

respective statutes.  Cesses are levied and collected by different 
Ministries/Department of Union Government. While some of the cesses on 
commodities like Sugar, Tea, Biris, Automobiles, Cotton, etc. are levied and collected 
by Ministry of Finance, cesses on Coal & Coke, Salt, Rubber, Iron Ore, Cine Works, 
Mica, etc. are administered by Ministries/Departments other than Ministry of Finance.  
Cesses on commodities are classified as revenue receipts of the Government.  As per 
Union Government Finance Accounts, the total cesses collected during last three 
years are as follows: 

        (Rs. Crore) 
Items 2000-2001 2001-2002 2002-2003 

    
Cess on Coal and Coke 109.30 113.50 119.89
Cess on Jute 30.59 29.40 39.26
Cess on Tea 26.53 27.73 25.90
Cess on Copra 0.00 3.84 0.00
Cess on Iron Ore 4.49 5.62 6.02
Cess on Limestone and Dolomite 7.75 15.16 16.57
Cess on Salt 2.48 2.69 2.98
Cess on Bidies 70.39 90.29 86.53
Cess on Tobacco  0.00 0.27 0.12
Cess on Rubber 80.84 75.50 83.16
Cess on Crude Oil 2559.53 2663.60 4674.47
Cess on Coffee 0.00 0.00 0.00
Cess on Sugar 214.06 324.94 338.91
Cess on paper 26.04 21.59 27.80
Cess on Straw Board 0.00 0.12 0.00
Cess on Automobiles 29.24 49.41 65.55
Cess on Textiles 38.43 35.54 38.93
Cess on Feature Films 0.00 0.98 1.40
Cess on other Commodities 1.15 3.63 0.44
Total 3200.82 3463.81 5527.93

 
The above figures are not exhaustive for the reason that certain cesses are in the process of 
being distinctly classified in the accounts.  
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33.  When asked  as to whether the fund collected by way of education cess 

may remain under utilised, the Finance Secretary, stated in his oral evidence as 

under: 

“We had a detailed discussion with the Ministry of HR.  Their 
requirement of funds with regard to the Cooked Mid Day Meal 
Progamme and SSA, which is the flagship for the elementary 
education is much higher than what we are getting.” 
 

34.  With regard to  a query on non lapsable dedicated fund wherein all the 

money collected by cess will be kept, the representatives of Ministry of Finance stated 

as below: 

“Right now as the Constitution gives, there is a Consolidated Fund of 
India on which the Parliament votes every year and decides how to 
spend it.  The problem with the dedicated fund are two fold.  One, is 
that you fracture the Consolidated Fund of India and you are putting 
money in boxes which will not allow Parliament to have the flexibility of 
spending the money the way it likes for the ensuring year. 
Secondly, the dedicated fund makes sense when you have a surplus 
budget.  When you are spending Rs. 137,000 crore more than what 
you are earning, practically there is no money left at the end of it.  We 
have spent more than what we have earned.  So, the dedicated fund I 
submit for your consideration makes sense only when FRBM 
objectives are fulfilled and you have a surplus fund” 
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            35. It is observed  that different cesses have been imposed from time to 
time on various items and products, such as coal and coke, jute, tea, coffee, 
tobacco, rubber, sugar etc.   The proceeds from these cesses are deposited in 
Consolidated Fund of India. The Committee are given to understand that the 
proceeds of these  cesses are exclusively used for the development of the 
industry/cause for which they have been imposed. They note that  the recently 
imposed education cess aims to collect Rs 5,000 crore (Rs 2400 crores  from 
cess of 2 percent on aggregate duties of customs, excise and service tax and 
Rs 2510 crore from  cess on corporate and income taxes) which is to be spent 
on elementary education.    
 36. The Committee apprehend that the huge amount of cess money may 
remain unutilised and could be diverted to other areas.  The Committee, 
therefore, desire that there should be a non lapsable dedicated fund where the 
proceeds should be deposited.  They do not agree with the contention of the 
Ministry that institution  of such a fund makes sense only when there is surplus 
budget. Even now, there are some existing funds like Central Road Fund 
wherein the proceeds of cess are kept.  Therefore, in the view of the Committee 
such a fund of perpetual nature should be established for education as early as 
possible,  so that the proceeds are utilised  for the development of this sector 
alone.    
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                                        3.  Demand No. 33 
Currency Coinage and Stamps 

Major Head : 2047 
Minor Head : 00.800 

                         Detailed Head : 05.00.11 
 Central Stamp Store- Domestic Travel Expenses 

 
 
         37.   It pertains to domestic travel expenses for Central Stamp Depot (CSD), 

Nasik Road. The budgetary allocations vis-à-vis actual expenditure pertaining to this 

head during the last three years is as shown below: 

          (Non Plan ) 

Year  Budget Estimate  Revised Estimates Actuals 

2001-02 1,00,000 1,00,000 92,000 

2002-03 3,00,000 3,00,000 77,000 

2003-04 4,15,000 2,00,000 58,000 

2004-05 3,00,000   

 

         38.   In response to a query regarding constant under utilization  under this head 

since the year 2001-02 vis-à-vis provisions at BE/RE stage, the Ministry furnished 

following reply: 

 

“Surrender under DTE for these years against BE/RE is mainly due to 
the reasons that Tour programmes of various officials did not materialize 
and also because of austerity in expenditure.” 
 

39.   When asked about the reasons for sharp hike in budgetary allocation, in 

the year 2003-04 compared to actual expenditure incurred in the previous year the 

Ministry in their written reply stated as below: 

 
“More provision was made in BE for the year 2003-04 mainly due to 
increase in air/ railway fare. The officials of CSD were to make excessive 
tours to recover the huge amount outstanding on various states, but due 
to some reasons tour could not be conducted and the expenditure was on 
abnormally lower side. This fact was taken into account and the figure for 
domestic travel expenses for CSD was reduced in RE accordingly.” 
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40.   The Committee take note of the fact that from the year 2001-02 onwards  

there has been constant savings in expenditure under this head. They find that in 
the year 2001-02 funds, as allocated could not be spent because of cancellation of 
scheduled tour programmes of officials and austerity in expenditure. In the 
subsequent year  i.e. 2002-03 again higher budgetary allocations were made in 
anticipation of official tours,  however they could not materialize due to some 
unexplained factor. Again the budgetary estimates were kept at even higher side in 
the following year (2003-04). However the actual expenditure incurred has always 
been abysmally low compared to the estimated amount. 

 41.  It is seen that no austerity has been exercised while making allocations 
at budgetary stage. Even while revising allocations, little consideration has been 
paid to the actual expenditure incurred in the past.  This shows that budgetary and 
revised estimates have always been made without taking into account the actual 
requirements as experienced in the previous years. The Committee would therefore 
recommend that projections of required funds should be made on a more realistic 
basis so that resources are not unnecessarily kept unused  and are allocated more 
judiciously.   
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4. Demand No. 34 
Payments to Financial Institutions 

Object Head: 31 
                                 Grants in Aid 

 
42..    This head is for providing grant assistance to financial institutions, such as 

Small Industries Development Bank of India (SIDBI), Unit Trust of India (UTI) etc. The 

budgetary provisions and revised provisions under this head along with the actual utilization 

of funds during the period 2001-02 to 2004-05 is shown in the table below:  

 
 

(Plan and Non plan) 
Year Budget Estimates 

Plan                           Non-Plan 
Revised Estimates 

Plan                                          Non-Plan 
Actuals 

Plan                           Non-Plan 
2001-2002 170,54,00,000 Nil 136,96,00,000 300,00,00,000 132,81,67,000 300,00,00,000 

2002-2003 54,95,00,000 100,00,00,000 131,97,00,000 2,449,00,00,000 62,90,50,000 2,449,00,00,000 

2003-2004 46,00,00,000 6,500,00,00,000 23,08,00,000  8,863,48,00,000   

2004-2005 24,00,00,,000 2,819,93,00,000     

 
 

43.  In reply to a query on reasons for variation between BE, RE and Actuals (Plan 

and Non-Plan ) since the year 2001-02, the Ministry submitted following reply as stated 

below: 

“In the year 2001-02, the variation in the Plan side was on 
account of less utilization of funds required by financial 
institutions for obligatory transfer of foreign aid. Under the Non-
Plan, the variation was because of Government’s decision to 
provide Rs. 300 crore as assistance to UTI, which was not 
anticipated at the BE stage. 
In the year 2002-03, the variation under Plan is due to the fact 
that in BE, the provision was meant only for providing grant 
assistance to SIDBI, but at RE stage the additional requirement 
of RS. 77.02 crore was made for obligatory transfer of foreign 
assistance to Industrial Credit Investment Corporation of India 
(ICICI), Industrial Development Bank of India (IDBI), Industrial 
Finance Corporation of India (IFCI) and National Bank for 
Agriculture and Rural Development (NABARD). The actual 
expenditure was, however, less, as less claims for 
reimbursement were received  from financial institutions than 
anticipated at the time of making the provisions. Under the Non-
Plan in the same year, the variation between BE and 
RE/Actuals occurred because of the additionality of Rs. 2449 
crore as grant assistance to Unit Trust of India (UTI).  
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In the year 2003-04, the variation is due to less requirement of 
SIDBI in the Plan side and the increase in RE in the Non-Plan 
side, is mainly due to additionality required by ICICI for passing 
through of external assistance (Rs. 29.45 crore), and for providing 
grants of Rs. 1573.00 crore and Rs. 747.27 crore to industrial 
Finance Corporation of India (IFCI) and Industrial Development 
Bank of India (IDBI), respectively, for the purpose of re-structuring 
their liabilities.” 
 

 

44.   When asked about the reasons for sharp increase/decrease in Non-Plan 

allocation during the year 2003-03 at RE stage and during 2004-05 at BE stage, the 

Ministry in their written reply gave following clarification: 

“Increase in Non-Plan allocation is due to the re-structuring of the 
liabilities of IFCI and IDBI, as already indicated above; 
The increase in BE 2004-05 is due to provisioning of Rs. 800 
crore as grants to NABARD for strengthening the co-operative 
credit structure, and for providing Rs. 226 crore to IFCI and Rs. 
574.10 crore to IDBI for re-structuring their liabilities, Rs. 14.53 
crore as grants to Export-Import Bank of India, and Rs. 1200 
crore for assistance to UTI.” 
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45.  It is seen that throughout the period 2001-02 to 2003-04 the budgetary 

allocations for giving Grants-in-Aid to various financial institutions were revised 
upwards at RE stage owing to additional requirements for obligatory transfer of 
foreign assistance . The actual expenditure however varied, depending on 
actual claims for reimbursement received from financial institutions. Thus the 
budgetary allocations have always been less than the requirements and had to 
be subsequently revised upwards to make up for the shortfall.  

46.  The Committee are unable to comprehend the reasons for keeping 
lower outlays when the actual requirement is far higher. This shortsightedness 
on the part of the Government  may result in undue diversion of  resources. 
Therefore the Committee recommend that every effort should be taken to make 
realistic estimations of allocations keeping in view all the anticipated demands. 
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5 . Non Life Insurance – Fall in Market Share of Public Sector 
Insurance Companies  

 
 

47.   There has been a gradual decline in the market share of the public sector 

General insurance companies after the opening up of the insurance sector.  As per the 

unaudited figures reported to Insurance Regulatory Development Authority (IRDA), the 

market share of the four public sector general insurance companies stood at 85.79 

percent as on 31st March, 2004 as compared to 90.54 percent for the year ending 31st 

March, 2003.  The four public sector general insurance companies have reported 

positive growth in their business during 2003-04.  However during the year, New India 

Assurance, Oriental Insurance and United India Insurance have reported decline in their 

market share whereas National Insurance Company has increased its share. 

48.  Responding to a query on reasons for fall in market share of public sector 

non life insurance companies  vis-à-vis private insurers, the Ministry stated as under: 

“It was expected that the share of public sector general insurance companies 
would go down following the opening up of the insurance sector to private 
players.  The reasons for fall in market shares of these companies, inter alia, 
include competitive pressure from private players, lesser use of technology 
in underwriting and claims management, inadequate utilisation of the 
distribution channels and other intermediaries etc.” 

 

49.    The data pertaining to premium collected and the market share of non-life 

insurance companies (both public and private) for the last three years is as below: 

Gross premium underwritten within India for the Financial years 2003-04, 
2002-03 and 2001-02. 

(Rs in lakhs) 
Companies Premium 

2003-04 
(Rs. in 
Lakhs) 

Premium 
2002-03 
(Rs. in 
Lakhs) 

Premium 
2001-02 
(Rs. in 
Lakhs) 

Market share
2003-04 
(%) 

Market share 
2003-04 
(%) 

Market share 
2003-04 
(%) 

Royal  

Sundaram 

25,801.76 18,177.28 7,113.00 1.60 1.27 0.60 

Tata AIG 35,476.39 24,087.42 7,846.00 2.20 1.69 0.67 

Reliance 

General 

16,123.96 18,501.70 7,746.00 1.00 1.30 0.66 

IFFCO-Tokio 32,529.73 21,332.91 7,051.00 2.02 1.50 0.60 

ICICi –Lombard 50,672.18 21,522.10 2,813.00 3.14 1.51 0.24 

Bajaj Allianz 47,630.86 28,928.45 14,196.00 2.96 2.03 1.20 
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HDFC CHUBB 11,166.78 943.98 0.00 0.69 0.07 0.00 

Cholamandalam 9,668.31 1,477.79 0.00 0.60 0.10 0.00 

New India 402,832.00 392,124.00 351,233.00 24.99 27.50 29.80 

National 341,700.00 286,358.00 236,546.00 21.20 20.08 20.07 

United India 306,817.00 296,807.00 265,496.00 19.04 20.81 22.53 

Oriental 286,907.75 278,289.43 244,648.00 17.80 19.52 20.76 

ECGC 44,512.90 37,465.11 33,852.00 2.76 2.63 2.87 

Private Total 229,069.97 134.971.63 46,765.00 14.21 9.46 3.97 

Public Total  1,382,769.65 1,291,043.54 1,131,775.00 85.79 90.54 96.03 

Grand Total  1,611,839.62 1,426,015.17 1,178,540.00 100.00 100.00 100.00 

 

50.   Regarding the measures proposed to be taken by the Government, to 

check this erosion of market share, the Ministry furnished the following reply: 

 
“In order to face the competition in the insurance market effectively, 

Government has asked the public sector non-life insurance companies to 
take steps to (I) complete computerisation and net working of their offices 
by 2004; (2) bring down the management expenses to permissible limit 
by the end of March, 2005; and (3) bring about a sustainable turn around 
in underwriting profit for the year 2003-04 and thereafter.” 

 
51.   In reply to a query that how the Government propose to bring about a 

sustainable turn around in underwriting profit for the year 2003-04 and thereafter, the 

Ministry in their written reply submitted as under: 

 

“The measures for bringing about a sustainable turn around in 
underwriting profit by public sector general insurance companies, inter-
alia, include efforts to increase in premium income through improved 
marketing strategy, controlling of wage bill through introduction of VRS 
Scheme, reduction in marketing expenses through introduction of 
innovative marketing concepts such as Corporate Agency/ 
Bancassurance etc.” 
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52.    The Ministry in their written submission provided following information 

regarding the Management expenses incurred and the permissible limit of Management 

expenses of the Public Sector General Insurance Companies during the last five years: 

Statement of the Expenses of Management of Public Sector Insurance 
Companies 

 
(Rupees in Crores) 

 
Name of the 
Company 

Year Management 
Expenses in India 
(Actual) 

Management 
Expenses 
(Permissible) 

National 1999-2000 
2000-2001 
2001-2002 
2002-2003 
2003-2004 

500.87 
489.10 
560.71 
597.71 
725.22 

388.82 
413.44 
462.79 
561.61 
668.91 

New India 1999-2000 
2000-2001 
2001-2002 
2002-2003 
2003-2004 

607.25 
633.64 
663.25 
726.51 
1184.88 

580.44 
592.59 
685.55 
767.08 
796.23 

Oriental 1999-2000 
2000-2001 
2001-2002 
2002-2003 
2003-2004 

534.60 
502.98 
609.03 
652.59 
782.11 

420.19 
431.00 
479.06 
556.65 
555.53 

United India 1999-2000 
2000-2001 
2001-2002 
2002-2003 
2003-2004 

510.57 
515.75 
568.92 
624.10 
801.73 

455.92 
474.29 
518.28 
576.70 
598.68 

 

 
                53.    During the examination of Demands for Grants 2002-03, the Committee 

had examined this issue and recommended as stated below in their 27th Report on 

Demands for Grants 2002-03: 

 

 “  The Committee find that the Management expenses of the public sector 
general insurance companies have been in excess of the statutorily prescribed 
ceiling since 1997-98 except in respect of New India Assurance Company Ltd. 
During 1997-98  and 1998-99.  The Committee believe that such high cost of 
management might render their business uncompetitive vis-à-vis the business of 
their counterparts in the private sector.  They therefore recommend that the 
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value of business per employee of these companies should be increased and 
also the computerisation/automation of the operations of these companies 
should be done on priority basis to ensure that the management expenses are 
within the prescribed limits.” 

  

        54.     While furnishing action taken reply on the above recommendation, the Ministry 

of Finance stated as below: 

 “The four public sector general insurance companies have taken 
various measures to control the expenses of management.  These measures 
include, inter alia, increase the premium income levels through innovative 
marketing, optimum utilisation of existing manpower, consolidation of offices, 
undertaking in-house survey to reduce survey fees and cost, reduction in 
cost of acquisition of business, reduction in traveling, telephone, printing and 
stationery expenses, etc.  The four companies are also proposing to utilise 
the administrative staff for marketing functions which will increase in the 
volume of business. 
              As regards computerisation/automation of operations, the 
companies have already undertaken a massive computerisation program for 
their   insurance operations.  It is expected that computerisation of offices 
would enable the public sector insurance companies to increase their 
business volume and thereby contain management expenses to the 
permissible limit. “ 
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55.   The Committee take serious note of the fact that the market share of non 

life public sector insurance companies has gone down by 4.75 percent in the last 
year.  This is due to competitive pressure from private players, lesser use of 
technology and inadequate utilisation of the distribution channels.  They are 
constrained to express their anguish that if such trend is not arrested the day is not 
too far when the entire business will be grabbed by private players.  They are of the 
view that competition per se is not bad as it compels the competitors to imporve the 
quality of the product/service.  The public sector non life insurance companies will 
have to upgrade the quality of the service in order to be able to face the competition 
from the private operators.  

56.   The Committee are distressed to note that the management expenses  of 
General Insurance Companies continue to be in excess of stipulated amount.  Only 
New India Insurance Company managed to limit these expenses within the 
permissible limit during the years 2001-02 and 2002-03.  But thereafter it has 
increased tremendously.  It is particularly regrettable to note that the insurance 
companies continue to incur excessive expenditure on management and IRDA have 
failed to effectively regulate this despite Committee’s earlier recommendation to 
this effect.  The Committee, therefore, recommend that this issue should be taken 
by IRDA on priority basis.  The Government should hasten the process of 
modernisation/computerisation of the general insurance companies so that such 
expenses are reduced and their services are improved.  Besides, they (insurance 
companies) should introduce new products to attract the masses and approach the 
untapped areas in a big way.  
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Demand No. 33 
6.   Currency, Coinage stamps 

Major Head    : 4046 
Minor Head    : 00.101 

Detailed Head : 01.00.53 
 

Currency Note Press – Major works 
 
 

57.   The head 4046 Major Works represents the expenditure incurred on Major 

construction of Civil Works and Electrical Works mainly through CPWD. The 

provisions under this head at BE, RE stage and the actual expenditure incurred during 

the period 2000-01 to 2004-05 are as shown in the table below: 

 
                                           (Plan)  

Year Budget Estimates Revised Estimates Actuals 
 

2000-2001      3,40,00,000   3,40,00,000    1,44,50,000 
2001-2002      2,00,00,000   1,50,00,000 69,32,000 
2002-2003      1,40,00,000 4,20,00,000 3,95,45,000 
2003-2004 5,00,00,000 1,00,00,000 50,00,000 
2004-2005 2,00,00,000   

 

58.   On being asked about reasons for continuos  shortfall in actual expenditure 

vis-à-vis revised estimates during the period 2000-2001 to 2002-03, the Ministry, in 

their written reply stated as under: 

Year 2000-01 

(i) Savings was due to non receipt of Ministry’s approval for 
additional work valued for Rs. 69/- lakhs under modernisation. 

(ii) Savings was due to less utilisation of funds by CPWD amounting 
to Rs. 127 lakhs. 

Year 2001-02 

(i) During the year 2001-02 CNP has authorised fund of Rs. 123/- 
lakhs to CPWD out of which Rs. 54.32/- lakhs has been utilised 
by CPWD resulting in savings. 

Year 2002-03 

                 Saving is due to less utilisation of fund authorised to CPWD. 
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59.   While furnishing reply to a query on drastic cut in revised allocation by 

around RS 4 crore during the year 2003-04, the Ministry in their written submission 

stated as under: 

“During  the year 2003-04, expenditure  is Rs. 50/- lakhs.  The amount of 
Rs. 48.26/- lakhs under the head 4046 Major Works has been authorised 
to CPWD.  But the statement of expenditure from CPWD is awaited.  
There is however, no Major Saving with reference to revised estimates.” 
 

60.  When asked about actual expenditure in the year 2003-04 and the details of 

such expenditure, the Ministry replied as under: 

“Actual expenditure in the year 2003-04 is Rs 50/- lakhs.  The amount of 
Rs. 48.26/- lakhs under the Head 4046 Major Works has been authorised 
to CPWD.  But the statement of expenditure from CPWD is awaited.  
There is however, no major savings with reference to revised estimates.” 
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61.   The Committee find that there has been constant shortfall in  the 
actual utilisation of funds under this head.  The major savings in this regard 
have been made by CPWD.  The Committee are unable to comprehend the 
reasons for huge savings made by CPWD.  If the requirements were lower 
why provisions at BE stage were always kept at higher side.  The Committee 
take serious view of such budgetary allocations and recommend that the 
Government should take utmost care while making provisions based on 
actual requirements.  They would further like to be apprised of details of 
expenditure made by CPWD during the last five years.  
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7.  Subsidy 

 
   62.    The term subsidy commonly refers to money111111 granted by State to 

keep down the prices of commodities and services. In economic theory, subsidies are 

generally advocated in the presence of externalities, i.e. when the social benefit from 

consumption of a commodity or service exceeds the sum of individual benefits to the 

consumers. In such cases, the price of the product or service that consumers are 

willing to pay tends to be less than its true value to the society. Public goods, like 

defence and internal security, need to be delivered directly by the Government, as 

they are not otherwise available through the mechanism of markets. The two critical 

characteristics of a public good, according to economic theory are non-excludability 

and non-rivalry. Additionally, subsidies are also advocated for fulfilling basic objectives 

of access to food, sustaining livelihoods and human development, wherein the market 

mechanism excludes large sections of society.  Subsidies are an important fiscal 

instrument for correcting or modifying market-determined outcomes to achieve 

specified objectives. While taxes reduce disposable income, subsidies increase it. 

Subsidies, by lowering the relative price of the subsidised commodity, increases its 

consumption or demand. Subsidies are taken to be all unrecovered costs of public 

provision of non-public goods in the budgetary context. 

 63.   The National policy of foodgrain management, of which subsidy was an 

important component, was an offshoot of the recurrent famines in the colonial period 

and immediate aftermath of Independence.  From the records available, food subsidy 

was explicitly stated in the National Budget, at least since 1951-52.  Fertiliser subsidy 

was originally advocated in the pre-green revolution era for promoting modern inputs 

and technology to achieve self-sufficiency in foodgrains production. Input subsidy, 

appropriate tool kits and statutory minimum prices were legitimate tools of State 

intervention in the agriculture sector. Petroleum subsidies, an off-shoot of the 

international oil crisis, were administered through a price control regime, which was 

coordinated by the Oil Coordination Committee initially set up in July 1975. The main 

items initially cross-subsidised were diesel, kerosene and Liquefied Petroleum Gas 

(LPG).  The pricing of petroleum products, except for PDS kerosene and domestic 

LPG are market determined with effect form April 1, 2002.   
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64.   Unsustainability of the levels of public expenditure has been a 

consequence of the expansion and growth of governmental activities, including direct 

production and provision of services. In many such activities, costs tend to be high 

and revenues poor leaving a huge gap financed through budgetary subsidies. The 

gross budgetary subsidies have escalated in nominal terms from Rs. 9,133 crore in 

1990-91 to Rs.43,516 Crore in 2004-05 (BE). The major explicit Central subsidies in 

India have been the food subsidy, subsidies on indigenous, imported and 

decontrolled fertilizers, petroleum subsidies and interest subsidy. Among the other 

subsidies, contribution to price support or market intervention operations through 

NAFED, Haj subsidy, compensation for exchange losses and agricultural subsidies 

are significant. A number of committees have in the past gone into the question of 

reforming subsidies and have suggested various measures. Some of the major 

initiatives taken so far to rationalise the budgetary subsidies include targeted 

approach to food subsidy (BPL families) under Public Distribution System, allowing 

Food Corporation of India to access market loans carrying lower interest rates, 

encouraging private trade in food grains, liquidating excess food grains stocks, 

modifying the Retention Price Scheme based subsidy on fertilisers as per the 

recommendations of the Expenditure Reforms Commission, and proposed phasing 

out of subsidies on PDS kerosene and LPG. A pioneering attempt at highlighting the 

subsidy burden was made in the Discussion Paper on “Government Subsidies in 

India” brought out by Ministry of Finance in May, 1997. The paper attempted to 

estimate the full extent of the subsidies implicit in the Government budgets, classified 

them on the basis of economic criteria into merit and non-merit categories, and 

chalking out a path for reform. 

 65.   Expenditure on major subsidies as per cent of revenue expenditure after 

declining from 13.0 percent in 1990-91 to 8.7 percent in 1995-96 started rising to 

reach a level of 9.6 percent in 1998-99.  IN 2002-03, expenditure on major subsidies 

increased to 11.9 percent from 10.0 percent in 2001-02. 

66.  While Government interventions in different sectors in the form of subsidy 

had valid objectives, some serious shortcomings in delivery mechanism necessitate 

revisiting the issue. However, failures in the delivery system would not be sufficient 

reason to totally withdraw subsidies. The crucial element of subsidy reforms is better 

targeting. The National Common Minimum Programme seeks to target all subsidies to 
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the poor and truly needy like small and marginal farmers, farm labour and the urban 

poor. The National Institute of Public Finance and Policy has been asked to prepare a 

blue print to accomplish these objectives. The report is expected to be tabled in the 

next session of Parliament. 

67.  The budgeted subsidy for 2004-05 is placed at Rs. 43,516 crore as against 

the revised estimate of Rs. 44,709 crore in 2003-04. Food subsidy which amounts to 

Rs. 25,800 crore (BE 2004-05) is the single largest item of subsidy. Fertilizer and 

petroleum are the other two major items of subsidy in that order. The details of 

subsidies(BE 2004-05) under different heads are given in the table: 
 

DETAILS OF SUBSIDIES 
(in crores of Rupees) 

 Actuals 

1995-96 

Actuals 

1996-97  

Actuals 

1997-98 

Actuals 

1998-99 

Actuals 

1999-00 

Actuals 

2000-01 

Actuals 

2001-02 

Actuals 

2002-03 

Actuals 

2003-04 

Actuals 

2004-05 

Major 
Subsidies 

12112 13644 17818 20696 22678 25860 30447 40716 43725 42214 

Food 5377 6066 7900 9100 9434 12060 17499 24176 25200 25800 

Indigenour 
(Urea) 

Fertiliser 

4300 4743 6600 7473 8670 9480 8044 7790 8139 8143 

Imported 
(Urea) 

Fertiliser 

1935 1163 722 333 74 1 47 … 1 473 

Sale of 
decontrolled 
fertiliser with 

concession to 
farmers 

500 1672 2596 3790 4500 4319 4504 3325 3656 4046 

Petroleum 
Subsidy 

      … 5225 6573 3559 

Grants to 
NAFED for 
MIS/PPS 

… … … … … … 353 300 156 193 

Other 
Subsidies 

554 1855 722 2897 1809 978 763 2799 984 1302 

Import/Export 
of sugar 

          

Edible Oils 
etc. 

100 … 20 105 50 40 8 … … … 

Interest 
Subsidies 

34 1222 78 1434 1371 111 210 756 207 463 

Other 
Subsidies 

420 633 624 1358 388 827 545 2043 777 839 

Total-
Subsidies 

12666 15499 18540 23593 24487 26838 31210 43515 44709 43516 

 

 

68.   In response to a query on specific measures taken to reduce consumption 

expenditure the Ministry in their written reply stated as under: 

“The Central Government is committed to moderate growth in 
consumption expenditure.  Steps have been taken to reduce the interest 
burden through debt restructuring measures such as debt buyback, State 
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Debt Swap Scheme and prepayment of high cost external loans.  
Prevailing soft interest rate regime has also had positive impact on interest 
expenditure.  Efforts are being taken to rationalise subsidies and attempt a 
gradual phase out, besides better targeting of subsidies.”   

 

69.   Whereas while replying to another query regarding proposal of the 

Government to do away with subsidies completely in a phased manner, the Ministry 

stated as under: 

“ There is no proposal to do away with all the subsidies.  The focus is 
on better targeting of the subsidies meant for the poor” 

 

70.   Further, in their written reply the Ministry submitted following in this regard: 

“In order to facilitate better targeting of subsidies, the Ministry of Finance 
has instituted a study in mid July 2004 to be undertaken by National 
Institute of Public Finance and Policy (NIPFP), with the following terms of 
reference: 

 
(i) Examination of implicit and explicit subsidies under different budget 

heads and    classifying them in to merit and non-merit categories. 
(ii) Examining the design of major non-merit subsidies with a view to 

better target them to intended groups; 
(iii) Analyzing the food subsidies in greater detail to improve the 

functioning of Food Corporation of India. 
(iv) Quantifying the subsidy amount incurred on schemes for the poor, 

like small and marginal farmers, farm labour and the urban poor. 
(v) Presenting a design to target subsidies at the poor, like small and 

marginal farmers, or labour, urban poor. etc. 
(vi) The study is to be completed within seventy five days of its 

commissioning.” 
 

71.   On this issue, the Finance Secretary deposed before the Committee, during 

his oral evidence as stated: 

“Another important direction in the Budget is on the subsidies.  Our 
subsidies are Rs. 43,000 to Rs. 44,000 crores.  There are explicit 
subsidies.  I am talking of food subsidy.  In the petroleum side, we have 
given subsidy on the LPG and kerosene and the fertiliser subsidy.   One of 
the important initiatives announced in the Budget which we have already 
implemented is that we have given this work to the National Institute of 
Public Finance and Policy to prepare a paper with regard to what can be 
done to improve the subsidy outgo to the targeted areas.” 

 
 

 

 

 38



 

 

72.     With regard to targeting of subsidies, the Finance Secretary stated inter-

alia following during the course of oral evidence: 

“Delivery mechanism is the key factor in any implementation.  If 
you see carefully, whether be it a subsidy scheme or a Plan scheme, 
whether it is a Centrally sponsored Scheme or a State sponsored 
scheme, the point is, how do we administer the scheme so that the 
targeted group is really benefited and our funds are effectively utilised? 

Now, all these schemes in our federal set up are mostly being 
implemented at the State level.  The Members know that the levels of 
governance in various States differ from State to State.  There are 
several reasons.  I need not go into them because they have got many 
implications. 

As far as targeting of the subsidy is concerned, that is exactly the 
purpose for which we have indicated to the National Institute of Public 
Finance and Policy to suggest us a package of measures as to how we 
target our subsidy.  For example, I will present one side of it. 

If you take food subsidy, our food subsidy will be around Rs. 
27,000 crore.  Now there is a carrying cost of about Rs. 7,000 crore out 
of Rs. 27,000 crore.  One way of optimising my expenditure could be to 
devise ways and means by which I can reduce the carrying cost, 
because this is an unpredictable cost.  By doing that, I can benefit more 
people.  There are several other aspects involved in it like the 
functioning of the Food Corporation of India, distribution mechanism 
etc. 

Similarly, on how the BPL families are enumerated, I would like to 
submit that there is a list prepared by the Planning Commission.  But 
again, the question is, even if the BPL families have been identified, 
how do we access them and whether they are getting benefited.  I 
agree to point that delivery mechanism is the key issue.” 

 

73.   When the attention of the Ministry was drawn to the contradiction in the  

replies regarding doing away with subsidies they stated as below: 

“As stated in reply to Question No. 2, the Central Government is committed 
to moderate the growth in consumption expenditure, including subsidies. 
This is likely to entail gradual phase out of subsidies on petroleum products 
(Kerosene & LPG) and better targeting of the other subsidies to more 
deserving classes. However, as mentioned in the reply to Question No. 10 
(iv), it is reiterated that there is no proposal to do away with the subsidies 
meant for the poor.” 
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74.   The Committee note that subsidies are an important fiscal 
instrument for correcting or modifying market determined outcomes to achieve 
specified objectives.  The trend of providing subsidy started since 1951-52  in 
the form of food subsidy.  The subsidies have successively grown over the 
years and has been budgeted at Rs. 43, 516 crore in 2004-05 (BE).  The major 
portion of subsidy is accounted for by food subsidy.  Its share in total subsidy 
in the current year has been kept at Rs. 25,800 crore. 

75.   It is further seen that a number of Committees have examined the 
issue of reforming subsidies and have suggested measures in this regard.  
Consequent upon this several measures have been taken viz. Targeted 
approach to food subsidy (BPL families and Antyodaya Anna Yojana  ) under 
Public Distribution System, allowing Food Corporation of India to access 
market loans carrying lower interest rates, encouraging private trade in food 
grains, liquidating excess food grains stocks, modifying the Retention Price 
Scheme based subsidy on fertilisers as per the recommendations of the 
Expenditure Reforms Commission, and proposed phasing out of subsidies on 
PDS kerosene and LPG. They are given to understand that recently the  
National Institute of Public Finance and Policy (NIPFP) has been asked to 
prepare a blue print to ensure better targeting of subsidies. 

76.   The Committee note with deep concern that despite provision of 
huge sums by way of subsidies, objectives had not been fulfilled due to 
serious shortcomings in the delivery mechanism.  Therefore, the Committee 
recommend that the Government should formulate a strategy to reduce 
pilferages and ensure benefits of subsidy to the really needy people.  The study 
being conducted by NIPFP be expedited  and the  Committee be apprised of the 
recommendations and action taken by the Government at the earliest.  

 40



8.  Fall of Global Trust Bank (GTB) and role of RBI as regulator 
 

77.    The Indian Banking System comprises different bank groups viz. public 

sector banks, private sector banks and foreign banks.  The performance of all these 

groups of banks is monitored by Reserve Bank of India on a regular basis, through 

the mechanism of monitoring and Annual Financial Inspections.  The overall 

performance of 32 banks in the private sector over the years has been quite good 

except certain banks which failed due to non-compliance with statutory requirements 

and guidelines issued by RBI / Govt. of India.   

 
78.    GTB was one such new bank in the private sector, which came into 

being in September 1994. Its performance was quite satisfactory till the slide was 

specifically noticed after 31st March 2001.  Since then the financial health of GTB was 

causing concern to Reserve Bank of India (RBI).  The bank’s performance for the 

years ending 31st March 2002 and 31st March 2003 was reviewed by RBI by way of 

Annual Financial Inspections. The key indicators about the health of the bank were 

wrongly certified by the Statutory Auditors of the bank for both the years.  The RBI 

inspection revealed wide variance with the balance sheet figures published by the 

bank.  In view of the erosion of capital of the bank, RBI directed the bank to infuse 

capital so as to achieve a CRAR of 9% .  However, GTB failed to locate a domestic 

investor who could infuse the requisite capital.  Thereafter, the bank submitted a 

proposal to RBI from Newbridge Capital Ltd., a limited partnership, based in Cayman 

Island for investment in GTB.  The proposal was not acceptable to RBI on account of 

regulatory concessions and prudential forbearance as also foreign jurisdiction sought 

for dispute resolution. In view of the bank’s inability to raise required capital from 

domestic investors as also voluntary merger with any domestic bank, on the 

recommendation of RBI, Government placed GTB under an Order of Moratorium for 

the period from the close of business on 24th July, 2004 upto and inclusive of 23rd 

October, 2004. This was done to protect the interest of depositors of GTB, about 

eight lakh in numbers and the banking system.  

 

       79.    In order to tackle the problems caused to the depositors due to the failure 

of GTB,  RBI  prepared a scheme of amalgamation of the GTB with Oriental Bank of 
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Commerce for sanction of the Central Govt. in terms of sub-section (7) of Section 45 

of Banking Regulation Act, 1949.  The Ministry of Finance has notified the scheme 

w.e.f. 14th August, 2004 amalgamating GTB with OBC. The scheme fully protects the 

interests of the depositors and the bank.  So far as shareholders are concerned, they 

will also be looked after in the scheme to the extent of availability of funds, after all 

dues and liabilities have been met, as per the provisions of the scheme. The scheme 

which has been notified will satisfy the apprehensions expressed on account of 

failure of GTB. 

 

 80.   On being asked as to when the irregularities in this Bank was detected 

first by RBI, the Ministry replied as under: 

“Reserve Bank of India noticed serious irregularities in the functioning of 
Global Trust Bank (GTB) after 31st March 2001.  The financial health of 
GTB was causing concern to Reserve Bank of India (RBI) due to wrong 
reporting by the bank and false certification by statutory auditors of the 
bank on key performance indicators for the years 2001-02 & 2002-03. 
Bank’s net worth has fully eroded; both profit and CRAR were negative.  
In view of false certification by Statutory Auditors, RBI has written to 
Institute of Chartered Accountants to take action against the statutory 
auditors as it deems fit. “ 
 
 

81.   Regarding action taken by RBI, against those responsible for this crisis the 

Ministry in their written submission stated as below: 

 
 
“RBI has also contemplated action against people who are directly 
responsible for this failure. The statutory auditors appointed by GTB for 
the years 31st March 2002 and 31st March 2003 failed to identify the 
non-performing assets of the bank to reflect its true picture and this 
resulted in false certification by them which did not match with the 
information revealed through inspection by RBI. RBI has already written 
to the Institute of Chartered Accountants to take action against the 
statutory auditors as it deems fit under the relevant statutes. The 
Scheme also provides for action against any Director, Officer and 
employees of Global Trust Bank for liability for a criminal offence or for 
a statutory contravention or default committed by them before the date 
of amalgamation.” 
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82.    Further stating the measures taken by the Government/RBI to rectify 

the shortcomings the Ministry have replied as under: 

 

The important measures taken to strengthen the banking sector and 
prevent such recurrences in future are briefly, the following: 
 

• “Introduction of capital adequacy standards on the lines of the Basel 
norms,  

• prudential norms on asset classification, income recognition and 
provisioning, 

• Introduction of valuation norms and capital for market risk for 
investments  

• Enhancing transparency and disclosure requirements for published 
accounts ,  

• Aligning exposure / Capital market Exposure norms – single borrower 
and group-borrower ceiling with inter-national best practices 

• Introduction of off-site monitoring system and strengthening of the 
supervisory framework / introduction of Risk Based Supervision for 
banks.   

• The accounting treatment for impaired assets has been made closer to 
the international best practices and the final accounts of banks are 
transparent and more amenable to meaningful interpretation of their 
performance. 

• Introduction of a framework for prompt corrective action.” 
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83.  The Committee note with serious concern the recent developments 
that have taken place in the Global Trust Bank ultimately resulting in placing it 
under an Order of Moratorium for about three months w.e.f. 24th July, 2004 by 
the Reserve Bank of India.  This step has reportedly been taken to protect the 
interest of the depositors as well as the banking system.  In order to further 
mitigate the problem of the investors, the Reserve Bank of India has prepared a 
scheme of amalgamation of the bank with the Oriental Bank of Commerce. 

84.    The Committee take note of the fact that  while undertaking a 
review of the bank’s performance by way of annual inspections for the years 
ending 31st March 2001 and 2003, the RBI had noted wide variance in the key 
indicators which had been wrongly certified by the Statutory Auditors, 
however, no action seems to have been initiated against them, since the 
Statutory Auditors come under the strict vigil of the Institute of Chartered 
Accountants of India, which failed to take action against them.  The Committee 
find that this is a very serious and anomalous situation under which the RBI 
which is mainly responsible for monitoring the working of the banks has no 
control to take action against the erring auditors at the same time RBI as a 
strict regulator can not be absolved of their responsibility. 

85.    Besides, amalgamating the unhealthy banks with those which are 
performing well is not a healthy practice by any means, as this practice on the 
contrary encourages the unscrupulous entities to score their own vested 
interests by playing with the public money in a reckless and surreptitious 
manner.  

86.    In order to  ensure that such happenings are not repeated in the 
future, sufficient safeguards, both legislative as well as administrative have to 
be built into the system.  At the same time those who are responsible for such 
a failure should not be spared and suitable action including criminal action 
ought to be taken against them without further loss of time, so that such 
actions provide deterrence to other as well.  The Committee would like to be 
apprised of the action in this regard at the earliest.   

87.   The Chartered Accountants Act, 1949, which is a very old and 
toothless legislation should be amended forthwith.  
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Department of Expenditure  
9. Limits on  borrowings 

88.   The widening fiscal gap has led to a steep rise in the outstanding liabilities of 

the Government. Of the outstanding domestic debt of the Central Government, internal 

debt (including special securities issued in lieu of small savings outstanding as at end 

March 1999)  alone accounted for 66.4 percent and ‘other liabilities’, which comprise 

small savings and provident funds accounted for 29.9 percent at the end of March, 2003.  

The sharp increase in the debt –GDP ratio since the mid-1990s is reflected in burgeoning 

interest payments, despite a decline in interest rates. 

89.  The increasing trend in Government debt has been a matter of serious concern 

because of the associated preemption of resources from the private sector.  With over 

three-fourths of the fiscal deficit being accounted for by revenue deficit, there is limited 

room to deploy the borrowings in a productive manner. Any increase in debt puts 

pressure on interest payments, which in turn necessitates a further build up of debt.  

Increase in  Government debt by drawing on private savings deprives the private sector of 

required resources.  The indirect cost of debt is the incremental growth foregone by the 

economy as a result of the diversion of resources from the private to the Government 

sector.  Gross market borrowings of the Central Government (excluding 364-day treasury 

bills)  were budgeted at Rs. 1,39,887 crore and the net market borrowings at Rs. 1,07,194 

crore in 2003-04.  

90.   Central Government public debt (internal and external) as ratio of GDP at 

current market price since 1999-2000 is furnished below: 

(In Rupees crore) 

Year Internal Debt External 

Debt 

Total 

Public Debt 

Public Debt as  

Percentage of 

GDP 

1999-00 714254 58437 772691 39.88% 

2000-01 803698 65945 869643 41.33% 

2001-02 913061 71546 984607 42.88% 

2002-03 1020689 59612 1080301 42.08% 

2003-04 

(RE) 

1134020 47407 1181428 42.62% 
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2004-05 

(BE) 

1291628 55084 1346712 43.37% 

 

 

 

The component wise break up of internal debt is given in the table below: 

Component 
 

1999-00 2000-01 2001-02 2002-03 2003-04 
(RE) 

2004-05 
(BE) 

Market 
Loans 

49.83 53.35 56.57 60.65 62.16 63.90 

Treasury 
Bills 

2.59 2.76 2.97 4.06 3.40 5.69 

Special Securities 
Converted  
Into 
Marketable 
Securities  

2.80 2.49 2.19 5.39 10.30 8.66 

Securities 

To NSSF 

25.93 24.08 22.15 18.47 17.84 15.77 

Others 18.85 17.32 16.12 11.43 6.30 5.98 

Total 100 100 100 100 100 100 

 

91.   Regarding factors that are responsible for burgeoning internal debt, the 

Ministry furnished following reply: 

“ the internal debt of the Central Government has been increasing on 
account of large and persistent deficit.  The Gross Fiscal Deficit (GFD), 
which represents the difference between the total expenditure (net of 
repayment) and non debt receipts {both revenue and capital } of the 
Central Government, is financed by borrowings, either internal or external, 
resulting in build up of debt. 
  During 2002-03 and 2003-04, the Central Government, taking 
advantage of soft interest rate and large foreign exchange reserves, 
prepaid external debt amounting to USD 2.9 billion and USD 3.8 billion 
respectively by raising funds through market loans.  This has resulted in 
reduction in external debt and corresponding increase in internal debt. 
The increase in market loans and treasury bills in BE 2004-05 is partly on 
account of borrowings under Market Stabilisation Scheme (MSS). These 
borrowings do not impact the fiscal deficit, except to the extent of interest 
payments as the receipts are held in separate identifiable account with  RBI 
and are not available for expenditure. 
In recent years, market loans have been one of the cheapest sources of 
funds for the Central Government.  As such, increasing share of market 
loans in the internal debt per se may not be a cause of concern. 
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Elongation of maturity does not lead to reduction in the outstanding stock of 
debt.  However, longer maturity debt improves liquidity management and 
reduces debt service liabilities in the short to medium term.  It is especially 
beneficial in a soft interest rate regime. 
Reductions in the rates of interest favourably impact on the build up of debt 
stock through lower expenditure and lower fiscal deficit.  In view of the fact 
that most of the debts carry fixed interest rates, rather than floating rates, 
the reductions in rates of interest affect only the fresh loans being 
contracted to finance the fiscal deficit and the repayment of matured loans.  
It is, however, obvious that soft interest rate regime have favourably 
impacted the fiscal deficit through lower expenditure on account of 
moderation in growth of interest expenditure. 
 

  
92.   When asked about measures taken to reduce internal debt, the Ministry 

stated as below: 

“The Central Government has been following the policy of fiscal rectitude 
which aims at augmenting revenue receipts, achieving moderation in 
growth of non-plan expenditure and sustaining growth momentum of the 
economy so as to reduce public debt.  Through measure such as the 
above, Central Government is committed to reducing its liabilities, as 
enjoined by the Fiscal Responsibility and Budget Management Act, 2003.” 

 

93.  On the issue of the impact of high debt GDP ratio on the fiscal health of the 

country the Ministry replied as under: 

“ The ratio of outstanding public debt to GDP, reflecting the size of the 
debt, is one of the important indicators of the fiscal health of the country.  
While it is difficult to specify an optimum level of debt to GDP ratio for a 
country, a persistently increasing  ratio, resulting from continuous recourse 
to fiscal deficit, is a matter of concern, as it results in higher debt service 
burden, requiring higher borrowing on this account, resulting in reduced 
allocations for other developmental expenditure, besides ‘crowding out’ 
private investments.  High debt burden arising from large and persistent 
fiscal deficit also impact on inflation and interest rates adversely.  Further, 
“continually increasing ratio of debt to GDP runs the risk that debt will get 
on an unsustainable path leading to national insolvency.” 
 

94.  While summarizing the debt scenario in respect of States the Secretary, 

Expenditure informed the Committee as below: 

  “The money which is transferred to the states is in the form of loans and 
grants.  The Central Government is in deficit.  Whatever money we 
transfer, we borrow that money and transfer it to the States. The debt of 
the States is Rs. 8,00,000 crore, as has been rightly mentioned by the 
Hon’ble Member.  To reduce the debt burden on the states and to  
reduce the debt servicing liability, about a year and a half ago, we came 
up with debt swap scheme, wherein we have decided that debt of 13 
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percent and above to the extent of Rs 1,00,000 crore will be swapped 
with lower cost debt.  In the last  two years, the States have saved  to the 
extent of about Rs. 2,500 crore on this account and the Central 
Government has been impartial to that extent .” 

 

    The data on debt GDP ratio for Central Government, State Government and 
combined for Central and State Government since 2001-02 is given below: 

           

                                                                                    (in percent)                         

Year  Centre State Combined 

2001-02 59.5 25.6 70.7 

2002-03 63.6 28.1 75.9 

2003-04 62.2 28.5 74.7 

 

The above data is based on estimates of State liabilities published by 
RBI, Central Government data from Budget documents and GDP 
estimates provided by CSO, used in Central Government Budget, 2004-
05.” 
 

95.   The Ministry further stated the reasons for sharp rise in debt GDP ratio 

during the period 1995-96 to 2001-02 as under: 

“The debt to GDP ratios have increased due to large and persistent 
fiscal deficit arising on account of Central Government’s expenditure, 
being higher than  its revenue receipts and non debt capital receipts. 
The Central Government has been following a policy of fiscal rectitude, 
which aims at higher tax revenues and moderation in the growth of non-
plan expenditure so as to reduce the revenue deficit and gross fiscal 
deficit and thereby contain borrowings.  Enactment of Fiscal 
Responsibility and Budget Management Act, 2003 and its notification 
along with rules made there under are reflective of the commitment of 
the Central Government to eliminate revenue deficit and moderate public 
debt in a time bound manner. 
The State Governments, assisted by the Central Government are also 
aiming to pursue fiscal prudence.  Central Government has been 
providing assistance through measures such as State Debt Swap 
Scheme, reduced rates of interest on loans, Medium Term Fiscal 
Reforms Programme etc.  Some of the States have also enacted Fiscal 
Reforms Legislations.” 
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96.  When asked about measures taken by the Government to contain the rising 

debt GDP ratio the Ministry submitted following reply: 

“ As stated above, the Central Government and State Governments 
have been pursuing policies that would increase the rate of growth of 
GDP, augment revenue resources of the Governments through 
measures including broadening the tax base, rationalisation of 
exemptions and administrative reforms to improve compliance and 
moderate growth in non – developmental expenditure through measures 
such as debt restructuring to moderate interest expenditure, 
rationalisation, better targeting and gradual phase out of subsidies.  The 
Central Government and some State Government (Karnataka, Kerala, 
Punjab, Tamil Nadu and Uttar Pradesh ) have already enacted fiscal 
responsibility legislation to indicate the roadmap to achieve specified 
fiscal goals with a time bound manner.” 

 
 

97.   Responding to a query on limit on borrowings set by the Government and the 

action plan prepared by Government in this regard, the Ministry in their written submission 

stated as below: 

The persistent fiscal deficits and concomitant growth in the public debt 
burden has been identified as the most difficult challenge affecting 
country’s economic growth prospects. Lest somewhat relative easing of 
fiscal stress leads to complacency about the potentially damaging impact 
of fiscal indiscipline on macro-economic parameters, the Parliament had 
passed a law in August 2003, the Fiscal Responsibility and Budget 
Management Act 2003, which has now been brought into force on 5th 
July 2004 and the Rules made by the Government under the Act have 
also been notified on that date.  

 
    The preamble of the Act declares the objectives of the Act as follows:- 
 

An Act to provide for the responsibility of the Central Government to 
ensure inter-generational equity in fiscal management and long term 
macro economic stability by achieving sufficient revenue surplus and 
removing fiscal impediments in the effective conduct of monetary policy 
and prudential debt management consistent with fiscal sustainability 
through limits on the Central Government borrowings, debt and deficits, 
greater transparency in fiscal operations of the Central Government and 
conducting fiscal policy in a medium term framework and for matters 
connected therewith or incidental thereto. 
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98.    The FRBM Act, inter alia, mandates the Government to eliminate the 

revenue deficit by 2007-08. On 8 July, 2004, the Finance Minister has proposed an 
amendment to the FRBM Act to shift this target year to 2008-09. The FRBM Rules 
prescribe a minimum annual reduction in the revenue deficit by 0.5% of GDP. 
 
Other obligations of the Government under the FRBM Act 2003 and FRBM Rules 
2004 

• To reduce the fiscal deficit by an amount equal to  at least 0.3% of the GDP, so 

that fiscal deficit is less than 3 per cent of GDP by  the end of 2007-2008. 

• To limit Government guarantees to at most 0.5 per cent of the GDP in any 
financial year  

• To limit additional liabilities (including external debt at current exchange rate) to 
9% of GDP in 2004-2005. , 8% of GDP in 2005-2006, 7% of GDP in 2006-
2007, 6% of GDP in 2007-2008 

• Not to borrow directly from the Reserve Bank of India w.e.f. 1/4/2006 
• To present 3 statements before the Parliament alongwith the annual budget: 

Macroeconomic Framework Statement, Fiscal Policy Strategy Statement and 
Medium-term Fiscal Policy Statement 

• To move towards greater fiscal transparency and start disclosing specified 
information such  as arrears of unrealized revenue, guarantees and assets 
latest by 2006-2007. 

• Further, the FRBM Act requires that the Finance Minister conduct quarterly 
reviews of receipts and expenditure, and place the outcome of these reviews 
before Parliament. He is obliged to take remedial measures to check 
deterioration in fiscal position which may not only include measures to increase 
revenues but also to curtail expenditures. The Finance Minister is also obliged 
to make a statement in Parliament explaining the reasons for any deviations 
from the obligations cast on the Government under the FRBM Act, and 
remedial measures that are proposed to be taken to rectify the situation. 

 
Thus, the FRBM Act not only mandates minimum quantifiable targets for reducing 

the growth of debt, deficit and guarantees in a time bound manner but also embeds a 
series of improvements in the area of fiscal transparency and medium-term fiscal 
planning to improve budget management and catalyse the process of true democratic 
control of fiscal policy through informed public opinion on the risks inherent in 
unabated growth in debt and deficit. The deficit targets envisaged in Budget 2004-05 
are as follows:- 
 

 
Revised 

Estimates 
Budget 

Estimates Targets for  
 2003-04 2004-05 2005-06 2006-07 

1. Revenue Deficit as percentage of 
GDP 3.6 2.5 1.8 1.1 
2. Fiscal Deficit as percentage of 
GDP 4.8 4.4 4.0 3.6 
3. Tax revenue (gross)  as 9.2 10.2 11.1 12.1 
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percentage of GDP 
4. Total outstanding liabilities*  as 
percentage of GDP 67.3 68.5 68.2 67.8 

 
* including external public debt at current exchange rates. 
 

The proposals contained in the Budget 2004-05 conforms to the provisions of the 

FRBM Act and are designed to meet the objectives of containing the borrowings. 
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99.  The Committee note with serious concern the rising trend of public 

debt, which is 43.37 % of GDP as per the budgetary estimates for the year 2004-
05.  The share of internal debt in the total outstanding domestic debt of the 
Central Government was 66.4 percent at the end of March, 2003.  They further 
find that the large and persistent fiscal deficit is primarily responsible for 
increasing internal debt.  Further taking advantage of lower interest rates and 
large build up of foreign exchange, the Government prepaid external debt of 
USD 2.9 billion and USD 3.8 billion in the years 2002-03 and 2003-04 respectively 
by borrowing from market.  Thus the external debt has been reduced while 
internal debt has continued to swell. 

100. It is further seen that the debt – GDP ratio for the Centre and State 
Governments together increased from 70.7% in 2001-02 to 74.7% in 2003-04.  
The alarming increase in debt GDP ratio has been on account of burgeoning 
fiscal deficit which impacts inflation and interest rates adversely.  The 
Committee apprehend  that continually increasing ratio of debt to GDP runs the 
risk that debt will get on unsustainable path which can lead to national 
insolvency.  

101. The Committee note with satisfaction that recently notified Fiscal 
Responsibility and Budget Management  (FRBM) Act, 2003 addresses this 
issue substantially and is a step in the right direction .  They find that the 
targets set out in that Act are ambitious and can be achieved only when the 
rules are strictly followed and fiscal prudence is applied judiciously at the 
same time it must be ensured that these should not happen at the cost of 
investment in social and infrastructure sectors.  However, the Committee find 
that the Government has extended the targeted date of completely wiping out 
the revenue deficit upto the year 2008-09  as against the originally proposed 
year of 2007-08 under the FRBM Act. Every effort should be taken to contain 
non developmental expenditure so that both revenue and fiscal deficits are 
reduced. It is equally important that the States should also be persuaded to 
take up legislative measures by formulating and enacting Acts on Fiscal 
Responsibility, as so far only five States have done so, because unless the 
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respective State Governments take steps in this regard no meaningful fiscal 
consolidation is possible. 
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10.  Plan and Non Plan Expenditure 
 
102.  Total expenditure of the Central Government after witnessing compression 

in the first half of the nineties started rising in 1997-98.  Total expenditure as proportion 

of GDP declined from 17.3 percent in 1990-91 to 13.9 percent in 1996-97.  Thereafter, 

it has been rising to reach a level of 16.2 percent of GDP in 2002-03.  The quality of 

expenditure has also been witnessing a deterioration over the years.  Capital 

expenditure has declined from 4.4 percent of GDP in 1990-91 to 2.5 percent of GDP in 

2002-03, indicating that such expenditure has borne the major burden of fiscal 

adjustment.  More than the level of expenditure, which by international standards is not 

very high, it is the deterioration in the quality of expenditure that is a matter of  serious 

concern.  

103.   Replying to a query on expenditure GDP ratio, the Ministry in their written 

submission stated as below: 

“Expenditure GDP ratio indicates the total expenditure of the 
Government as a proportion of GDP, a measure of National Income of the 
country. 

A comparative chart showing the ratio in 1990 and 2000, according to 
World Development Indicators is given below: 

 
Government expenditure as percentage of GDP 

 

 1990 2000 

Argentina 10.6 17.0 

Brazil 34.9 26.8 

China 10.1 10.9 

India 16.3 16.7 

Indonesia 18.4 20.5 

Iran 19.9 21.9 

Mexico 17.9 16.0 

Pakistan 22.4 23.1 

Sri Lanka 28.4 25.7 

Thailand 14.1 18.0 
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104.   Regarding expenditure, the Secretary submitted following before the 

Committee, during the course of oral evidence: 

 
“Expenditure component of the Central Budget is  basically divided 
between plan and non plan.  The total Budget of the Central Government is 
about Rs. 4,77,000 crore, of which the plan expenditure is about Rs. 1, 
46,000 crore,  which is an increase of 20 percent over the last year’s 
allocation of plan expenditure, one of the highest increases  about Rs. 
3,32,000 crore out of Rs. 4,77,000 crore.  The four main components of  
non-plan expenditure are as follows:  The interest payment, expenditure on 
defence both revenue and capital; then expenditure on subsidies, mainly, 
food, fertilisers and petroleum  which was not there till about two years.  
Government is bearing subsidy on PDS, kerosene and LPG.  And the 
Transfer to the States is the fourth component in our non-plan expenditure.  
The expenditure on salaries, wages, establishment related expenditure is 
less than ten percent of the total Budget. These four components 
comprised about 85 percent of the total non plan Budget of the Central 
Government. The inter se allocation for plan scheme and programmes 
between various Ministries and Departments, between various schemes 
and programmes of the Central Government and State Governments is 
decided by the Planning Commission and not by the Finance Ministry.  We 
give a gross budgetary support to the Planning Commission and they 
decide about how much to provide for which Ministry or Department and for 
which programmes or schemes. The  fiscal deficit is  the amount that we 
borrow both from the market and the public account.  Interest expenditure 
is a function of the debt of the past.  The rate of growth in interest payment 
has been declining for the last four to five years due to various reasons 
mainly the soft interest regime.  We are trying to contain the growth of fiscal 
deficit.  As the Finance Secretary informed, the Government has notified 
the Fiscal Responsibility and Budget Management Act which was passed 
by the Parliament last year but brought into effect from 5th July this year, 
that is, before the presentation of the Budget.  That enjoins the 
Government to reduce its deficit both revenue and fiscal to eliminate 
revenue deficit within five years by March 2009 and to reduce the fiscal 
deficit to no more than three  per cent.  We need to reduce it as per Rules 
framed by a minimum of 0.5 percent in revenue deficit and a minimum of 
0.3 percent in fiscal deficit every year for the next five years.  But to 
achieve this, we will have to reduce the revenue deficit by more than 0.5 
percent.  As you might have noticed last year, from the revenue deficit of 
3.5 percent at the RE stage we estimate that in the current year, we would 
reduce the revenue deficit to 2.5 percent which is a tall order.  But the 
Government will make all attempts to ensure that this target is achieved.”   
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105.   The data on non-plan expenditure of the Central Government, since 1999-

2000 is as below: 

(Rupees Crore) 

 1999-00 2000-01 2001-02 2002-03 2003-04 

(RE) 

2004-05 

(BE) 

Interest payments 90249 99314 107460 117804 124555 129500 
Defence expenditure  47071 49622 54266 55662 60300 77000 
Subsidies 24487 26838 31210 43515 44709 43516 
Grants and  
Loans to States  
and Uts 

8957 14577 14933 15421 15850 19576 

Others 51107 52572 53247 70306 107334 62647 
Total Non Plan 
Expenditure  

221871 242923 261116 302708 352748 332239 

 
 

106.   When pointed out that rising non plan expenditure at the cost of plan 

expenditure is not a healthy sign for the efficient management of finances of the 

Government, the Ministry submitted following reply; 

“At the outset it may be mentioned that plan and non plan expenditure 
dichotomy is only an approximation to development and non 
development allocations.  Be that as it may, Central Government has 
been making efforts to increase plan expenditure, as a result of which 
plan expenditure, as a percentage of GDP, has increased from 3.9% in 
mid-nineties to 4.7% in BE 2004-05.  As a result of various measures 
initiated by Central Government, Non plan expenditure has shown a 
decline as a percentage of GDP in the last five years. 
Central Government is committed to achieving moderation in growth of 
non-plan expenditure.  Interest expenditure is likely to be moderated on 
account of lower fiscal deficit and reduced cost of borrowings.   Finance 
Minister has announced a study by National Institute of Public Finance 
and Policy (NIPFP) to prepare a blue print to better target the subsidies 
meant for the deserving classes to be presented to the Parliament in 
next session.  Expenditure on general administration is moderated 
through limitation on fresh recruitment, rationalisation etc. 
Fiscal Responsibility and Budget Management Rules, 2004 notified in 
accordance with provisions of FRBM Act, 2003 provides the roadmap to 
reduce revenue and fiscal deficit in a time bound manner.  Rule 7 
thereof provides for measures to enforce compliance, including 
provisions for making of statement by Finance Minister detailing 
corrective measures taken, manner in which additional expenditure 
requirements are to be met and prospect for the fiscal during the year.” 
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107.    Conceding the need for containment of expenditure, the Secretary stated: 

 
“Most of the fiscal correction is coming from higher revenue generation 
as a percentage of the GDP.  At the same time, the Government is 
committed to containing expenditure also.  There are certain expenditure 
which are beyond the control of the Government, like interest payments.  
But with the help of the RBI, we are trying to contain our interest 
payments.” 
 

108.   Regarding plan expenditure, the Secretary further submitted following 

before the Committee: 

“There is a normal perception that all plan expenditure as good 
expenditure and all non-plan expenditure is bad expenditure.  Even in the 
plan expenditure about 70 percent is on revenue account.  It is not on 
capital account, which means with only on 30 percent of my expenditure,  I 
create assets and 70 percent is on other expenditure which do not create 
any durable assets.  But then, social assets we do create. For instance, 
teachers’ salary will be a revenue expenditure.  But they lead to creation 
of human capital and it has not been accounted for.  I am going by pure 
accounting practices.  So, there is a case for increasing the capital 
expenditure in the plan expenditure itself.”                                        
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     109.  The Committee are deeply concerned to note that the major burden of 
fiscal adjustment has been borne by capital expenditure and its share of 
percentage of GDP was merely 2.5 percent in 2002-03.  The Committee take note 
of the fact that in the Budget 2004-05, the share of plan expenditure has been 
raised by 20% which is the biggest increase so far.  The non-plan expenditure 
consists of mainly four items viz. Interest payment, expenditure on defence 
(both revenue and capital), expenditure on subsidies and transfer to the States.  
These four components comprise about 85 percent of the total non plan budget 
of the Central Government.   
 110.  They further find that the Government  is intending to reduce non 
plan expenditure by reducing interest expenditure, better targeting of subsidies, 
lesser expenditure on general administration and by following FRBM Rules 2004 
strictly.  It is further found that in the plan expenditure itself, the share of 
expenditure on creating capital assets is merely 30 percent. 

111.   In the view of the Committee, the Government should immediately 
formulate strategy to reduce non plan expenditure and also  strictly adhere to 
the rules framed under FRBM Act. 

 58



 

DEPARTMENT OF DISINVESTMENT 
 

11.     Disinvestment Policy Document 
 
 

112. While examining the Demands for Grants of Ministry/Department of Disinvestment in 

2001-2002, 2002-2003 and 2003-2004, the Committee had repeatedly urged for a broad based 

policy document on disinvestment which should be placed before the Parliament for its approval 

which the Government so far has eluded to comply.  And till date disinvestment of PSUs has 

been done on case-to-case instead of the disinvestment programme/ policy of a consistent and 

credible image.  

113. During the examination of Demands for Grants (2004-2005), the Ministry of Finance 

(Department of Disinvestment) were asked whether the Government intend to bring out a 

comprehensive Disinvestment Policy to be laid before the Parliament for its approval, the 

Ministry of Finance (Deptt. of Disinvestment) have informed that the disinvestment policy of the 

Government has now been stated in the National Common Minimum Programme (NCMP) and 

as such submitted below the policy as stated in the NCMP:- 

“The UPA Government is committed to a strong and effective public sector 

whose social objectives are met by its commercial functioning.  But for 

this, there is need for selectivity and a strategic focus.  The UPA is 

pledged to devolve full managerial and commercial autonomy to 

successful, profit-making companies operating in a competitive 

environment.  Generally profit-making companies will not be privatised.  

 All privatisations will be considered on a transparent and 

consultative case-by-case basis.  The existing “Navaratna” companies will 

be retained in the public sector while these companies raise resources 

from the capital market.  While every effort will be made to modernize and 

restructure sick public sector companies and revive sick industry, 

chronically loss-making companies will either be sold-off, or closed, after 

all workers have got their legitimate dues and compensation.  The UPA 

will induct private industry to turn around companies that have potential for 

revival.  

 The UPA government believes that privatisation should increase 

competition, not decrease it.  It will not support the emergence of any 
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monopoly that only restricts competition.  It also believes that there must 

be a direct link between privatisation and social needs – like, for example, 

the use of privatisation revenues for designated social sector schemes.  

Public sector companies and nationalized banks will be encouraged to 

enter the capital market to raise resources and offer new investment 

avenues to retail investors.  

 
114. When asked further as to whether the policy contained in NCMP will be treated 

as government’s policy on disinvestments or new policy is being brought forward to be 

laid on the Table of Parliament, the Ministry of Finance (Deptt. of Disinvestment) in 

their written replies submitted that : 

“the National Common Minimum Programme states the policy of 

the Government on Disinvestment” 

 
115. Asked to furnish the details of hurdles faced in the smooth implementation of 

Disinvestment Policy and the steps taken to tackle the problems as such.  The 

Government in their reply inter-alia stated as below: 

“In the past, implementation of disinvestments has been fairly smooth but 
there have been some problems on account of inadequate comprehension 
of the objectives of disinvestments.” 

 
116. The Committee then asked whether the Government have taken any concrete effort 

or taken steps so that the public is convinced of the rationale of the disinvestments policy.  

The Government submitted their reply as follow: 

 
 “The Budget Speech of the Finance Minister has reiterated the 
government’s policy on disinvestments and he has given many interviews in 
the T.V/Print Media explaining the policy.” 

 

117. During oral evidence, the Secretary has further tendered the following submission on 

Disinvestment Policy as below: 

“There is a slight policy shift also after the new Government 
assumed office.  Earlier, the policy of the Ministry of Disinvestment was that 
all public sector undertakings, which are not strategic, could be privatised.  
The strategic public sector undertakings had been defined by the Cabinet as 
those belonging to the production of arms and ammunition, railway transport 
and those dealing with atomic energy. 
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The Government had earlier taken a view that privatisation would 
help in realising the productive capital of the public sector and also the 
resources raised could be used in the social sector.  That was the policy.   
Now, with the new Government,  there has been a shift in the policy and the 
present policy of the Department of Disinvestment is given in the National 
Common Minimum Programme that has been adopted by the Cabinet. 

 
Briefly, under this policy, the Government has decided that 

generally there would be no privatisation of profit making public sector 
companies.  That is the policy.  If there is a loss making public sector 
company, the Government would look at the possibility of restructuring this 
loss making company and if they find that it is not possible, then they would 
find a suitable private party to run it efficiently or if that is also not possible, 
then it would have to be closed down.  The reason is that the public money 
should not be spent on loss making units.  That is why the Government had 
thought of this policy. 

 
Now, under this policy, we are thinking of taking steps as to how we 

can proceed.  Firstly, in profit making companies there will be no change in 
the management from the public sector to the private sector.  That means, 
there is no privatisation.  So, we are considering whether dilution of the 
equity is possible because the dilution of the equity means that the 
Government would get some resources which the Government could use for 
socially oriented projects like many projects in education, health, family 
welfare or rehabilitation of sick public sector undertakings,etc. 

 
So, the idea is, dilution in profit making companies without shifting 

of the management or transfer of management to anyone.  In other words, 
the Government itself would keep control of the management, but at the 
same time realise the potential of raising resources and use it for socially 
oriented projects.  This is one idea. 

 
As far as loss making units are concerned, we are thinking of 

having a discussion with the concerned administrative ministries as to 
whether any restructuring is possible so that the losses could be curtailed 
and the units could be run in a profitable manner.  If that is not possible, 
then we will have to go and find out from the market whether there is any 
private party willing to take it over and run the unit as a going concern.”  

 

118. During examination of Demands for Grants (2002-2003) of the Ministry of 

Disnvestment, the Committee in their 30th Report recommended that the Government 

should bring out a comprehensive disinvestment policy document to be laid before the 

Parliament for its approval.  In their action taken reply to the report/recommendation vide 

OM No. 45011/3/2000-Parl (Vol. VII) dated 6.9.2002 the Government stated: 

“Some more time is required for preparation of a Comprehensive 
Policy Document.  The Committee may kindly allow some more time for 
implementing the above recommendation.” 
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119. However, when the Government were again asked during examination of 

Demands for Grants (2003-2004) of the Ministry of Disinvestment, whether the 

Government is bringing out Disinvestment Policy Document as recommended or 

whether the Government have faced any difficulty to bring out the same, the 

Government gave their reply as below: 

 

“The policy on disinvestment has evolved overtime.  Its fundamental 

framework is stable over the medium term and is comprehensive and 

consistent.  As decided by the Government on 16th March, 1999, all non-

strategic PSUs are to be disinvested except IOC, ONGC and GAIL where 

51% equity is to be retained and OIL which is not to be disinvested.  The 

following areas have been classified as strategic areas, which are not to be 

disinvested: 
 

(a) Arms and ammunitions and the allied items of defence equipment, 

defence air-crafts and warships; 

(b) Atomic energy (except in the areas related to the generation of nuclear 

power and applications of radiation and radio-isotopes to agriculture 

medicine and non-strategic industries); 

(c) Railway transport. 

 
 All other PSUs are to be considered non-strategic and can be 

disinvested after considering the level of competition prevailing in the sector 

and the need for a regulatory mechanism to protect consumer interests. 

No distinction is made between profit making and loss making enterprises 

since the financial condition of a company is dynamic and can change with 

the level of competition and market environment. 

Government has adopted a uniform policy and procedure for implementing 

disinvestment, details of which are available in the document “Disinvestment 

Policy Procedures and Progress”, which has been circulated in February 

2003 and is also available on the website of the Ministry of Disinvestment. “ 
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120. As regards the evaluation system of  PSUs proposed for disinvestment, the 

representative of the Department of Disinvestment has stated : 

“… there is a lot of doubt about the evaluation system.  I would 
briefly explain the evaluation system which the Ministry had been 
following.  Through an open tender, the Ministry had been or have been 
now appointing advisors..… There is a committee which looks at their 
experience, competence and expertise…. After shortlisting their price bid 
opened and whoever is the lowest is selected.  This is how the selection of 
advisors takes place… We should know what is the estimated value of the 
unit which we are selling.  These advisors help the Ministry in estimating 
the reserve price. 

We went into the question as to how these advisors evaluated the 
price. There are standard practices internationally and nationally about the 
evaluation.  There are four methods.  First is the Discounted Cash Flow 
method.  Discounted Cash Flow method is one in which the revenues and 
expenditure stream of the undertaking over a period of ten years are taken  
the final value is also taken. 

Then, they estimate what would be the revenue, what would be 
expenditure, what would be the profit of this going concern.  Then, they do 
a discounting, that is to find out the present value of this money.  After all 
the money has a time value.  Based on the discounted cash flow method, 
they find out what is the value of this asset, which will give me the kind of 
returns over a period of 10 or 15 years.  This is the first method by which 
one valuation is arrived at. 

Then, there is a second valuation, which is known as a ‘balance 
sheet method’.  The balance sheet gives the value of the company.  That 
is what they call the net worth of the company.  If you look at any balance 
sheet, you will know what is the net worth of the company.  On that  basis 
valuation is done. 

Then, the third method by which they do valuation is the 
transaction multiple method.  Transaction multiple method means that a 
company is compared with another reputed company.  For example, any 
hotel can be compared with another hotel.  East India Hotel is there and 
India Hotel is there.  They will see, how are they performing, what are their 
indices.  For example,  they use a term called ‘Earning Before Profit 
Interest Taxes and Depreciation’ – EBPITD, that is a technical term.  They 
assess what are the earnings of these companies and what are the sales 
of these companies.  They also assess what is the industry average.  If 
the hotel industry has an average of these ratios and these ratios are used 
for multiplying the current PSU’s values, and they arrive at a value through 
transaction multiple method.  This is the third method. 

The fourth method is the asset valuation method, in which they 
work out what is the replacement cost of this undertaking.  Suppose you 
want to put up a new plant, how much would it cost, they estimate.  
Whatever the liabilities which the present unit has will be deducted and a 
value is arrived at.  So, by these four methods, they arrive at a value. 

Sir, these are all estimates and one cannot be certain of these 
values.  Therefore, what the Advisor does is known as a sensitivity 
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analysis.  He gives various factors – if the profit goes down or the interest 
rate goes down or if the devaluation is made, what kind of picture will 
emerge.  They do a sensitivity analysis on all these calculations and give 
the Government a picture that these are the ranges within which you can 
fix the valuation. 

Then, there is an Inter-Ministerial Committee of the Government 
headed normally by the Additional Secretary and Financial Advisor.  As it 
is a finance matter, normally we leave it to the Additional Secretary and 
Financial Advisor.  He is a senior level officer dealing with the finances of 
the Ministry.  He heads the Inter-Ministerial group.  He looks at the report 
of the Advisor and recommends a reserve price. 

One more think I would like to bring to the notice of the 
Committee is that even before the reserve price is fixed, the bid is asked 
for from the qualified parties.  The same procedure is followed there.  The 
eligibility criteria are there.  Whoever is qualified will have to do due 
diligence.  They will have to pay EMD.  Only from those who are qualified, 
the bid is accepted, and this bid is kept in a sealed cover.  After the receipt 
of the bid, evaluation process begins.  That is, we do not want the man 
who is bidding to know by any chance the value, the reserve price.   
Therefore, this system has been evolved in the Ministry and has been 
going on for about four or five years, perhaps from the beginning.  So, 
when the party bids, he does not know the reserve price; there is no 
reserve price; the reserve price does not exist.  After he gives the bid in a 
sealed cover, the Inter Ministerial Committee meets and then they decide 
what the reserve price should be.  After it is decided, then it is approved 
by the CGD, that is the Committee under the Cabinet Secretary.   They 
look at the reserve price and if  the bid is more than the reserve price, the 
bid is invariably accepted.  This is in brief the practice.” 

 
121. In reply to a query as to whether there is any lacunae in the existing system which is 

beyond the control of normal methodology, the Secretary of the Department of 

Disinvestment stated: 

“I had looked at the papers and the system.  In the humble 
opinion, I think, it is a very transparent system, and it is a fair manner of 
assessing the reserve price because all methods have been used which 
are internationally accepted in valuation.  This is my humble submission.  
Of course, the Members can have a different view on this.  I had looked at 
all these methodologies.  I have some background of economics and 
evaluation.  The methods used are fair and correct.  But in that particular 
case, it had happened.” 

 
 

122. The Committee wanted to know how the Government protect the interest and 

welfare of employees of loss making PSUs.  The Government furnished the following 

general provisions to safeguard the interest of disinvested loss making PSUs as below: 
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“The interest of employees has been protected in all these cases through the 

following general provisions, which are available in the Shareholders Agreement 

entered into with the respective Strategic Partners at the time of disinvestment. 

 
(i) Restriction on retrenchment of employees for a period of one year post 

disinvestment. 

(ii) VRS to be paid equal to at least the terms prevailing in the company 

prior to disinvestment or the terms applicable to PSEs whichever is 

higher. 

(iii) Provisions to guard against asset striping etc. to ensure that the 

company continues to function on a sustained basis thereby protecting 

employees.” 

 
123. The Department of Disinvestment also submitted the relevant clauses protecting the 

welfare and interest of the employees incorporated in the Sale Purchase Agreements as 

below: 

 
 

“Typical provisions related to employees’ interest incorporated in the Shareholders 

Agreement are as follows:- 
 

 
 

“Recitals: 
 

• Subject to the substantives clauses in this regard, the Parties envision that all 

Employees of the Company on the date hereof will continue in the employment of the 

Company. 
 

• The SP recognises that the government in relation to its employment policies follows 
certain principles for the benefit of the members of the Scheduled Caste / Schedules 
Tribes, physically handicapped persons and other socially disadvantages categories 
of the society.  The SP shall use its best efforts to cause the Company to provide 
adequate job opportunities for such persons.  Further, in the event of any reduction in 
the strength of the employees of the Company, the SP shall use its best efforts to 
ensure that the physically handicapped persons, Scheduled Castes/Scheduled 
Tribes are retrenched at the end. 
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Substantive Clauses 
 

• Notwithstanding anything to the contrary in this Article __, the 
Government, shall at any time and at its sole discretion, have the option 
of selling shares from its shareholding in the company, representing not 
more than __ of the share capital of the company existing as of date of 
this Agreement, to the employees of the Company (“employees sell 
share”).   In the event that the Government exercises its option to sell part 
of its shares to the employees, the employees shall be issued fresh share 
certificates for the shares transferred to the employees.  The 
Shareholders agree that, upon the completion of transfer, the shares 
transferred to the employees pursuant to this sub-clause shall not be 
subject to any restrictions in this Agreement, whether by way of a voting 
arrangement or a right of first refusal.   

 

• The SP covenants with the Government that  
 

(a)   notwithstanding anything to the contrary in this Agreement, it shall not retrench any 
of the Employees of the Company for a period of 1 (one) year from the Closing Date 
other than any dismissal or termination of Employees of the Company from their 
employment in accordance with the applicable staff regulations and standing orders of 
the Company or applicable Laws; 
 
(b)  notwithstanding anything to the country in this Agreement, but subject to Sub-
Clause (a) above, any restructuring of the labour force of the Company shall be 
implemented in the manner recommended by the Board and in accordance with all 
applicable Laws; 
 

(c)  notwithstanding anything to the contrary in this Agreement, but subject to Sub-
Clause (a) above, in the event of any reduction of the strength of the Company’s 
Employees, the SP shall ensure that the Company offers its Employees an option to 
voluntarily retire on terms that are not, in any manner, less favourable than the VRS 
applicable before disinvestment.”  

 

 

 

 66



 
124. The Committee are seriously concerned that despite their repeated 
recommendations in their earlier reports on Demands for Grants in 2001-2002,2002-
2003 and 2003-2004, urging the Government to bring out a comprehensive 
disinvestment policy document which should be laid before the Parliament for its 
approval, the Government neither complied with their recommendations  nor did the 
Government give convincing reasons why the recommendations of the Committee 
were not implemented. The Committee regret to recall that in their reply in 
September, 2002  vide OM No. 45011/3/2000-Parl(Vol. II) dated 6.9.2002, the 
Government had made a request to the Committee to allow some more time to 
prepare and bring out a policy document which has not materialised till date.  The 
Committee are deeply concerned that in the absence of a uniform Comprehensive 
Policy, disinvestment of PSUs is being done on case-to-case basis thus subjecting 
disinvestment programme vulnerable to public comments and apprehensions.  The 
Committee strongly urge the Government to shun its case-to-case basis approach 
and adopt a cohesive and uniform approach so that the policy may gain more 
transparency and credibility.  
125. The Committee have been informed that the policy as stated in the NCMP is 
the policy of the Government towards disinvestment.  The Committee are not able to 
understand as to why the Government is wary of bringing forward a Comprehensive 
Policy Document which may address all the aspects such as valuation, employees 
welfare, etc. and which will deal with all types of PSUs.  In the absence of a clear cut 
policy, the Government has to evolve a new methodology every time to deal with a 
particular situation.  They are not convinced by the Government’s reply that 
adequate publicity has been given to the policy as stated in NCMP in the Budget 
Speech, interviews of the Finance Minister on TV and print media.  They see no 
reason why the Government cannot bring the policy document before Parliament in 
deference to the wishes of the Committee.  
126. The Committee therefore reiterate their earlier recommendations urging the 
Government to bring out a comprehensive document on disinvestment policy to be 
placed before the Parliament for its approval without further delay.   
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12.      Disinvestment Fund 
 

127. Disinvestment of PSUs has taken place in the country for more than 10 years. The 

sale proceeds from disinvestment are deposited in the Consolidated Fund of India (CFI) 

and get mingled with other receipts therein.  However,the Government has announced 

several times that such proceeds will be utilised for expenditure on social sector schemes, 

restructuring of PSUs and reitring the public debt but it becomes difficult to assess outflow 

of funds from CFI.  Creation of Disinvestment Fund was recommended by the 

Disinvestment Commission in their First Report in 1997.  But he Fund was not created for 

in explicable reasons by the Government so far.  Later the Standing Committee on Finance 

also made repeated recommendations in consonance with the recommendations of the 

Disinvestment Commission in this regard.  The Committee, during examination of Demands 

for Grants (2002-2003) of Ministry of Disinvestment made their recommendation on 

creation of Disnvestment Fund as follows:   

“One of the objectives of the disinvestment policy is to ensure 

spending on social and infrastructural sectors such as basic education, primary 

health and family welfare.  However, the Committee find that there is no system 

to ensure that the funds thus received are utilised for these sectors.  In their 

opinion, since the proceeds are deposited in the Consolidated Fund of India, 

the Government may change its priorities later on and utilise the proceeds in 

any other sector.  The Committee, therefore, desire that the Government 

should put in place a system to ensure that a good portion of the sale proceeds 

from the PSU disinvestments is actually spent on the social and infrastructural 

sectors as was envisaged in the objectives of the dinsvestment.” 

 
128. The Government in their action taken reply on the above recommendations stated : 

“The recommendations of the Committee were referred to the Ministry 

of Finance (Department of Economic Affairs).  The comments of the Ministry of 

Finance are reproduced below:- 

The commitment of the Government to social and 

infrastructure sector is reflected in the enhanced allocation year after 

year in these sectors.  The expenditure from the Budget in the 

Departments of Education, Health & Family Welfare in the past three 

years (upto 2001-02) has been between 4 to 7 times the total 
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disinvestment receipts accruing in the year.  If the investment in 

infrastructure is added this will increase even further.  Ministry of 

Finance, however, has taken note of the recommendations of the 

Standing Committee.” 

129. Again, on the creation of Disinvestment Fund, the Committee in their 42nd Report on 

Demands for Grants (2003-2004), Ministry of Disinvestment made the following 

observations/recommendation as below: 

 
 “The Committee find that creation of Disinvestment Fund was first 

recommended by the Disinvestment Commission way back in 1997. The 

Government, however, did not seem to be in favour of creating such a fund as it 

maintained that proceeds from disinvested PSUs were being deposited in the 

Consolidated Fund of India.  It was only recently that the Government has given 

serious thought of creating the Fund.  It took about six years for the Government 

to set up such a fund.  The Government has failed to explain the reasons for not 

creating the fund all these years.  The Committee express their displeasure over 

the sorry state of affairs in this regard. 

 The Committee are also pained to note that though the Finance Minister in 

his Budget Speech 2000-2001 had announced that the entire disinvestment 

proceeds would be utilised for meeting expenditure in social sector, restructuring 

of PSUs and retiring public debt, the Government on the other hand in their 

reply to the Committee, during Demands for Grants (2002-2003) had stated that 

since disinvestment proceeds were deposited in Consolidated Fund of India 

(CFI), there was no way to estimate how they had been spent.  This in the 

opinion of the Committee, has frustrated the very purpose of Disinvestment.  

They believe that had the fund been created earlier the proceeds realised from 

the disinvestment activity since 1997 could have been deposited therein and as 

a result inflow and outflow could have been watched more effectively.  

The Committee, therefore, urge upon the Government to set up the 

disinvestment Fund without any further delay and spend the amount on the 

purposes which were originally envisaged under the Policy.” 

 
130. As such, the Government inter-alia submitted their Action taken reply as given below: 
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“The proceeds from disinvestment are deposited in the Consolidated Fund of India. 

Government utilizes the receipts for restructuring of PSUs, expenditure on social sector and 

for retiring public debt.  The table given below indicates the financial assistance provided by 

the Government to the Central Public Sector Undertakings through budgetary support and 

compares it with the receipts from disinvestment.  
 

 

 

Years Plan 
(Rs. in 
crore) 

Non-Plan
(Rs. in cro

TOTAL
(Rs. in 
crore) 

No. of CPSUs  
receiving 
financial 

assistance 

Receipts from 
disinvestment 

Rs. crore 

1999-00 4528.66 1816.56 6345.22 142 1829 
2000-01 4472.09 1625.47 6097.56 139 1868 
2001-02 4909.70 1684.93 6594.63 123 5,632* 

*Inclusive of dividend, special dividend, dividend tax, transfer from surplus cash reserves    and lease rent etc. 
 

 

It is clear from the table above that the budgetary allocation for the Central Public 

Sector Undertakings (CPSUs) exceed the receipt from disinvestment. If the allocation for 

the social sectors and for retirement of public debt is added to the extended support to 

CPSUs, it would be far in excess of the receipts from disinvestment. Hence, even without 

the formal mechanism of a Disinvestment Proceed Fund, the Government has been 

allocating sufficient resources for restructuring of PSUs, expenditure on social sector and 

for retiring public debt. However, to give complete visibility to the utilisation of disinvestment 

proceeds, as announced by the Government, Ministry of Disinvestment have already 

initiated a formal proposal for the creation of a Disinvestment Proceeds Fund and 

forwarded it to the Ministry of Finance for further necessary action. “ 

 
131. When the Committee asked the Government to furnish factual position on the 

creation of Disinvestment Fund during examination of Demands for Grants (2004-2005), 

the Department of Disinvestment furnished the observations/recommendation of the First 

Disinvestment Commission recommending for creation of Disinvestment Fund, and the 

subsequent events/development as given below:: 

 
“The Commission, therefore recommends that the proceeds of 

disinvestment be placed separately in a Disinvestment Fund (DF) and not be 

fungible with other government receipts.  The National Renewal Fund (NRF) 

should be merged with this fund.  The resources in the Disinvestment Fund 

may be used for temporarily meeting the losses of some PSUs before 
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disinvestment, where required, for a limited period during the process of short 

term restructuring or closure, for strengthening marginally loss making PSUs in 

preparation for disinvestment and for providing benefits to workforce found to 

be surplus during restructuring or closure.  The savings to the budget on 

account of such recurring budgetary support to loss making PSUs could be 

diverted for investment in sectors like infrastructure, education and health and 

retirement of public debt.  In addition, it is proposed that the funds for 

conducting the publicity campaign for the disinvestment of PSU shares be 

drawn from the Disinvestment Fund.  Since the PSUs come under various 

administrative Ministries, it is proposed that the Disinvestment Fund be 

administered by the Ministry of Finance in order to facilitate better coordination 

and smoother administration”.  

 Almost simultaneously with the establishment of the 

Disinvestment Commission and before the recommendations of the 

Disinvestment Commission on establishment of Disinvestment Fund, on 

25th September 1996, Cabinet had decided that “a part of the revenue 

generated through disinvestment be earmarked for creation of a 

Investment Fund to be used for strengthening of Public Sector 

Enterprises.”  Subsequently, in pursuance of a proposal moved by 

Department of Public Enterprises it was decided that 10% of the proceeds 

from disinvestment in Public Sector Enterprises would be credited to this 

fund. 

 While considering the proposal for creation of the fund to keep 

10% of the proceeds from Disinvestment in Public Sector Enterprises, the 

then Finance Minister in September, 1997 minuted that ‘we may agree to 

start this fund based upon the proceeds in 1998-99’. 

 In the meeting of the Core Group of Secretaries on Disinvestment 

held on 12th May 1999 it was noted that the Budget Division of the 

Ministry of Finance would take a note to the Cabinet Committee on 

Disinvestment on the issue of setting up of an Investment Fund. 

However, in the context of an assurance given in reply to a Parliament 

Question, the Ministry of Finance held the view that the objectives of 

creation of such a fund were more than met since the support of the 
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Government towards the strengthening of the PSUs was far greater than 

the estimated amounts of 10% of the disinvestment proceeds.  

 After the constitution of the Department of Disinvestment, a 

proposal for creation of a Disinvestment Fund was placed before the 

Core Group of Secretaries on Disinvestment (CGD) on 6th November 

2000, who decided that the matter be dealt internally by the Ministry of 

Finance.  

 Minister of Disinvestment in a suo-moto statement on 

Disinvestment Policy and Approach laid in both Houses of Parliament on 

9th December 2002 stated that the Government would set up a 

Disinvestment Proceeds Fund.  Subsequently, the Finance Minister in 

the Budget Speech 2002-03 stated that the modalities for Disinvestment 

Fund would be worked out during the year 2003-04.  The proposal for 

formulation of a Disinvestment Proceeds Fund is being dealt with in the 

Department of Economic Affairs.  

 Subsequently, the Finance Minister in the Budget Speech 2004-

05 has stated that the disinvestment revenues will be part of the 

Consolidated Fund of India but at the time of presenting the Budget for 

2005-06, a report would be submitted on the manner in which these 

revenues have been/will be applied for specified social sector schemes. 

 
132. Asked how sale proceeds from Disinvesment of PSUs could be utilised 

meaningfully, the Department of Disinvestment in their written reply has stated : 

 
“Disinvestment of Public Sector Enterprises is a source of capital receipts 

for the Government.  Accordingly, it has been decided that these receipts 

would be used for financing selected social sector schemes as stated by the 

Finance Minister in his Budget Speech on 8th July, 2004. “ 

 
133. In reply to a query, during evidence on Demands for Grants (2004-2005) of Ministry 

of Finance (Deptt. of Disinvestment) about the total amount of the proceeds collected on 

account of disinvestment to be employed in socially oriented projects, the Secretary, 

Department of Disinvestment gave his reply as below: 
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“In our department, we have been given targets of raising 
resources.  Last year we raised about Rs. 15,500 crore mostly 
through dilution of shares.  This money goes to the general kitty of 
the Government and the Government has been earmarking outlays 
much higher than this for education, healthcare and many other 
socially oriented projects.  The outlay was much higher than what the 
resources have been given by this department.  But there has been a 
request that it should be separately identified and a fund should be 
created so that we would know how much of this money has been 
utilised from the disinvestment proceeds.  This has been considered 
by the Government and the present Finance Minister has announced 
in his Budget speech that in future he would give an account of the 
expenditure made from this fund every year in the Budget.  To 
answer your question, as of now what has been done is to earmark 
the outlays in education, health etc. against the proceeds and these 
outlays on education, health etc., are much higher than the proceeds 
from disinvestment.”  

 

134. The Department of Disinvesment were further asked during the evidence how much 

amount has been collected as sale proceeds from disinvestment of PSUs, and how the 

Government intend to channelise the proceeds anticipated to be collected.  The Secretary, 

Department of Disinvestment stated as below: 

 
“As has been pointed out by the Hon’ble Member, a sum of Rs. 

45,000 crore was totally received in the last ten years and there has been 
no specific earmarking out of this fund for projects, though the Committee 
has recommended a number of times that this has to be done.  The Ministry 
of Finance did not find favour with this suggestion.  As a result, this fund 
was not created till last year. 

Now, the Finance Minister has announced saying that he would 
give an account of how much money was raised in the current year.  This 
year, we are hoping to raise about Rs. 4,000 crore.  The Finance Minister 
would, along with the Budget Statement, make a statement of items of 
expenditure incurred out of this.  This is now the present policy.  If the 
Committee feels that anything better should be done, I would request the 
Committee to recommend it and we will certainly consider it.” 
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135. From the reply of the Government, the Committee find that the proposal for 
creation of Disinvestment Fund has not found favour with the Government despite 
the clear commitment made by the Minister of Disinvestment in 2002 in this regard. 
The Committee are constrained to point out that the Committee’s repeated 
recommendations for creation of disinvestment proceeds fund have not been 
heeded with seriousness by the Government.  The Committee are of the opinion that 
unless a concrete system is put in place to manage the revenues collected from 
disinvestment of PSUs the disinvestment policy will never be able to acquire the 
desired impetus.     They are given to understand that Finance Minister has 
announced in the Budget (2004-2005) that though the disinvestment proceeds are 
credited into Consolidated Fund of India but in 2005-06 Budget he will be informing 
about the deployment of this amount to specified social sector schemes. They are of 
the view that when the Government could inform about the deployment of the 
amounts received from disinvestment proceeds, there is no reason why it can not 
create a separate disinvestment fund which will lend more transparency to the 
utilisation of the proceeds.  The Committee, therefore reiterate their earlier 
recommendation and urge upon the Government to keep the objectives of 
disinvestment clearly in mind and create a non-lapsable, dedicated Disinvestment 
Fund without further delay.  The Committee want to be apprised of consistent 
decision of the Government in this regard. 
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Demand No. 45 

Major Head : 3451 
Minor Head : 00.90 

Detailed Head : 52.01.13 
***** 

 
13.   Office Expenses 

 
 

Non – Plan       (In thousands of  Rs.) 
Year B.E R.E Actuals 

1999-2000   2538 
2000-2001 8000 6000 6865 
2001-2002 8000 5025 5284 
2002-2003 7000 6000 5931 
2003-2004 7000 6000 5135 
2004-2005 6000   

 

136. Office Expenses include all contingent expenses for running an office such as 

furniture, postage, purchase and maintenance of office machines and equipments, liveries, 

telephones, stationery, printing of forms, purchase and maintenance of staff cars and other 

vehicles for office use.  This will also include POL expenses on vehicles for office use.   

137. The Government were asked why every year the BEs was reduced by Rs. 

10,00,000 or more in RE consecutively for four years since 2000-2001, it funished the  

following reply: 

 In the year 2000-2001, an amount of Rs. 80 Lakh was provided at BE 

stage.  Keeping in view the pace of expenditure, the requirement for the 

rest  of the period of 2000-2001 was re-assessed and reduced at the RE 

stage.  The actuals were more than the RE to the tune of Rs. 8.65 Lakh 

which was met by re-appropriation of funds with due approval.   

During the year 2001-2002, a provision of Rs. 80 Lakh was made 

on account of requirements for various items of office facilities and other 

consumables. The requirements for the financial year 2001-2002 were re-

assessed, based on the pace of actual expenditure, and reduced at the 

RE stage to the level of Rs. 50.25 Lakh.  While keeping the expenditure 

within this limit was attempted, an additional sum of Rs. 2.84 Lakh had to 

be provided through re-appropriation of funds from other heads.  
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During the year 2002-2003, a provision of Rs 70 Lakh was made 

keeping in view the past experience.  Again at RE stage, this was reduced 

to Rs. 60 Lakh.  The actual expenditure of Rs. 59.31 Lakh was nearly 

same as the estimates prepared at the RE stage. 

 During the year 2003-2004, a provision of Rs 70 Lakh was made on the 

basis of anticipated workload of the Department. At the RE stage, this was 

reduced to Rs. 60 Lakh.  This was further reduced to Rs. 53 Lakh at the 

supplementary stage.  The actual expenditure was Rs. 51.35 Lakh. The 

savings of Rs.1.65 Lakh resulted on account of lower volume of workload 

as well as the economy measures adopted. 

Normally at BE stage, the estimate of expenditure is projected and 

demands projected.  As the year progresses, the Department is in a better 

position to estimate the activities undertaken and the related expenditure 

expected and based on this at the RE stage estimates are revised.  It 

would be seen that in all the years the actual expenditures were close to 

the Revised Estimates (RE).” 
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138. The Committee are not inclined to accept the reasons stated by the 
Government for the variations between BE, RE and Actuals.  The Government’s 
reply  that the projections were revised on the assessment of activities to be 
undertaken by the Department is not convincing. The Committee are not able to 
understand why such variations as above have occurred for four years.  In the 
opinion of the Committee, the Government could have projected realistic 
estimates in the following years based on past experience.  The Committee feel 
that the Government have not taken due care while making budgetary 
allocations over the years. The Government should adhere to fiscal prudence 
and avoid violent budgetary variations and make budgetary 
projection/allocations more realistic and accurate in future. 

 
 
 
 
 

NEW DELHI;                                             MAJ. GEN (RETD.) B.C. KHANDURI 
    19 August, 2004                                                                                 Chairman, 
    28 Sravana, 1926 (SAKA)                       STANDING COMMITTEE ON FINANCE  

 77



Minutes of the First sitting of Standing Committee on Finance 
 

The Committee sat on Tuesday, 10 August, 2004 from 1130 hrs to 1300 hrs 
and thereafter from 1430 to 1630 hours. 

 
PRESENT 

 
Maj. Gen (Retd.) B.C. Khanduri - Chairman 

 
MEMBERS 

LOK SABHA 
 

32. Shri Jaswant Singh Bishnoi 
33. Shri Gurudas Dasgupta 
34. Shri P.S. Gadhavi 
35. Shri Bir Singh Mahato 
36. Shri Madhusudan Mistry 
37. Shri Rupchand Pal 
38. Shri Shriniwas D. Patil 
39. Shri Ajit Singh 
40. Shri M.A. Kharabela Swain 
41. Shri Vijoy Krishna 
 
RAJYA SABHA 
 
42. Shri Jairam Ramesh 
43. Shri M. Venkaiah Naidu 
44. Shri Amar Singh 
45. Shri C. Ramachandraiah 
46. Shri Mangani Lal Mandal 

 
Secretariat 

 
1. Shri. P.D.T. Achary       -   Additional Secretary 
2. Dr.(Smt.) P.K. Sandhu     -   Joint Secretary  
3. Shri R.K. Jain  -   Deputy Secretary 
4. Shri R.C. Kakkar      -   Under Secretary 

 
WITNESSES 

 
Departments of Economic Affairs and Expenditure 

 
1. Shri D.C. Gupta, Finance Secretary 
2. Shri D. Swarup, Secretary (Expenditure) 
3. Shri N.S. Sisodia, Secretary (Financial Sector) 
4. Shri C.S. Rao, Chairman, IRDA 
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5. Shri Rakesh Mohan, Dy. Governor, RBI 
6. Smt. Ranjana Kumar, Chairperson, NABARD 
7. Dr. Ashok Kumar Lahiri, Chief Economic Advisor 
8. Shri Sudhir. G. Mankad, Addl. Secretary 
9. Shri Vinod Rai, Addl. Secretary (FS) 
10. Shri M. Deena Dayalan, Jt. Secretary & Financial Advisor 
11. Shri K.S. Menon, Jt. Secretary (Budget) 
12. Shri M. Prasad, Joint Secretary (FRBM) 
13. Shri R. Bannerji, Joint Secretary (FB) 
14. Shri Vivek Mehrotra, Joint Secretary (ABC) 
15. Shri Pradeep K. Deb, Jt. Secretary (FT) 
16. Shri U.K. Sinha, Joint Secretary (CM) 
17. Shri Shankar Banerjee, Controller of Aid, Accounts & Audit 
18. Shri A.K. Batra, Board Member, SEBI 
19. Shri Pratip Kar, Executive Director, SEBI 
20. Shri Amitabh Verma, Joint Secretary 
21. Shri P.M. Sirajuddin, Joint Secretary 
22. Shri G.C. Chaturvedi, Joint Secretary 
23. Dr. K.B.L. Mathur, Economic Adviser 

 
2.  At the outset, the Chairman welcomed the representatives of the Ministry of 

Finance (Departments of Economic Affairs & Expenditure), Reserve Bank of India, SEBI, 

IRDA and NABARD to the sitting of the Committee and invited their attention to the 

provisions contained in direction 55 of the Directions by the Speaker. 

3. The Committee then took oral evidence of representatives of the Ministry of Finance 

(Departments of Economic Affairs & Expenditure) on Demands for Grants (2004-05) of the 

Ministry of Finance (Departments of Economic Affairs & Expenditure) and other related 

matters. 

4.   Thereafter, the Chairman requested the representatives of Ministry of Finance 

(Departments of Economic Affairs & Expenditure) to furnish notes on certain points raised by 

the Members to which replies were not readily available with them during the discussion. 

5.  The evidence was concluded 

6.  A verbatim record of proceedings has been kept. 

               The witnesses then withdrew 
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Minutes of the Second sitting of Standing Committee on Finance 
 

The Committee sat on Wednesday, 11 August, 2004 from 1030 to 1200 hrs.  
 

PRESENT 
 

Maj. Gen (Retd.) B.C. Khanduri - Chairman 

 
MEMBERS 

       LOK SABHA 
 

2. Shri Jaswant Singh Bishnoi 
3. Shri Gurudas Dasgupta 
4. Shri P.S. Gadhavi 
5. Shri Shyama Charan Gupt 
6. Shri A. Krishnaswamy 
7. Shri Bir Singh Mahato 
8. Dr. Rajesh Kumar Mishra 
9. Shri Madhusudan Mistry 
10. Shri Rupchand Pal 
11. Shri Shriniwas D. Patil 
12. Shri K. S. Rao 
13. Shri Ajit Singh 
14. Shri M.A. Kharabela Swain 
15. Shri Vijoy Krishna 
 
RAJYA SABHA 
 
16. Shri Murli Deora 
17. Shri Jairam Ramesh 
18. Shri M. Venkaiah Naidu 
19. Shri Amar Singh 
20. Shri C. Ramachandraiah 
21. Shri Mangani Lal Mandal 

 
Secretariat 

 
1. Shri. P.D.T. Achary       -   Additional Secretary 
2. Dr.(Smt.) P.K. Sandhu     -   Joint Secretary  
3. Shri R.K. Jain  -   Deputy Secretary 
4. Shri R.C. Kakkar     -   Under Secretary 

 
WITNESSES 

 
Ministry of Finance (Department of Disinvestment) 
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1. Shri R. Poornalingam, Secretary 
2. Shri P.V. Bhide, Joint Secretary 
3. Shri P.K. Basu, Joint Secretary 
4. Shri S.S. Ahluwalia, Joint Secretary 
5. Shri Amitabha Bhattacharya, Member Secretary, Disinvestment Commission 
6. Shri G. Ramachandran, Deputy Secretary 
7. Shri T.S. Krishnamachri, Deputy Secretary 
8. Shri S.K. Bandyopadhyay, Deputy Secretary 
9. Shri V.P. Gupta, Under Secretary 

(In-charge of Parliament matters) 
 

2.  At the outset, the Chairman welcomed the representatives of the Ministry of 

Finance (Department of Disinvestment), to the sitting of the Committee and invited their 

attention to the provisions contained in direction 55 of the Directions by the Speaker. 

3. The Committee then took oral evidence of representatives of the Ministry of Finance 

(Department of Disinvestment) on Demands for Grants (2004-05) and other related matters. 

4.   Thereafter, the Chairman requested the representatives of Ministry of Finance 

(Department of Disinvestment) to furnish notes on certain points raised by the Members to 

which replies were not readily available with them during the discussion. 

5.  The evidence was concluded 

6.  A verbatim record of proceedings has been kept. 

             The witnesses then withdrew 
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Minutes of the Fourth sitting of Standing Committee on Finance 
 

The Committee sat on Wednesday, 19 August, 2004 from 1500 to 1630 hrs.  
 

PRESENT 
 

Maj. Gen (Retd.) B.C. Khanduri - Chairman 

 
MEMBERS 

       LOK SABHA 
 

2. Shri Jaswant Singh Bishnoi 
3. Shri Bir Singh Mahato 
4. Shri Rupchand Pal 
5. Shri K. S. Rao 
6. Shri Lakshman Seth 
7. Shri G.M. Siddeshwara 
 
RAJYA SABHA 
 
8. Shri Murli Deora 
9. Shri Jairam Ramesh 
10. Shri Mangani Lal Mandal 

 
Secretariat 

 
1. Shri. P.D.T. Achary       -   Additional Secretary 
2. Dr.(Smt.) P.K. Sandhu     -   Joint Secretary  
3. Shri R.K. Jain  -   Deputy Secretary 
4. Shri R.C. Kakkar     -   Under Secretary 

 
2. At the outset, the Chairman welcomed the Members to the sitting of the 

Committee.   

3. The Committee first took up for consideration the draft report on the 

Demands for Grants (2004-2005) of Ministry of Finance (Departments of Economic 

Affairs & Expenditure and Disinvestment). The Committee then adopted the same with 

changes suggested by some of the Members as shown in Annexure I.  

4. XX   XX   XX   XX 
 

5. XX   XX   XX   XX 
 

6. XX   XX   XX   XX 
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7. XX   XX   XX   XX  

8. The Committee authorised the Chairman to finalise the Reports in the light 

of modifications as also to make verbal and other consequential changes arising 

out of the factual verification and present the same to both the Houses of 

Parliament. 
 

The Committee then adjourned. 
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ANNEXURE-I 
 

[MODIFICATIONS/AMENDMENTS MADE BY STANDING COMMITTEE ON 
FINANCE IN THEIR DRAFT REPORT ON DEMANDS FOR GRANTS (2004-05) OF THE 

MINISTRY OF FINANCE (DEPARTMENT OF ECONOMIC AFFAIRS, EXPENDITURE AND 
DISINVESTMENT) AT THEIR SITTING  

HELD ON 19 AUGUST, 2004] 
 

 

Page No. 12, Para No. 26 

 

After   Para 26  

Add new para       The Committee are also of the view that inflation hits the senior citizens the 
most and, therefore, the Government have to ensure that there are 
attractive saving schemes for them.  Tax free RBI bonds, offering annual 
interest of 6.5% was one such instrument which enable people to park 
their savings, however, the same has since been withdrawn.  It has 
resulted in causing much distress, particularly  to the senior citizens 
many of whom were availing this facility.  The Committee, therefore, 
desire that Government should consider reintroducing these tax free 
bonds, apart from the scheme which has recently been introduced for 
the senior citizens and for those who have attained the age of 55 years 
and taken VRS.  

 

Page 39, Para 84 

 

After erring auditors 

 

Add at the same time RBI as a strict regulator cannot be absolve of their 

responsibility 

 

Page 47, Para 101 

 

After applied judiciously 

 

Add at the same time it must be ensured that these should not happen at the 

cost of investment in social and infrastructure sectors. 
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