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[*284.The questioners (Shri Raju Parmar and Shri Bhagatram Manhar) were
absent for answer vide pages 33—37]

Consultation with States for Service Tax

*285. SHRIRAVULA CHANDRA SEKAR REDDY:¥
DR.T.SUBBARAMI REDDY:

Will the Minister of FINANCE AND COMPANY AFFAIRS be pleased to
state:

(a) whether the Ministry of Finance, in consultation with States, has
decided to allow States to tax some services;

(b) if so, whether the meeting of the Chief Ministers has been
convened by the Prime Minister to work out the legislative framework for
empowering the States to tax services;

(c) whether Government have also agreed to route all the funds to
centrally sponsored schemes through the State Governments; and

(d) if so, by when final decision in this regard is likely to be taken?

THE MINISTER OF FINANCE AND COMPANY AFFAIRS (SHRI
JASWANT SINGH): (a) to (d) A statement is placed on the table of the House.

Statement

(a) The States have taken a unanimous decision to replace their existing
sales tax system with Value Added Tax System from 1st April, 2003. In this
context, also to widen their tax base, the States have suggested that the benefit
of tax on Services should, in part, be extended to them as well. Appropriate action
in this regard has been initiated by the Central Government.

1 The question was actually asked on the floor of the House by Shri Ravula Chandra Sekar
Reddy.
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(b) A meeting of Chief Ministers on fiscal situation of the States was
held on 18th October, 2002 at New Delhi under the Chairmanship of the
Prime Minister. The agenda included endorsing decisions arrived at in the
meeting of Finance Ministers including necessary legislative measures for
this purpose.

(c) and (d) The agenda also included considering the procedure for
routing of funds to the implementing agencies by Centre for Centrally
Sponsored Schemes. The State Governments were of the view that these
funds should be routed through the State Consolidated Fund, with a
stipulation that within 2-3 weeks, the funds should be transmitted to the
implementing agencies. The Government of India would be guided by the
decisions taken in this meeting of the Chief Ministers.

SHRI RAVULA CHANDRA SEKAR REDDY: Sir, in our federal
system, the States should be helped in mobilising funds. Contrary to this, the
States are not given their proper share. So I would like to know from the hon.
Minister whether there is any proposal for enhancing the States' share in the
devolution of funds.

SHRI JASWANT SINGH: It would be difficult to agree with the hon.
Member's suggestion that the States are not given their proper share. The
States are given their proper share. That is designated and defined by a
formula which is accepted by all; the States' share is now defined in
accordance with that formula. The question here is about service tax and not
about States' share perse, and, services, as the hon. member knows, now
constitute almost 48.46 per cent of the GDR Now after the various Committees
having examined it, there is a proposal to introduce service tax; and, in that
service tax, the States shall also certainly have a role to play.

SHRI RAVULA CHANDRA SEKAR REDDY: Sir, My
supplementary was in two parts. The second part was... (Interruptions)

MR. CHAIRMAN: This would be your second supplementary.

SHRI RAVULA CHANDRA SEKAR REDDY: Yes, Sir. The funds for
the Centrally-sponsored Programmes are directly sent to the concerned
departments. Instead of that, it should be routed through the States, since the
States have their own programmes. The Central Government contemplates or
conceives of some programmes, and, without the consent and knowledge of
the States, they are being pushed into the States, and
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the States are left as spectators. So I would like to know from the hon.
Minister whether the Government of India is proposing any legislative
measures to help the States in this regard. The second part of my
supplementary is this. Is it a fact that gome States have requested the
Government of India to allow them to levy tax on some services, exclusively, owing
to their precarious financial position?

SHRI JASWANT SINGH: Now, the hon. Member has asked three or four
questions, but I will endeavour to answer all of them. Before I do so, I do wish
to bring to your notice that though it is one question, from the text itself, you
can see that there are two questions. And, I would appeal to the hon. Members,
and also to the Secretariat, that this is, in fact, in violation of the rules of the
House. You cannot ask two questions in one question.These are two separate
questions—one, about service tax, and the other, about Centrally-sponsored
Schemes. They should really not have been fielded, though I will answer them,
as the Secretariat of the Rajya Sabha has also done so. So far as the Centrally-
sponsored Schemes are concerned, earlier, we considered this issue in a meeting
of the State Finance Ministers, where they, very kindly, asked me to chair the
meeting. This very question was raised in that meeting. I disagree with the
hon. Member when he says that the States are kept in the dark about the
Centrally-sponsored Schemes.The funds in respect of Centrally-sponsored
Schemes, instead of being routed through the NGOs, must first go into the State
Consolidated Fund, and, thereafter, the States should do so. Our earlier
experience on this has not been very happy, but nevertheless, we agreed that
'ves'; this is what will be done now'. The funds in respect of Centrally-
sponsored Schemes which are being routed through the NGOs, shall go into the
State Consolidated Fund, but money shall be utilised exactly for the purpose for
which it was sent, within a period of two weeks, as has been accepted by all the
States. So, now, on the basis of this agreement, this will be done.

MR. CHAIRMAN: Shri Lalit Suri. {Interruptions)

SHRI RAVULA CHANDRA SEKAR REDDY: Sir, my first
supplementary has not been answered. ... {Interruptions)

MR. CHAIRMAN: Sorry, now Dr. T. Subbarami Reddy.
...{Interruptions)... You have got replies to more than two supplementary from
the Minister.
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DR. ALLADI P. RAJKUMAR: Sir, this question pertains to the State
Governments. The Central Government sanctions money to the States. For
example, recently the Finance Minister was kind enough to clear the Velugu
Programme. Money for such programmes is not going through the State
Government, but it is going directly to the concerned organisations. I request the
hon. Finance Minister to reply that question because this is a very important
question.

SHRI JASWANT SINGH: No, this is a specific programme that has been
brought...

DR. ALLADI P. RAJKUMAR: No; I have just given an example. But the
hon. Member had put a question in this regard.

SHRI JASWANT SINGH: I have made it very clear that the funds in
respect of Centrally-sponsored Schemes shall first go into the State
Consolidated Fund. The purpose for which it is intended must, however, be
implemented within a period of two weeks. It is very clear.

DR.T. SUBBARAMI REDDY: Mr. Chairman, Sir, through our question, we
wanted to know whether the Ministry of Finance, 'n consultation with the States,
has decided to allow States to tax some services. Sir, it is a known fact, as
pointed out by my hon. colleague...

MR. CHAIRMAN: You have put your supplementary. Let the Minister
reply.

DR. T. SUBBARAMI REDDY: Let me put my supplementary, Sir. I
have not put any supplementary as yet.

In reply to the answer, the hon. Minister has stated that the States have
taken a unanimous decision to replace their existing sales-tax system with the
Value-Added Tax system, from 1 st April, 2003. Firstly, I would like to know
the difference between Service Tax and Value-Added Tax, (VAT). Secondly, I
would also like to know from the hon. Minister whether the States will be given
full power to tax any service in order to raise funds. These are the two parts of
my supplementary.

SHRI JASWANT SINGH: Sir, I will answer both the questions of the
hon.Member, but they don't, strictly, arise from the main question.

DR. T. SUBBARAMI REDDY: Let me clarify ii, Sir, rny question is
very clear.
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SHRI JASWANT SINGH: I am answering it.

DR. T. SUBBARAMI REDDY: It arises from the main question. I
don't put unrelated questions. I want to know from the hon. Minister the
difference between service tax and VAT; and, whether the States will be given
full freedom to tax any service in order to raise funds.

SHRI JASWANT SINGH: Sir, actually, the hon. Member protests too
much. I understood his question the very first time he put it. So far as
introduction of service tax is concerned, there is now unanimity that it should
be introduced. Based on that unanimity, and the Report of the Committee, the
Government has already got article 268(A) under preparation, because we need
a constitutional amendment, I would not go into the details of it. It will be a new
entry. So, that is already under preparation. If the entire House cooperates, we
should be able to enact that constitutional amendment, under which the levying
power of service tax will remain with the Centre, but the collecting power, because
anumber of services will be spread over the States, will be with the States. That
constitutional amendment will define what services should be taxed, in what
proportion, and how it will be shared by the States.That amendment will come
before the House.

So far as Value-Added Tax is concerned, it is a different thing. But there
is a certain integration that takes place, ultimately, between the Value-Added
Tax and service tax.

SHRI LALIT SURI: Sir, I would like to ask the hon. Minister regarding the
luxury tax, which is being levied by the States on the hotel industry as such. This
tax varies from State to State, from 10% to 25%. Is there any proposal, whereby
the States can be asked to levy a uniform tax, rather than levying different tax
rates in different States?

SHRI JASWANT SINGH: Sir, it is not for me to suggest to the hon.
Member, but I do wish to take this opportunity to say so. I am sure, the hon.
Member will not misunderstand me. the convention of the House is, where there
is a conflict of interest, the hon. Member shall not, on that particular subject,
make an inquiry inside the House. As the hon. Member knows it, he is a
prominent hotelier, I would say, therefore, that a question realating to the hotel
industry would, under normal circumstances, fall in the category of 'conflict of
interest'. However, now that the hon. Member has asked it, I shall endeavour to
respond to it.
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