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FOREWORD

O

ur Founding Fathers created India as a Union of States. Given the trauma of
partition, our federation had a strong unitary bias in the early decades. Nominated
governors, the Union’s power to reorganise States at will, Article 356, all-India
Services, a uniform model of political organization at Union and State levels, the inherent
unitary bias of the Seventh Schedule, Rajya Sabha’s power to transfer any item in the State
List to the Union List, Parliament’s power to make laws on State subjects while proclamation
of Emergency is in operation – all these have made our Constitution more unitary than
federal in nature.
In fiscal matters, the Union has all expanding sources of revenue, while States have the
responsibility to provide all basic services and amenities. ‘Economic and Social Planning’
is in the Concurrent List, giving the Union enormous scope for intervention in State subjects.
Centralized mode of planning, the creation of the Planning Commission, strict regulation of
industrial activity and agricultural trade, nationalization of financial institutions and commercial
banks and other policies of the first four decades of our Republic acted as strong centripetal
forces weakening the States’ role and powers, making India more unitary in practice.
However, several political, legal, economic and fiscal developments of the past three
decades tended to promote a more balanced federalism. The emergence of strong regional
parties playing a crucial role in Parliament and the rise of political competition at all levels
made the polity more sensitive to the needs of States. With the Supreme Court’s judgment
in Bommai case, abuse of Article 356 has become much more difficult.
Finance Commissions have increasingly moved towards rule-based, transparent
constitutional devolution of funds to States. Fourteenth Finance Commission’s devolution
erasing the distinction between plan and non-plan grants, and abolition of Planning
Commission strengthened constitutional devolution, and gave States more say over the
development strategies in their territories. The economic liberalization launched in 1991
promoted economic freedom by dismantling much of the centralized licensing system,
allowing States to cooperate and compete to attract investments and pursue policies to
suit local conditions and preferences. With the rise of private sector, the importance of
Union’s patronage in the form of public sector investments in favored States declined.
All these developments strengthened federalism, though a lot more remains to be done to
create a truly federal structure while protecting the unity and integrity of the nation.
-7-

Formation of Telangana State was a result of decades of aspirations, public demand and
movements of Telangana people. In fact the States Reorganization Commission recommended
as follows:
“… it will be in the interests of Andhra as well as Telangana, if for the present, the Telangana
area is to constitute into a separate State, which may be known as the Hyderabad State
with the provision for its unification with Andhra after the general elections likely to be
held in or about 1961 if by a two-thirds majority the legislature of the Hyderabad State
expresses itself in favour of such unification”.
Nevertheless, the larger demand for linguistic reorganization carried the day, and unified Andhra
Pradesh was created on 01 November, 1956, along with thirteen other States.
Article 3 gives Parliament the power to form new States at will; the only restraint being that the
affected State Legislature should be given an opportunity to express its views on the proposed
Bill seeking to alter the boundaries or name of the State. While the Constitution thus gives
sweeping powers to Parliament to reorganize States, in practice the Union exercised enormous
restraint and States were reorganized only with the consent of the affected States. The
linguistic reorganization of States in 1956 was a massive national exercise undertaken on the
basis of the report of the States Reorganization Commission appointed for that purpose, and
after building a nation-wide consensus. All subsequent divisions of existing States, and formation
of new States was preceded by the consent of the Legislature of the affected State. It is this
restraint that helped strengthen federalism despite the unitary bias of the Constitution.
However, the division of Andhra Pradesh in 2014 and creation of the Successor States of
Telangana and Residual Andhra Pradesh was a departure from the earlier practice of formation
of new States in many ways.
The Legislature of erstwhile Andhra Pradesh State did not consent to division of the State.
Unlike other cases of State divisions, the newly created State retained the capital city of
Hyderabad, a vibrant metropolis and an economic hub, centre of industrialization and job
creation, and major contributor to government revenues. Almost all economic development,
infrastructure, industrialization, government institutions and infrastructure, institutions of higher
education and tertiary healthcare are concentrated in Hyderabad city. Also most Union
establishments and public sector investments of the Union and State are concentrated in
Hyderabad. Loss of such a megalopolis deprived the Successor State of Andhra Pradesh of
government revenues, job opportunities, infrastructure and services.
In this context and in a surcharged atmosphere of division of the State without the State
Legislature’s consent, the Union government made explicit commitments to the Residual Andhra
-8-
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Pradesh State in Andhra Pradesh Reorganization Act, 2014 (APRA), and the Prime Minister’s
specific, solemn six point commitments in Parliament on 20 February 2014. These commitments
were made with bipartisan consensus in Parliament, and they formed the basis of approval of
APRA by both Houses of Parliament.
While many of the commitments are specific and unambiguous, implementation of the
commitments to Andhra Pradesh State has become a highly contentious, polarizing issue. The
issue had been highly politicized, and has become a play thing of partisan politics. Several
sections of the public harbor a genuine sense of grievance against the Union for alleged failure
to fulfill its commitments; the Union argues that all commitments have been, or are being
fulfilled, and there is no cause for grievance.
Almost a century ago, the distinguished journalist and public intellectual C.P. Scott memorably
wrote: “Facts are sacred, comment is free – and fact-based comment most precious of all”.
In the prevailing climate of vituperative rhetoric and partisan polarization, fact-based comment
has become rare. The people, media, public intellectuals, elected representatives and political
parties – all are handicapped by the absence of reliable and credible source of facts, much
less objective, fact-based comment.
It is this void that Foundation for Democratic Reforms has attempted to fill in this laborious
effort. An independent group of credible experts has been constituted with the following
objectives:
1. Study and make an assessment of the status of fulfilment of the commitments made by
Andhra Pradesh Reorganisation Act, 2014 and the Prime Minister’s statement in
Parliament on 20 February 2014.
2. Act as a civil society initiative to bridge the gap between the State and the Union, and help
resolve the dispute.
3. Study any other incidental matters related to the subject, and take such initiatives as
deemed necessary.
Centre for Economic and Social Studies (CESS) Hyderabad has become a partner in this
effort giving invaluable expert guidance and logistical support. The distinguished memberexperts brought decades of experience, knowledge and insights to the task.
The State Reorganization Department of Andhra Pradesh government, coordinated with various
agencies involved and provided up-to-date inputs for preparation of this report. An eminent
National Group of Experts (NGE) has reviewed the report and their comments and inputs
enriched the final report enormously. NGE members hail from non-Telugu regions of India, and
-9-

their guidance was sought for their invaluable expertise and for objective examination of the
issues without parochialism or emotional baggage. The NGE’s endorsement lends immense
credibility to the report.
The report provides fact-based comment, and we hope it will generate informed, constructive
public debate and help resolve the complex and contentious issues involved in true federal
spirit.
We are deeply grateful to the members of Independent Group of Experts (IGE), National
Group of Experts (NGE), Centre for Economic and Social Studies (CESS), State Reorganization
Department of Andhra Pradesh headed by Sri L Premchandra Reddy and his team, the printers
Kala Jyothi Process Pvt. Ltd, and all others whose expertise and labour of love have made this
report possible. We owe a special debt of gratitude to the brilliant group of researchers and
interns of the Foundation for Democratic Reforms (FDR) for their tireless labours in constantly
updating information and content as the report went through multiple revisions.

***
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Introduction
geographically distant from the State capital
agitated for a separate State. In Andhra
Pradesh, the minority region comprising the
capital and enjoying a higher per capita income
demanded division, and consequently
Telangana State has been formed.

T

he Andhra Pradesh Reorganisation
Act (APRA), 2014 resulted in
division of the erstwhile Andhra
Pradesh State with effect from 02 June 2014.
While several new States were formed since
1950, the division of Andhra Pradesh was in
many ways unique and unprecedented.
First, in all earlier cases, division of existing
States and formation of new States was on the
basis of either linguistic reorganisation or the
consent of the State Legislature in the form of
a resolution seeking partition. But in the case
of erstwhile Andhra Pradesh, the State was
divided by a law of Parliament without a
resolution of the State Legislature seeking
partition.
Second, in all other cases of division of a State
after linguistic reorganisation, a minority region
with lower per capita income and

Third, in earlier cases of division of a State,
the majority region had a major city (usually the
Capital City) as an economic hub which is the
centre of industrialization and job creation, as
well as significant contributor to government
revenues. The region away from the major city
sought division voluntarily, and majority region
retained the big city with all its economic
advantages. In case of Andhra Pradesh, the
major metropolis of Hyderabad, for obvious
geographic reasons, became part of the newly
formed Telangana State; consequently the
Successor State of Andhra Pradesh comprising
of 58.32% of the population lost the
advantages of economic growth, job creation
and revenue mobilization offered by a large
metropolis.
Fourth, over the decades, skewed
development policies led to neglect of regions
away from the Capital City in terms of
infrastructure. In addition, most institutions of
higher education, specialized tertiary
healthcare facilities, almost all institutions and
establishments of the Union government and
most public sector investments of the Union and
State governments are located in Hyderabad
- 11 -

city and surrounding areas, and are
consequently inherited by the Telangana State.
Fifth, because of over-centralization of power,
all specialized administrative and training
facilities were located in Hyderabad city,
creating a void in the Successor State of
Andhra Pradesh.
Finally, because of the dominance of
Hyderabad city as a commercial and financial
centre, it houses almost all corporate offices
of the industrial and commercial enterprises
existing in Residual Andhra Pradesh;
consequently tax assessment and collection of
revenues by the State were from Hyderabad
city in respect of almost all enterprises located
in Residual Andhra Pradesh. However, the
Andhra Pradesh Reorganisation Act (APRA),
2014 created an anomalous situation
regarding refund of taxes and recovery of
arrears of taxes and duties causing loss to the
Successor State of Andhra Pradesh.
With the loss of a major metropolis, Residual
Andhra Pradesh has the lowest contribution of
services sector to the GSDP (46%) among

Southern States, and much lower than national
average (53.66%). Correspondingly, the
contribution of agriculture is highest in Andhra
Pradesh (31.77%) among the Southern States,
and much higher than the national average
(17.32%).
As a result, while Andhra Pradesh now has
58.32% of the population of the erstwhile State
of Andhra Pradesh, government revenues are
only 46%. Consequently, according to the
report of the 14th Finance Commission, Andhra
Pradesh is the only State in India other than
the Special Category States to have a
projected revenue deficit continuing even in
2019-20. That Residual Andhra Pradesh
suffered considerable disadvantage in terms
of government revenues can be demonstrated
by the fact that the 14th Finance Commission
estimated that post devolution, it would
have a revenue deficit of Rs. 22,113 Crore
from FY 2015-16 to 2019-20, whereas
Telangana State would have revenue surplus
of Rs. 1,18,678 Crore during the same period.

Broad Sector-Wise GVA / GSDP / GDP estimates of the Southern States
(All India at current prices and its contribution)
Table 0.1
Rs.in Crore

Source : AP Government’s Detailed Note on Issues Related to AP ReorganizationAct, 2014
dated 12 January 2018 submitted to Prime Minister
- 12 -
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Rs. in Crore

Table 0.2 Post-Devolution Revenue Deficit Surplus

* Deficit is shown as (+), and Surplus is shown as (-)
Source : Fourteenth Finance Commission Report
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When a State is partitioned, division of assets
has to necessarily be on geographical basis.
In the absence of balanced regional
development in the erstwhile Andhra Pradesh,
excessive focus on Hyderabad City and
political and economic centralization, most of
the productive assets remained in the
Telangana State. Consequently, large new
investments and public expenditure are needed
in Residual Andhra Pradesh to build institutional
capability. Also, while much of the development
in erstwhile Andhra Pradesh was in and around
Hyderabad City, the debt liabilities had to be
divided on population basis at the time of
division of the State, imposing heavy burden
on the public finances of the larger, but
resource-poor Residual Andhra Pradesh.
Similarly, pension liabilities arising from the
combined State had to be divided on
population basis forcing higher burden on
Residual Andhra Pradesh despite lower
revenue base.

Residual Andhra Pradesh has the lowest per
capita income among the Southern States and
the gap remains three years after the division
of the State.
Given these special circumstances, the Andhra
Pradesh Reorganisation Act, 2014 made
specific provisions to address the concerns
and needs of the people of the Residual State
of Andhra Pradesh (Annexure-1). In addition,
the Prime Minister made a solemn statement
on 20 February 2014 making explicit
commitments to address the concerns of all
regions of the erstwhile State of Andhra
Pradesh, particularly of Seemandhra
(Successor State of Andhra Pradesh).The
anomalies in respect of recovery of arrears of
taxes and duties remain unaddressed by the
existing law as well as the Union Government’s
solemn pledge in the form of Prime Minister’s
Statement in Parliament (Annexure-2).

Figure 1

Source : AP Government’s Detailed Note on Issues Related to AP ReorganizationAct, 2014
dated 12 January 2018 submitted to Prime Minister
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The people of all sections of the State of
Andhra Pradesh, electronic and print
media, and all major political parties have
expressed deep dissatisfaction over the
incomplete and tardy implementation of
the provisions of the law and Union
Government’s pledge before the
Parliament.
The Independent Group of Experts (IGE)
has been constituted by Foundation for
Democratic Reforms (FDR) to examine
the relevant issues in detail and make an

objective, non-partisan, dispassionate
assessment of the current status of
implementation of the provisions of the
Andhra Pradesh Reorganisation Act, 2014
and Prime Minister’s Statement, and help
resolve the issues harmoniously.
The issues agitating the public in respect
of the implementation of law and Union
government’s commitments, and the loss
suffered by Andhra Pradesh State on
account of anomalies of taxation can be
broadly listed as follows:

- 15 -
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1. Resource Gap for the Year 2014-15
Commitments of Government of India:
Section 46 (2) of the Andhra Pradesh Reorganisation Act, 2014
“(2) Notwithstanding anything in sub-section (1), the Central Government
may, having regard to the resources available to the Successor State of
Andhra Pradesh, make appropriate grants and also ensure that
adequate benefits and incentives in the form of special development
package are given to the backward areas of that State.”
Para 6 of the Prime Minister’s statement in Parliament on 20
February 2014

“Sixth, the resource gap that may arise in the successor state of Andhra
Pradesh in the very first year, especially during the period between the
appointed day and the acceptance of the 14th Finance Commission
recommendations by the Government of India, will be compensated in
the Regular Union Budget for 2014-15.”
Chronology of events:
- The Governor of the erstwhile State of Andhra Pradesh wrote to
the Union Minister of Finance on 20 March 2014 (Annexure-3),
while the State was under President’s Rule, urging constitution
of a Joint Committee of senior officials of Planning Commission
and Ministries of Finance and Home, and Government of Andhra
Pradesh to estimate the likely Resource Gap of the Successor
20 March 2014
State of Andhra Pradesh between 02 June 2014 and 31 March
2015. This exercise was necessary for making a provision for a
grant in the Union Budget for FY 2014-15 to bridge the Resource
Gap of Andhra Pradesh State. Accordingly, Government of India
constituted a Joint Committee with officials of Planning
Commission and Ministries of Home Affairs and Finance, but
without officials of Andhra Pradesh (Annexure - 4).
- 16 -
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April - May 2014

–

The erstwhile State of Andhra Pradesh furnished relevant
information on resources to the Joint Committee in April and
May 2014.

–

On 27 May 2014, Government of Andhra Pradesh requested
Government of India to provide Rs. 15,691 Crore in the Union
Budget for FY 2015-16 (Annexure-5). However, such a provision
was not made in the Union Budget 2015-16.

–

During 2014-15, Government of India released an amount of
Rs. 2,303 Crore on ad hoc basis to the Successor State of
Andhra Pradesh towards partial compensation of the Resource
Gap arising during the fiscal year.

–

The Accountant General of Andhra Pradesh audited the finance
accounts for FY 2014-15 and the Comptroller and Auditor
General (CAG) assessed and certified the total Revenue Deficit
as Rs. 16,078.76 Crore; the net Revenue Deficit after taking
into account the ad hoc grant of Rs. 2,303 Crore during the
year was Rs.13,775.76 Crore.

–

Government of India released further amounts of Rs. 500 Crore
in 2015, and Rs. 1,176.50 Crore in 2016 towards compensating
the Resource Gap of 2014-15. Thus, a total of Rs. 3979.50
Crore was released against the CAG’s assessment of a total
Revenue Deficit of Rs.16,078.76 Crore.

–

On 8 September 2016, Government of India made the following
public statement (Annexure-6)

2014-15

2016

“Under the Andhra Pradesh Reorganisation Act, 2014 the
commitment for the Resource Gap for the year 2014-15 is being
met on the basis of standardized expenditure for the year. The
revenue has been tentatively quantified subject to further
adjustment on account of figures relating to certain pension
schemes. A part of the revenue gap compensation amounting
to Rs. 3,979.5 Crore has already been paid and the balance is
being paid in annual instalments”.
- 17 -
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–

2017

Subsequently, the Union Finance Minister intimated to the Chief
Minister of Andhra Pradesh on 4 May 2017, that only
Rs. 138.39 Crore more will be released to Andhra Pradesh,
and that the figure was estimated after disallowing certain
expenditures incurred by the State treating them as New
Schemes, and excluding the liability to pay enhanced backwages to government employees as Pay Revision Commission
(PRC) arrears. The expenditure details categorized as New
Schemes and disallowed by Government of India are given in
Table 1.1.

Table 1.1 Expenditure Details categorized as New Schemes
Rs.in Crore

In addition to the above expenditure
incurred during the FY 2014-15, the State
had the obligation to incur expenditure
during the year, but deferred payment to the
subsequent year on account of Resource
Gap and precarious ways and means
position. The details of deferred
expenditure are in Table 1.2.
- 18 -
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Thus, the total claim of the State for a grant to bridge the Resource Gap in fiscal 2014-15 is
given in Table 1.3.
Table 1.3

Of this, Government of India has committed to a grant of Rs. 4,118.00 Crore, of which Rs.
3,979.50 Crore has been released so far. The details of Resource Gap, the amounts disallowed,
and the amounts not spent in 2014-15, but expenditure deferred on account of ways and means
position is summarized in Table 1.4
The items of expenditure disallowed, and the deferred expenditure on account of ways and
means difficulties are discussed below in the following order
A. DISALLOWED EXPENDITURE
1. Financial Assistance to DISCOMs
2. Social Security Pensions
3. Agricultural Debt Redemption
4. Assistance to Rythu Sadhikaara Samstha
B. DEFERRED EXPENDITURE ON ACCOUNT OF RESOURCE GAP
5. PRC Arrears
6. Deferred Bills
- 19 -
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Table 1.4
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A. DISALLOWED EXPENDITURE
1. Financial Assistance to DISCOMs
Financial Reconstruction Package
(FRP) to Power Distribution
Companies (DISCOMs):
Vide OM no. 20/11/2012 dated 5 October
2012, Ministry of Power, GoI, notified a scheme
for financial restructuring of the State-owned
DISCOMs to improve operational performance
and finance health. As per this scheme, 50%
of the short term liabilities are to be issued as
bonds by DISCOMs on behalf of the State
Government, which in turn will be taken over
by the State Government over a period of 3-5
years. The responsibility of payment of principal
and interest lies with the State Government
from the date of issue of these bonds. The State
Government should ensure that issuance of
Special Securities is within the targets
prescribed in Fiscal Responsibility and Budget
Management Act (FRBM) and the State should
remain within its Net Borrowing Ceilings of
each relevant fiscal year (Annexure -7).
Accordingly, the erstwhile Andhra Pradesh
State Government has given guarantee for an
amount of Rs. 8,600 Crore and DISCOMs
issued bonds in 2013-14. Out of this, Rs.
3,610.82 Crore has been shared with the
Successor State of Andhra Pradesh.
Accordingly, Rs.1,500 Crore debt burden of
the DISCOMs was taken up by the State
Government in 2014-15. As per the procedure,
the consent of Government of India was
obtained under Article 293(3) of the

Constitution of India for taking over the
liabilities of Rs. 1,514.82 Crore vide letter No.
40(1)PF-I/2011, Ministry of Finance
Government of India, dated 13 March 2015
within the permitted borrowings, and Reserve
Bank of India permitted to issue Special
Securities for taking over these bonds
(Annexure- 8). Accordingly, Rs.1,500 Crore
was raised by issuing bonds and the amount
was passed on to DISCOMs, and Rs.1,500
Crore was debited to head of
A/c 2801-05-800-(12) assistance to DISCOMs
for taking over of the FRP bonds -310-Grantsin-aid -312 Other Grants-in-aid. Accordingly,
orders were issued in G.O. Ms.No.34, Finance
(PF & NABARD) Department dated 31 March
2015 (Annexure -9). Since this amount was
passed on to DISCOMs, this was classified
as revenue expenditure by the Comptroller and
Auditor General of India, as per the
classification given by the Government of India.
As per Rule 14 of the Accounting and
Classification of Grants-in-Aid notification
dated 19 May 2011 issued by Ministry of
Finance (Department of Economic Affairs),
this amount comes under Grants-in-aid.
Therefore, the Accountant General had
classified this as revenue expenditure. Further,
the State is obligated to repay this amount of
Rs 1,500 Crore along with interest. The State
had incurred the cost and acquired the liability
to repay the money during FY 2014-15 under
an on-going programme launched by the Union
Government.

- 21 -
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Therefore, this expenditure is not an unusual
expenditure, and cannot be categorized as a
New Scheme. It is genuine, standardized
revenue expenditure incurred on an ongoing
programme and should form part of the
Resource Gap for the year.
This amount of Rs.1,500 Crore incurred by
the State of Andhra Pradesh towards
Financial Reconstruction Package (FRP) of
DISCOMS in Fiscal 2014-15 should
therefore be compensated by the Union as
per the specific commitment made.
2. Social Security Pensions
Social Security Pensions were being
disbursed as per the norms fixed by the
Government of India. The number of
pensioners in the Successor State of Andhra
Pradesh had not increased in 2014-15; as can
be seen in Table 1.5, the number of monthly
pensions disbursed has actually declined
from 5.03 Crore in 2013-14 to 4.56 Crore in
2014-15.
Table 1.5

- 22 -

Pension amounts were increased during the
year, and these increases were in accordance
with the Guidelines of Ministry of Rural
Development, GoI, issued in October 2014.
Para 2.4.1 in Chapter II (page 8) of the National
Social Assistance Programme Guidelines is
extracted below: (Annexure -10)

2.4.1.”States are strongly urged to
provide an additional amount at
least an equivalent amount to the
assistance provided by the Central
Government so that the
beneficiaries can get a decent level
of assistance”
Government of India assistance to all States
for these pensions was to a tune of Rs. 200
per month for those below 80 years of age, and
Rs. 300 per month for those above 80 years of
age. The State was expected to provide at
least a matching amount to allow the
beneficiaries a ‘decent level of
assistance’. The pension amounts were
enhanced after the division of the State during
FY 2014-15 in accordance with Government
of India guidelines and in keeping with rising
living costs to enable the poor families meet
their needs. Social Security Pensions were
Rs. 1,000 per month to the elderly persons,
widows, weavers, toddy tappers, ART cases
(HIV positive cases undergoing treatment) and
disabled persons with 40% to 79% degree of
disability and Rs. 1,500 per month to the
persons with 80% and above disability.
Therefore, the whole expenditure for Social
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Security Pensions should be considered as an
on-going programme, usual and standardized.
Even if the enhanced amounts of pension are
treated as new and non-standardized, it should
be noted that the Union’s assistance to all
States is to the tune of Rs. 200 per month to
those below 80 years of age, and Rs. 300 per
month to those above 80 years of age. This
normal subsidy as applicable to all States
amounts to Rs. 946.90 Crore in case of Andhra
Pradesh. In addition, Andhra Pradesh spent Rs.
2,628.91 Crore towards Social Security
Pensions. Even assuming that only an
equivalent amount is taken as standardized
expenditure to qualify as Resource Gap to be
compensated by the Union, the matching
amount of Rs. 946.90 Crore should be funded
by the Union to fulfil its commitment to
compensate the Resource Gap arising in
2014-15.

However, Government of India calculated
entitlement at Rs. 93.34 Crore only for 201415 (and Rs. 91.27 Crore dues of 2013-14 paid
in 2014-15). It is likely that there was an error
in calculation, and the normal subsidy for only
one month was taken into account by an
oversight. The minimal obligation of
Government of India would be to fund the
subsidy on Social Security Pensions as
applicable to all States as per norms and the
State’s minimum matching share of equilvalent
amount as part of the Resource Gap. In
addition, an amount of Rs. 91.27 Crore was
disbursed during 2014-15 towards the Social
Security Pensions due in the previous year
(2013-14). Thus the total Resource Gap that
should be funded by Government of India on
account of Social Security Pensions is shown
in Table 1.6:

Table 1.6 Total Resource Gap on account of Social Security Pensions

- 23 -
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It can be seen that the State had spent
Rs. 3,575.81 Crore towards Social Security
Pensions in 2014-15 as the State Pensions
were increased to levels higher than the
national norm. If only the ‘standardized’
expenditure of Rs. 1,985.07 Crore as per
expenditure in earlier years is taken as the
Resource Gap to be compensated, this
amount should be reimbursed to the Andhra
Pradesh Government as part of the
commitment to compensate the Resource
Gap for 2014-15. Even after such
compensation, Andhra Pradesh State still has
an uncompensated Resource Gap of
Rs. 1,590.74 Crore for the year 2014-15 on
account of Social Security Pensions. This
additional expenditure has been legitimately
incurred for a genuine anti-poverty
programme. Therefore reimbursement of
Rs. 1,590.74 Crore may be considered at
the discretion of the Union Government.

3&4: Agricultural debt redemption and
Assistance to Rythu Sadhikaara Samstha
The Government of India (Ministry of Finance)
in its public statement on 8 September 2016
(Annexure-6) relating to Union assistance to
Andhra Pradesh, stated in Para 3 that the
“commitment for the Resource Gap for the year
2013-14 is being met on the basis of
standardized expenditure for that year”. It
implies that expenditure related to new
programmes unique to Andhra Pradesh, or
additional, unusual commitments unrelated to
ongoing programmes and projects would be
treated as ‘non-standardized’ expenditure, and
would not be eligible for compensation for
Resource Gap in FY 2014-15. By this
reasoning, expenditure incurred under
agricultural and rural debt relief programme
implemented newly to redeem the political
pledge made in the election campaign of 2014
would be treated as unique, new and non-

To summarise, Rs.1,985.07 Crore
expenditure under Social Security
Pensions should be reimbursed by
the
Union
government;
and
Rs. 1,590.74 Crore additional expenditure
may be considered for the reimbursement
at the Union’s discretion.

standardized. While the expenditure shown
under Agricultural Debt Redemption
(Rs. 3,068.32 Crore) was disbursed for loan
waiver, a further amount of Rs. 4,001.32 Crore
was shown as Assistance to Rythu Sadhikaara
Samstha – a transfer from the Consolidated
Fund of the State to a Special Purpose Vehicle
(SPV) created to implement debt relief to
farmers. Therefore, the total of Rs. 7,069.67
Crore under both heads seems to have been
treated by Government of IndiaI as unique, new
and non-standardized.
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However, the State of Andhra Pradesh argues
that under Section 46(2) of the Act, even after
the 14th Finance Commission (FFC) grant, the
Union government may, ‘having regard to the
resources available to the Successor State of
Andhra Pradesh, make appropriate grants’.
The Prime Minister ’s commitment in
Parliament was to the effect that ‘the Resource
Gap’ in 2014-15 after the appointed day ‘will
be compensated’ in the regular Union Budget
for 2014-15. The reading of the law as well as
the Prime Minister‘s statement indicates a
commitment to compensate ‘all Resource
Gap’, and not merely revenue deficit or
Resource Gap based on standardized
expenditure.
However, it is reasonable to argue that unusual,
new expenditure commitments that the State
has made as conscious political choice cannot
be transferred to the Union. Therefore the
Union is not bound to reimburse the
expenditure of Rs.7,069.67 Crore incurred
towards farmers’ debt relief during 2014-15;
such assistance for agricultural debt relief to
the State can only be at the discretion of the
Union.

Gap been estimated in time by Government of
India and provided in budget of FY 2014-15
as grant to Andhra Pradesh, all liabilities and
commitments pertaining to the year, especially
those relating to mandatory and standardized
expenditure would have been covered in the
‘Resource Gap’ compensated by Government
of India. However, such an exercise was not
done, and resources were not allocated in the
Union Budget for FY 2014-15. Instead, an ad
hoc grant of Rs. 2,303 Crore was made during
FY 2014-15, and was reflected in CAG’s audit.
Subsequently, during 2015 and 2016 a further
amount of Rs 1,676.50 Crore was released in
two tranches to Andhra Pradesh.
As a result of Government of India not
compensating the Resource Gap in 2014-15
during the year itself, there was a serious ways
and means stress in the State’s finances during
the fiscal year. Consequently, legally binding
commitments of the State to incur expenditure
in FY 2014-15 were deferred to subsequent
years. The 14th Finance Commission’s grant
of Rs. 22,113 Crore for 2015-20 period to cover
Revenue Deficits is a frozen amount not subject
to revision, and it pertains to the estimated

B. DEFERRED EXPENDITURE ELATING
TO COMMITMENTS AND LIABILITIES
OF FY 2014-15

deficits from FY 2015-16 onwards, and does

The commitment in law [(Section 46 (2)] and
the Prime Minister’s statement in Parliament
was to make ‘appropriate grants’ having
regard to the resources available to the State,
and to compensate the ‘Resource Gap’ arising
in the State during 2014-15. Had the Resource

Revision Commission arrears clearly

not take into account the Resource Gap of
2014-15. Therefore, the deferred bills and Pay
contribute to the Resource Gap of
FY 2014-15. These items of deferred
expenditure need to be examined carefully to
determine whether they meet four standards:
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1. Was expenditure necessary, predictable India. It was inevitable and necessary that
and standardized; or unique, new and Andhra Pradesh and Telangana enhanced
wages identically, because until 2 June 2014
non-standardized?
all employees served under one government.
2. Did the deferred / rejected bills in
Any lower wages in Andhra Pradesh as
treasury pertain to State Government’s
compared to Telangana immediately after
expenditure, or did they include
division of the State would have led to massive
expenditure of local governments and
agitation of government employees and
parastatals?
administrative paralysis. Therefore, all the
3. Was this expenditure pertaining to the arrears due to be paid to employees in FY
commitments and liabilities in FY 2014- 2014-15 should be treated as genuine,
15?
standardized charge to Andhra Pradesh
4. Was the expenditure subsequently exchequer. The arrears due to be paid by law
were not paid in the financial year on account
incurred?
of ways and means difficulties and lack of
5. PRC Arrears
funds, and the payment was deferred to a later
The Tenth Pay Revision Commission (PRC) for period; subsequently, these dues were paid to
the undivided State of Andhra Pradesh was employees (Annexure-12). Therefore, this
constituted on 28 February 2013 to make amount of Rs. 3,920 Crore should be treated
recommendations for revision of wages of as genuine Resource Gap for 2014-15, and is
government employees. The Commission eligible for compensation by the Union.
submitted its report on 29 May 2014, four days
6. Deferred Bills:
prior to division of the State. On 18 March 2015,
the Government of Telangana issued the On account of sudden fall in revenue after
Government Order implementing a fitment division of the State, the Residual Andhra
benefit of 43% as against 29% recommended Pradesh Government could not make payments
by the PRC. Subsequently, Andhra Pradesh due. Excluding the pending bills on capital
State also accepted a 43% fitment benefit and account, there were pending bills to a tune of
issued a Government Order on 30 April 2015 Rs. 2,950.20 Crore which could not be
(Annexure -11). This pay revision conforms to honoured by the three Treasury Departments
the previous pay revisions pattern in erstwhile and their subordinate agencies in the State
Andhra Pradesh State. Earlier too, the because of lack of funds, and ways and means
government declared a higher fitment benefit problems. The details are furnished in
than recommended by the PRC. See Table 1.7 Table 1.9.
This expenditure is part of the normal practice All the expenditure pertaining to Deferred bills
in government at the Union and all States in was necessary, predictable and standardized.
- 26 -
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Table 1.8 Does Deferred Expenditure constitute Resource Gap in FY 2014-15
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Government of Andhra Pradesh confirmed in
writing that all these bills pertain to State
Government’s expenditure relating to binding
commitments arising in FY 2014-15, and do
not pertain to any bills of local governments or
parastatals in Public Account. The expenditure
was subsequently incurred in 2016-17, and the
bills were passed by Treasury as ways and
means position improved.
All these constitute legitimate revenue
expenditure due in 2014-15, but could not be
incurred due to lack of funds and payment was
deferred to subsequent year. An official
committee of accountants may be constituted
to verify the details furnished by the Andhra
Pradesh government. Subject to such
verification, these amounts constitute
legitimate Resource Gap in 2014-15, and
should be compensated by the Union as per
the commitments made.
As can be seen in Table 1.8, both these
Deferred Expenditures- PRC arrears and
Deferred Bills on revenue account - are
expenditures that were necessary and
predictable as per the standardized norms;
they pertain to the State Government’s
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account, and not to local governments or
parastatals; they pertain to FY 2014-15 and
should have been incurred in 2014-15 and
were deferred for want of resources; and the
expenditure was incurred subsequently adding
to the unfunded revenue deficit of later years.
In the light of these facts and circumstances, it
is fair and reasonable to include the amount of
Rs. 6,870 Crore pertaining to these two items
of Deferred Expenditure viz, PRC Arrears
(Rs. 3,920 Crore) and Deferred Bills on
revenue account (Rs. 2,950 Crore) as
‘Resource Gap’ for the year 2014-15.
Amount Due towards Resource Gap
FY 2014-15
The total amount of the ‘Resource Gap’ for FY
2014-15 not compensated by the Union and
the current situation are summarised in Table
1.10.
Table 1.10 gives a summary of the amounts
due to be compensated by the Union
Government towards Resource Gap in FY
2014-15, as per the Section 46(2) of APRA,
and Prime Minister’s Statement in Parliament.
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Table 1.9 Abstract of Deferred Bills as on 31st March 2015

Table 1.10
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Recommendations:
The actual, unfunded Resource Gap for FY 2014-15 was Rs.19,015.48 Crore including
expenditure already incurred, and expenditure deferred because of ways and means
problems and lack of funds despite liability to pay. Of this, Rs . 10,335.07 Crore is clearly
the Resource Gap based on standardized expenditure, subject to verification of bills
pending and payments deferred as on 31 March 2015. This amount should be
compensated by the Union as per the letter and spirit of the Andhra Pradesh
Reorganisation Act 2014 and the Prime Minister’s solemn commitment in Parliament
preceding the approval of the law.
The balance of Rs. 8,660.41 Crore does constitute genuine Resource Gap, though may
be considered as pertaining to New Schemes and non-standardized expenditure. The
Union is not duty bound to compensate this amount under New Schemes, and may
exercise its discretion regarding the State’s request to reimburse this balance amount of
non-standardized expenditure under New Schemes, keeping in view the totality of
circumstances.
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3,920.00

2,950.00

b. Defer
red bills

Deferred
expenditure

4

3,391.20

a. PRC
arrears

Social Security
Pensions

1,500.00

Financial Allocation
to DISCOMs

2

3

7,069.70

Loan waivers

1

Amount
(Rs in Crore)

Items
Rejected

S
no.

•

•

•

•

•
•

•
•
•

•

•
•
•
•
•

•

Ongoing program
PRC report submitted on 29th May 2014
Fitment benefit of 43% is on par with Telangana State•
Pattern followed is similar to earlier Pay Revisions in
United Andhra Pradesh
Legally binding commitment
Payment to employees was deferred for want of
resources
Therefore it is legitimate and standardized expenditure
Expenditure pertaining to deferred bills was necessary,
predictable and standardized
Pertains entirely to State government expenditure relating
to binding commitments arising in FY 2014-15, not local
governments or parastatals in Public Account
Expenditure was subsequently incurred in 2016-17, and the
bills were passed by Treasury as ways and means position
improved
All these, constitute legitimate revenue expenditure due in
2014-15, but could not be incurred due to lack of funds and
payment was deferred to subsequent year

Ongoing programme
Matching fund equal to GOI grant is
standardized expenditure

New program
Non-standardised expenditure
Ongoing programme
Nation-wide programme
GOI initiative
Pre-existing commitment
Standardized expenditure

Comments

View
GOI is not duty bound to compensate. It
is discretionary

• Subject to verification, these amounts constitute legitimate Resource Gap in 2014-15,
and should be compensated by the Union
as per the commitments made to compensate the Resource Gap

• GOI is duty bound to compensate

• GOI should compensate Rs. 1,985.07
Crore
• Balance amount of Rs.1,590.74 Crore is
discretionary

• GOI should compensate

•

Overview of items under Resource Gap
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2. Loss Incurred on Account of Anomalies of Law

T

here is a serious anomaly
between the provisions of Section
50 relating to the right to recover
the tax arrears, Section 51 relating to the right
to recover loans; and Section 56 relating to
discharging the liability of tax refunds as on the
appointed day in the Andhra Pradesh
Reorganization Act, 2014. While Sections 50
and 51 confer the right to recover the tax arrears

and loans as on the appointed day to the
Successor State where the place of
assessment or the person from whom the loan
was recoverable is located, Section 56 casts
the burden of sharing the liability of refunding
the taxes on the two Successor States in the
ratio of population. The three Sections 50, 51
and 56 of the Andhra Pradesh Reorganization
Act, 2014 are reproduced below:

“50. The right to recover arrears of the tax or duty on property, including
arrears of land revenue, shall belong to the Successor State in which the
property is situated, and the right to recover arrears of any other tax or duty
shall belong to the Successor State in whose territories the place of
assessment of that tax or duty is included on the appointed day.
51. (1) The right of the existing State of Andhra Pradesh to recover any
loans or advances made before the appointed day to any local body, society,
agriculturist or other person in an area within that State shall belong to the
Successor State in which that area is included on that day.
(2) The right of the existing State of Andhra Pradesh to recover any loans
or advances made before the appointed day to any person or institution
outside that State shall belong to the State of Andhra Pradesh:
Provided that any sum recovered in respect of any such loan or advance
shall be divided between the States of Andhra Pradesh and Telangana on
the basis of population ratio.
56. (1) The liability of the existing State of Andhra Pradesh to refund any
tax or duty on property, including land revenue, collected in excess shall
be the liability of the Successor State in whose territories the property is
situated, and the liability of the existing State of Andhra Pradesh to refund
any other tax or duty collected in excess shall be apportioned between the
- 32 -
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Successor States of Andhra Pradesh and Telangana on the basis of
population ratio and the State discharging the liability shall be entitled to
receive from the other State its share of the liability, if any.
(2) The liability of the existing State of Andhra Pradesh to refund any
other tax or duty collected in excess on the appointed day shall be the liability
of the Successor State in whose territories the place of assessment of such
tax or duty is included, and the liability of the existing State of Andhra Pradesh
to refund any other tax or duty collected in excess shall be apportioned
between the Successor States of Andhra Pradesh and Telangana on the
basis of population ratio and the State discharging the liability shall be entitled
to receive from the other State its share of the liability, if any.”
It may be noted that arrears, deferred taxes
treated as interest free loans and also refunds
arise under the Andhra Pradesh Value Added
Tax Act, 2005 on the transactions of purchases
and sales effected by a dealer in the entire State
prior to reorganization. Therefore, differential
treatment for their apportionment between the
two Successor States is not justifiable and both
should be apportioned on the basis of
population.

The following excerpt from the Chief Minister’s
letter to the Union Home Minister (para 4 of
the letter dated 8 May 2015) illustrates the loss
sustained by Residual Andhra Pradesh:
(Annexure -13) in respect of arrears pertaining
to M/s Krishnapatnam Port Company whose
operations are in the seaport of
Krishnapatnam in Nellore district of Andhra
Pradesh, while their corporate office is located
in Hyderabad city in Telangana State.

“4. Further, the following illustration highlights the anomaly and its adverse
impact on the revenues of the State of Andhra Pradesh. The High Court of
Telangana and Andhra Pradesh at Hyderabad in their Orders dated: 3
December 2014 in W.P.No. 34680/2016 dismissed the Writ Petition filed by
M/s Krishnapatnam Port Company Ltd. (KPCL) and upheld the orders passed
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by the Commercial Tax Officer, Jubilee Hills, Hyderabad directing them to remit
Tax Deducted at Source during the years 2009-10 to 2011-12 from the Works
contractor, M/s Navayuga Engineering Company Ltd. (NECL), Visakhapatnam
to an extent of Rs. 92.98 Crore. As a consequence of the judgment of the High
Court, the dealers M/s. KPCL will have to immediately pay Rs. 92.98 Crore
along with interest. As per Section 50 of the Andhra Pradesh Reorganization
Act, 2014, total tax arrears go to the State, where the dealer was registered
and assessed before the date of reorganization i.e., 2 June 2014. M/s KPCL’s
entire operations were in Nellore District of Andhra Pradesh, but dealer was
registered in the Capital City of Hyderabad for administrative (purposes) before
the date of reorganization i.e., 2 June 2014. Due to that, the right to collect and
appropriate the tax arrears goes to the State of Telangana as per Section 50 of
the Reorganization Act. In case the judgment of the High Court results in refund
to a dealer instead of arrear, the burden of payment of such refund has to be
shared by the two States in the ratio of population as per the provisions of
Section 56 of the Reorganization Act ....... ”

The anomaly between Sections 50, 51 and
56 of the Andhra Pradesh Reorganisation
Act, 2014 is seriously impacting the
revenues of the State of Andhra Pradesh to
the tune of about Rs. 3,820 Crore.
Table 2.1 shows the arrears, deferred taxes
and refunds due in the combined State of
Andhra Pradesh at the time of division. As
per existing provisions of APRA, the right to

collect arrears and loans goes to the State
where assessment was made or the dealer is
located whereas refund burden should be
shared by Andhra Pradesh and Telangana in
the
ratio
of
population
i.e.
58. 32 : 41.68. Table 2.2 shows that as per
provisions of the APRA, 2014, Net Revenue
for Andhra Pradesh is Rs. 3,021.20 Crore, and
for Telangana it is Rs. 8,709.89 Crore.

Table 2.1 Arrears, deferred taxes and refunds due in erstwhile Andhra Pradesh
Rs. in Crore
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Table 2.2 Revenue and Liabilities based on AP Reorganisation Act, 2014

It can be seen from Table 2.2 that Telangana
receives huge share in revenues from arrears
and deferred taxes disproportionate to its
population, while its burden of refunds is much
less than the share of the population.

by apportioning both arrears and refunds on
population basis.

It can be seen from Table 2.3 that the share of
Andhra Pradesh State in arrears and deferred
taxes increases significantly if population ratio
Table 2.3 shows the revenue of Andhra is adopted for arrears and deferred taxes also
Pradesh and Telangana on removal of anomaly on par with refunds.
Table 2.3 Revenue and Liabilities if anomaly in law is corrected

Loss of Net Revenue incurred by the State of Andhra Pradesh on account
of the anomaly is Rs. 3,820.36 Crore (Net Revenue)
If anomaly is corrected - Rs. 6,841.56 Crore
Net Revenue under present law - Rs. 3,021.20 Crore
Loss: Rs. 6,841.56 – Rs. 3,021.20 = Rs. 3,820.36 Crore
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In this regard, it may be noted that the Supreme
Court in Civil Appeal No. 3019-3020 of 2016
(rising out of SLP No.14705-14706 of 2015)
held that,“when an existing State if bifurcated
to form new States, there must be an equitable
bifurcation of assets and liabilities of the
statutory bodies among the two Successor
States as well to ensure welfare of the public at
large residing within these States”. The
Supreme Court negated the location theory by
observing that merely because an institution is
located in Hyderabad, the Successor State
cannot appropriate all its assets.
Ideally, the Andhra Pradesh Reorganisation
Act, 2014 should have provided for suitable
apportionment of tax arrears and deferred
taxes treated as interest between the
Successor States in proportion to population,
similar to other refunds under Section 56.
However, after more than four years, an
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amendment of law is neither feasible nor
desirable. After years of unrest and divisions
in Telugu society based on regional
sentiments, harmony has largely been
restored between people of both States. Any
amendment now may reignite regional
passions, disrupt harmony between the
people of both Telugu States, and undermine
unity and integrity of the nation. Under these
circumstances, we must apply the broader
principle that the loss sustained by Andhra
Pradesh due to anomalies of law of
Parliament should be compensated by the
Union.
Therefore, the loss of Rs. 3,820.36 Crore to
Andhra Pradesh on account of anomalies in
Sections 50 and 51 of Andhra Pradesh
Reorganization Act should be made good by
the Union government, as it is the law of
Parliament that has created such situation.
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3. Special Assistance in lieu of 90% Union Funding
for Centrally Sponsored Schemes
Commitments of Government of India:
Andhra Pradesh Reorganisation Act, 2014

“Section 46 (2) Notwithstanding anything in sub-section (1), the Central
Government may, having regard to the resources available to the
Successor State of Andhra Pradesh, make appropriate grants and also
ensure that adequate benefits and incentives in the form of special
development package are given to the backward areas of that State.”
“(3) The Central Government shall, while considering the special
development package for the Successor State of Andhra Pradesh, provide
adequate incentives, in particular for Rayalaseema and north coastal
regions of that State.”
“Section 94(1) The Central Government shall take appropriate fiscal
measures, including offer of tax incentives, to the Successor States, to
promote industrialisation and economic growth in both the States.”
“(2) The Central Government shall support the programmes for the
development of backward areas in the Successor States, including
expansion of physical and social infrastructure.”
Prime Minister’s Statement - dated 20 February 2014

“First, for purposes of Central assistance, Special Category Status will be
extended to the Successor State of Andhra Pradesh comprising 13 districts,
including the four districts of Rayalaseema and the three districts of north
coastal Andhra for a period of five years. This will put the state’s finances
on a firmer footing.”
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Chronology of events:
In pursuance of the commitments listed above, the Union Cabinet took a decision
in March 2014 to accord Special Category Status to the Successor State of Andhra
Pradesh for a period of five years.
The Fourteenth Finance Commission in its report stated as follows (paras 2.29)

2014

“We did not make a distinction between Special and General Category
States in determining our norms and recommendations. In our assessment
of State resources, we have taken into account the disabilities arising from
constraints unique to each State to arrive at the expenditure requirements.
In this regard, we have observed that the North-eastern and hill States have
several unique features that have a bearing on their fiscal resources and
expenditure needs, such as low level of economic activity, remoteness and
international borders. Our objective has been to fill the resource gaps of
each State to the extent possible through tax devolution. However, we have
provided post-devolution revenue deficit grants for States where devolution
alone could not cover the assessed gap….”
“We are of the view that intra-state inequality is within the policy jurisdiction
of the States and provisioning of adequate resources through tax devolution
should enable them to address intra-state inequalities in an effective

manner”
Government of India in a press communiqué on 15 March 2017 stated as
follows: (Annexure -14)

“(i). The Central Government will provide special assistance measure to
Government of Andhra Pradesh, which would make up for the additional
Central share the State might have received during 2015-16 to 2019-20, if
the funding of Centrally Sponsored Schemes (CSS) would have been shared
at the ratio of 90:10 between the Centre and the State. The special assistance
will be provided by way of repayment of loan and interest for the Externally
Aided Projects (EAPs) signed and disbursed during 2015-2016 to 2019-20 by
the State.”
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Government of Andhra Pradesh has estimated
a figure of Rs.16,447 Crore as the Special
Assistance due to the State in lieu of 90%
subsidy in Centrally Sponsored Schemes. The
State’s estimate assumes an annual increase
of 13.43% in outlay under these Schemes,
taking as baseline the Government of India’s
estimate of Rs. 2, 516 Crore due to Andhra
Pradesh in lieu of 90% Union share for FY
2015-16. (Annexure-15)This number seems
reasonable, as it is comparable to the estimate
arrived at by team of experts from Centre for
Economic and Social Studies (CESS) for a
period of four years. The CESS team arrived
at a figure of Rs.15,885.77 Crore for the period
2015-16 to 2018-19, based on the Andhra

Pradesh Government’s detailed estimates of
revenue and receipts (Table 3.1).
The Union Cabinet has decided on 15 March
2017 that the Union will provide Special
Assistance Measure to Government of Andhra
Pradesh, which would makeup for the
additional Central Share the State might have
received during 2015-16 to 2019-20 if the
funding of Centrally Sponsored Schemes
(CSS) would have been shared at the ratio of
90:10 between the Centre and the State. The
Special Assistance will be provided by way of
repayment of loan and interest for the Externally
Aided Projects (EAP) signed and disbursed
during 2015-16 to 2019-20 by the State.

Table 3.1 Grants-in-aid from the Union to AP under CSS (Rs. in Crore)

Note: Certain schemes delinked from support of the Centre. National e-Governance Plan; Backward Regions
Grant Funds; Modernization of Police Forces; Rajiv Gandhi Panchayat SashaktikaranAbhiyaan (RGPSA); Scheme
for Union Assistance to the States for developing export infrastructure; Scheme for setting up of 6000 Model
Schools; National Mission on Food processing; Tourist Infrastructure; Grants under Proviso to Art 275(1) of The
Constitution Grants for Capital City, Polavaram Project do not come under sharing pattern.

Source: Volume II DETAILED ESTIMATES OF REVENUE AND RECEIPTS, Government of Andhra Pradesh
2017-18 and 2018-19
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The government of Andhra Pradesh made a
budgetary provision of Rs. 3,500 Crore in
2017-18 anticipating a grant of that magnitude;
however, such a grant was not made. The State
also expected that the Special Assistance
through EAP would not be covered by the
FRBM Act; however, the Union informed the
State that the State’s allocation under EAP
would be on 70:30 basis, and the amount would
be covered by FRBM norms.
The actual disbursements under EAP have
been Rs. 685.17 Crore in 2015-16 and

State under EAP, whereas the State spent
Rs. 42.58 Crore towards repayment of loan
and interest for the EAPs signed and
disbursed since 2015-16 till date. Clearly at
this rate, EAP window will not cover small
fraction of the Special Assistance envisaged
for the State in lieu of the 90% Union share in
the Centrally Sponsored Schemes.
Given these circumstances, the Andhra
Pradesh Government wrote to the Union
requesting the following:
•

Provide Special Assistance at 90:10 ratio
for Externally aided Projects as being given
to Special Category States

•

Permit the State Government to clear other
outstanding loans towards EAPs, Small
Savings and NABARD in lieu of the grant

•

Permit borrowing from internal lenders like
NABARD, HUDCO, and other Public
Sector Banks in lieu of the grant

•

Utilise the balance amount to pay interest
commitments to Government of India,
NABARD and EAPs

•

Not to make the Special Assistance as a
part of State’s FRBM limit since the
repayment responsibility of the EAPs will
be taken up by the Government of India

Rs. 873.81 Crore in 2016-17. Special
Category States receive 90% of the EAP
amount as grant, whereas other States get
70% as loan and 30% as grant. If Andhra
Pradesh were to get 90% grant, the State
would have been eligible to receive a grant of
Rs.881
Crore
in
2015-16,
and
Rs. 1,124 Crore in 2016-17. Assuming an
average grant of Rs.1000 Crore per year, over
five years, at the current rate of disbursement
the State’s eligibility at 90% grant would be
around Rs. 5,000 Crore. Clearly, if the Union’s
intention is to provide Special Assistance to
the State over five years to a tune of
Rs. 16,447 Crore, EAP window is wholly
insufficient; it will not cover even a third of the
assistance promised.
The actual amounts reimbursed to the State
so far illustrate the inadequacy of EAP window
to extend the desired assistance to Andhra
Pradesh in lieu of 90% Union share in Centrally
Sponsored Schemes. As of now, only
Rs. 15.81 Crore has been reimbursed to the
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However, on 10 July 2017, the Union
Government informed the State that the Special
Assistance will be given by way of repayment
of loans and interest under EAP signed and
disbursed during 2015-16 to 2019-20; and that
the EAP loans would be given to the State only
as per current procedure, and within the FRBM
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limits. The Union also declined the State’s
request to disburse Special Assistance in
other forms like repayment of loans due to
Government of India and its parastatals.
Given these circumstances, if the benefit of
Special

Assistance

to

a

tune

of

Rs.16,447 Crore were to be extended to
Andhra Pradesh State, it is necessary to allow
the State to avail the Special Assistance in the
following manner:
1. Repayment of EAP loans and interest
2. Repayment of principal and interest of
Special Development Loans by
arrangement of set off with RBI
-

3. Repayment of other dues with loan and
interest to Government of India by
adjustment
4. Repayment of loans and interest due to
parastatals of Government of India
including Small Savings, NABARD, and
NCDC by transfer of funds by
Government of India, in lieu of repayment
by Government of Andhra Pradesh
5. Repayment of loans with interest to other
parastatals including PFC, REC,
HUDCO; repayment may be made by
direct transfer by Government of India to
these parastatals on account of Andhra
Pradesh State parastatals. Necessary
budgetary arrangements should be
made by Government of Andhra Pradesh
to adjust for these payments
6. As Government of India takes over
responsibility to repay EAP loans, the

liability of EAP may be taken out from the
accounts of Government of Andhra
Pradesh, and the amount may be
exempted from FRBM limit
7. Government of India may treat 90% of
EAP amount as grants to Government of
Andhra Pradesh on par with the Special
Category States
8. The amount of Rs. 16,447 Crore would
be a significant commitment for
Government of India given its strained
fiscal position. It is therefore suggested
that the Union Government could consider
issuing short/medium tenure AP Relief
Bonds to raise these resources as well
as other financial obligations as part of
Special Assistance towards Andhra
Pradesh
The purpose of the Special Assistance in this
case is clearly to give the State of Andhra
Pradesh the benefit equal to 90% share of the
Union government in Centrally Sponsored
Schemes during the five-year period. This
amount is estimated at Rs. 16,447 Crore. The
EAP window is wholly insufficient to extend the
intended Special Assistance to the State.
Even in the best case scenario, the total
assistance under EAP will not exceed
Rs. 4,000 to 5,000 Crore. In actual fact, as of
December 2018, over three years, nine
months, a paltry amount of Rs.15.81 Crore has
been the assistance extended to the State. By
insisting on EAP window as the sole means of
assistance, the purpose of special assistance
is defeated.
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4. Assistance Required for Polavaram Project

Commitments of Government of India:
Irrigation: Polavaram Project1 (Section 90, Andhra Pradesh Reorganisation
Act, 2014)
“90. (1) The Polavaram Irrigation Project is hereby declared to be a national
project.

(2) It is hereby declared that it is expedient in the public interest that the Union
should take under its control the regulation and development of the Polavaram
Irrigation Project for the purposes of irrigation.
(3) The consent for Polavaram Irrigation Project shall be deemed to have been
given by the Successor State of Telangana.
(4) The Central Government shall execute the project and obtain all requisite
clearances including environmental, forests, and rehabilitation and resettlement
norms.”
Prime Minister’s Statement - dated 20 February 2014

“Fourth, I would like to reassure Honourable Members that if any further
amendments are needed to facilitate smooth and full Rehabilitation &
Resettlement (R&R) for the Polavaram project, they will be given effect to at the
earliest. Our government will execute the Polavaram project—let there be no doubt
about it.”

The project was accorded investment
clearance by the Planning Commission
for Rs.10,151 Crore (at 2005-06 price
level) in 2009. Further, the Advisory
Committee of Ministry of Water
1

Resources (ACMWS) approved the cost
at
2010-11
price
level
as
Rs. 16,010 Crore during January, 2011
including power and drinking water
component of Rs. 2,868 Crore.

The Polavaram Project is on the river Godavari, about 42 km upstream of Sir Arthur Cotton Barrage in the State of Andhra Pradesh.
It envisages construction of a dam and canal system to create ultimate irrigation potential of 7.2 lakh acres, generation of 960 MW
of hydro power, drinking water supply to a population of 28.5 lakh in 540 villages and diversion of 80 TMC of water to Krishna river
basin.
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Prior to the passage of the APRA, the
Polavaram project was being implemented by
the Government of Andhra Pradesh with Union
Assistance under the Accelerated Irrigation
Benefits Programme (AIBP). An expenditure
of Rs. 5,135.87 Crore had been incurred up to
March 2014, including Union Assistance of
Rs. 562.47 Crore. The Union Government
decided to fund the Polavaram Irrigation
Project in the following manner:
i. It will provide 100% of the remaining
cost of the irrigation component of the
project for the period starting from April
2014 (vide F.No.1(2)/PFI/2014(Pt)

dated 30 September 2016 of MoF).
During 2017-18, Central Assistance of
Rs. 979.36 Crore has been released
and another Rs. 1,020.64 Crore. has
been sanctioned 2 (PIB dated 8
February 2018).
ii.

The NITI Aayog recommended that it will
be appropriate for the State of Andhra
Pradesh to execute this project (as the
State Government is keen to complete
it at the earliest), the Government of India
has agreed for the execution of the
project by the State Government on
behalf of the Government of India.

Government of India in a press communiqué on 15 March 2017 (Annexure14) stated as follows:

(ii) Funding of 100% of the remaining cost of the irrigation component
only of the Polavaram project for the period starting from 1.4.2014, to
the extent of the cost of the irrigation component on that date. Andhra
Pradesh Government will execute the project on behalf of Government
of India. However, the overall coordination, quality control, design
issues, monitoring, clearances related issues etc. are to be dealt by
the Polavaram Project Authority of Ministry of Water Resources, River
Development & Ganga Rejuvenation. The Polavaram Project Authority
will also assess the cost of the irrigation component as on 01.04.2014
in consultation with the Department of Expenditure, Ministry of Finance.

The Union Finance Minister, during his Budget speech 2016-17, announced creation of dedicated Long Term Irrigation Fund (LTIF)
in NABARD with an initial corpus of Rs. 20,000 crore for funding of Union and State share for the identified ongoing projects under
PMKSY (AIBP and CAD).To make the loan from NABARD attractive for states, it was decided that the rate of interest may be kept
around 6% by providing requisite cost free funds to NABARD every year during 2016-17 to 2019-20 on which interest cost would be
borne by Govt. of India.During the year 2016-17, NABARD disbursed aggregate amount of Rs. 9086.02 crore under LTIF, out of which
Rs. 2414.16 crore was released for Polavaram project (without EBR component): Press Information Bureau, Government of India, 16August-2017

2
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Polavaram project is a major irrigation project
involving inter-basin transfer of 80 TMC of water
from the water-surplus Godavari river to the
water-starved Krishna river. The project is being
executed speedily, and Phase-I of the project
with a dam height of 41.15 metres is likely to
be completed by 2019. While Phase-I will not
give the full benefit of reservoir storage, it will
allow impounding water, and inter-basin
transfer by gravity. Most of the land acquisition
and a substantial part of the R & R work have
been completed for Phase-I and the civil works
at project site are in brisk progress. Phase-II
envisages a dam height of 45.72 metres and
involves significant additional work by way of
land acquisition and rehabilitation.
The current status of implementation of the
project as on 17 December 2018 is given in
Table 4.1. The expenditure incurred as on 17
December 2018, and the reimbursement of
project cost due from Government of India are
given in Table 4.2
As stated above the completion of the project
to a height of 41.15 metres (Phase-I) in a timebound manner by 2019 is vital so that the
benefits of the project will flow to the region and
the people of all riparian States - Andhra
Pradesh, Telangana, Karnataka and
Maharashtra. Once 80 TMC of water is
diverted to Krishna basin, all riparian States of
Krishna river will share the water saved in
Krishna river basin by such diversion.
As can be seen from Table 4.2, as on 17
December 2018, an expenditure of
Rs 10,069.66 Crore has been incurred on
Polavaram Project after the declaration of
- 44 -

National Project of this amount due to the State,
an amount Rs. 6,727.26 Crore has been
reimbursed by Government of India so far. Thus
a balance of Rs. 3,342.40 Crore expenditure
already incurred is pending reimbursement
from the Union government.
As on 17 December 2018, an estimated Rs.
2,874.68 Crore was required additionally for
completion of Phase-I head works at the
Project site in addition to the amounts utilised
by that date (Table 4.3). As there is rapid
progress of work, these figures change every
week. In order to complete Phase-I (EL
+41.15m), an additional amount of Rs.
2,494.11 Crore is needed for land acquisition
and R&R (Table 4.4).
While the actual figures vary with time, in order
to fund the project adequately to complete
Phase-I by the end of 2019, a total amount of
Rs. 8,711.19 Crore needs to be allocated in
2018-19
and
2019-20,
including
reimbursement of Rs. 3,342.40 Crore
expenditure already incurred from the State’s
own funds (Table 4.5).
It is imperative that these funds are available
in a timely manner to enable completion of the
Polavaram Project Phase-I (El +41.15m) and
to derive benefits of inter-basin diversion.
Phase-II of the project (raising height of the dam
from +41.15m to +45.72m FRL) involves
expenditure on civil works, and substantial
additional expenditure on LA and R & R totaling
an estimated Rs. 27,494 Crore (Table 4.6).
Over 90% of this expenditure for Phase-II of
the Project raising the height to 45.72m needs
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to be incurred on Land Acquisition and
R&R. These are estimates based on the
revised land acquistion law - The Right to
Fair Compensation and Transparency in
Land Acquisition, Rehabilitation and
Resettlement Act, 2013. The actual civil
works in Phase-II would need about
Rs. 2,100 Crore, under 10% of the total cost
of Phase-II.
Thus, an expenditure of Rs. 8,711.19 Crore
by 2019 to complete Phase-I, and a further
additional expenditure of about
Rs. 27,494 Crore in 2019-20 to complete
Phase-II of this important project are
needed. Revised cost estimates may be
approved by the Union as per norms. While
this expenditure commitment is substantial
in a short period of time, it is beneficial to
the nation if the project is completed in all
respects at the earliest. Prolonged
execution will only escalate the costs and
delay the benefits from investments already
made.
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Source : Report of Water Resources Department dated 17 December 2018

Table 4.1 Projec t Progress Status

Assistance Required for Polavaram Project

Table 4.2

Polavaram Project Financial Progress and Reimbursement
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Construction Programme of PIP Main Dam Works

Source : Report of Water Resources Department dated 17 December 2018

Table4.3

Assistance Required for Polavaram Project

Report of Water Resources Department dated 21 October 2018

Table No 4.4
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Table 4.5 Polavaram National Project - Irrigation Component

Table 4.6 Fund Required for Completion of Polavaram Irrigation Project Head
Works from +41.15 Mts to +45.72 Mts
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The Union and State have so far exhibited a •
Ensure smooth flow of funds for seamless
high degree of coordination in the execution
and uninterrupted project project work
of the Polavaram National Project. This is by
to enable completion of Phase-I by 2019
far the fastest progress achieved for any
Once Phase-I is completed, Government of
national project, and the progress of work is
India and Andhra Pradesh Government may
impressive.
take effective steps to complete Phase-II in a
In order to complete the Phase-I of the project
time-bound manner.
by 2019 the following measures are needed
by the Government of India, Polavaram
Project Authority and the State Government :
•

Continuance of the pace of progress at
current rate.

•

Continue

effective

Union-State

coordination and speedy approval of
designs and drawings and other
clearances
Recommendations :
•

The Project is a model of cooperation between the Union and the State

•

Execution by the State under the Union’s supervision has been vindicated by the speed and
efficiency of execution

•

To complete Phase-I of the Project, Rs. 8,711.19 Crore (EL +41.15 m) is required, including
reimbursement of Rs.3,342.40 Crore expenditure already incurred from the State’s own
funds

•

To complete Phase-II of the Project Rs. 27,494 Crore (from +41.15 m to +45.72 m) is
required

•

Revised cost estimates may be approved by the Union as per norms

•

The Union and State should take steps to complete the project as per proposed schedule

•

At present, funds are first spent by the State, and reimbursed by the Union later

•

Quarterly advances to the State, and timely utilization certificates by State before the next
advance would help smooth execution of project as State finances are under stress
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5. Development Assistance to Backward Regions
Government of India Commitment:
Section 46 (3) and 94 (3) of Andhra Pradesh Reorganisation Act, 2014

46 (3) “The Central Government shall, while considering the special
development package for the successor State of Andhra Pradesh, provide
adequate incentives, in particular for Rayalaseema and north coastal regions
of that State.”
94 (3) “The Central Government shall provide special financial support for the
creation of essential facilities in the new capital of the successor State of
Andhra Pradesh including the Raj Bhawan, High Court, Government Secretariat,
Legislative Assembly, Legislative Council, and such other essential
infrastructure.”
Prime Minister’s Statement dated 20 February 2014

“Third, the Bill already provides for a special development package for the
backward regions of the successor state of Andhra Pradesh, in particular for
the districts of Rayalaseema and North Coastal Andhra Pradesh. This
development package will be on the lines of the K-B-K (Koraput-BolangirKalahandi) Special Plan in Odisha and the Bundelkhand Special Package in
Madhya Pradesh and Uttar Pradesh.”
Catching-up of Backward Regions
A Macro View
The State of Andhra Pradesh consists of three
disparate regions, viz., North Coastal (NC),
South Coastal (SC) and Rayalaseema (RS).
The three regions vary in their agro-climatic
conditions and differ in economic development. The two regions of NC & RS, which together account for 7 districts are usually considered as backward regions (BR) of Andhra
Pradesh. The Per Capita GSDP of Backward
Regions (PCGSDP-BR) was about 15% lower
- 52 -

than that of SC region and 8% lower than that
of Andhra Pradesh average during the period
before the bifurcation (Figure-2).
This gap persisted and widened gradually
overtime. By 2017-18, the PCGSDP of BR is
nearly 20% lower than that of SC region and
10% lower than that of Andhra Pradesh
average (Figure-2).
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One way of assessing the magnitude of the
assistance that the seven backward districts
of BR needs is to examine what stimulates
acceleration of growth in these regions so that
they reach in ten years the state average
PCGSDP as estimated in Chapter ‘An
Assessment of Loss in Economic Capacity due
to Bifurcation’ of this Report. The PCGSDP
of Andhra Pradesh after ten years, i.e by
2027-28 would be Rs. 4.4 lakhs (at 2017-18
prices) assuming it would overcome its initial
disadvantages (in capital stocks division) and
achieve parity with Telangana State. Building
on this premise, this note attempts to assess
the magnitude of investments required in
backward regions to stimulate a growth rate
that would raise its PCGSDP on par with state
average over the next 10 years. The

assumptions made in the computations are the
same as in Chapter ‘An Assessment of Loss
in Economic Capacity due to Bifurcation.’
The per capita GSDP of erstwhile Andhra
Pradesh (as estimated in section II) would be
Rs. 4.4 lakhs by 2027-28 (at 2017-18 prices)
with a PCGSDP of Rs. 1.4 lakhs in 2017-18.
The GSDP of BR would require to grow at
11.8% per annum to maintain parity with
erstwhile Andhra Pradesh’s projections in ten
years. Adding the population growth rate of
0.62% per annum, would be required to achieve
parity with the erstwhile Andhra Pradesh. The
required growth rate is aggregate GSDP of
12.45% per annum.
Assuming contribution of Total Factor
Productivity to aggregate growth would be the
- 53 -
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same as in Chapter ‘An Assessment of Loss
in Economic Capacity due to Bifurcation,’ the
growth rate in capital stock of BR is estimated
to be 11.75% per annum. The base year
capital stock is estimated using a Captial
Output Ratio (COR) of 3.5. The required
growth rate of capital stock, 11.75% per
annum is applied on the base year capital stock
to generate the series of annual changes in
the capital stock for next ten years.

even if a 50% crowding-in effect is assumed
for public investments.
In order to moderate the scale of external
investments for BR, the assumption of this
region’s PCGSDP equaling Andhra Pradesh’s
average PCGSDP is relaxed. This is done by
assuming that the ratio between the PCGSDP
of BR and State average will be maintained at
the current level of 90%. With this assumption
the required aggregate GSDP growth rate of

Over the period of ten years, a total capital of
Rs. 26 Lakh Crore is needed, of which
Rs. 22 Lakh Crore would be generated through
saving internally. The remaining Rs. 3.94 Lakh
Crore need to be mobilised through other
means. In other words, almost 85% of the total
external investments needed for Andhra
Pradesh should flow to only BR regions. The
reason for this is the low base PCGSDP of
BR. Because of the low incomes, the internal
savings tend to be low, while the total
investments need to increase. Mobilising such
investment for BR may be too demanding,
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BR would be 11.3% per annum (as against
12.45% in the above scenario).
In this case, the total investment requirement
for ten years would be Rs. 22.1 Lakh Crore
(as against total investment estimated of
Rs. 51 Lakh Crore for the State as a whole).
Internal savings for BR in the ten years span
would be Rs. 20 Lakh Crore (as against
Rs. 46 Lakh Crore for the State). The remaining
part of the investments, Rs. 1.52 Lakh Crore
should come from external sources (against
Rs. 4.7 Lakh Crore for the State as a whole).
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For the first five years the investment
requirements would be Rs. 72,300 Crore, of
which the private components from outside
would be about Rs. 36,100 Crore, leaving
another Rs. 36,100 Crore from public sector.
To sum up, the state of Andhra Pradesh would
target a compensation of Rs. 1.03 Lakh Crore
in the next five years. This along with the
internal savings and external private sector
investments would ensure that the State is on
the desired growth path. If the State aims at
removing the regional disparities, it should
invest almost 85% of this within the backward
regions. However, if the state maintains the
ratio of PCGSDP of BR and State average at
90% throughout, it would need to invest one
third of the total in BR regions.

be disaggregated by seven districts using
district specific per capita GSDP gap.
The socio-economic indicators of NorthCoastal Andhra and Rayalaseema regions of
Andhra Pradesh amply illustrate the relative
backwardness of these areas. The real
developmental lag of Andhra Pradesh is largely
attributable to these sub-regions whose
indicators are comparable to, or worse than,
those of the Special Category States. Low
literacy levels, high gender gap in literacy, poor
water supply and other indicators of poverty
and backwardness in these districts clearly
justify special attention to the development
needs of these areas.

It may be noted that estimates vary with the
assumptions about COR and TFP growth rate.
The estimates of investments are made at
2017-18 prices and need appropriate
adjustments for inflation. The estimates can
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Table 5.3 shows a comparison between these sub-regions of AP and the larger Special
Category States of Assam, Himachal Pradesh, Uttarakhand and Jammu & Kashmir.
Table 5.3 Comparision of Socio-Economic Status of
North-Coastal Andhra with Special Category States
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Table 5.4
shows the district-wise data of the seven districts comprising North Coastal
Andhra Pradesh and Rayalaseema.
Table 5.4 Socio-Economic Indicators of
North-Coastal Andhra and Rayalseema
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Table 5.4 Socio-Economic Indicators of
North-Coastal Andhra and Rayalseema
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Special Development Package to Seven Districts of AP: Bundelkhand Pattern
Map-2
Rs. 35,000 Crore at current prices
adjusting for population and Budget
Multiplier (Table 5.5). If, however, the
adjustment is made for population and
5% inflation, then the grant to backward
regions of Andhra Pradesh on par with
Bundelkhand Package will be of the
order of Rs. 25,000 Crore. This number
would be much higher when adjusted
to the overall budgetary increases, or
inflation in the interregnum period.

In the case of Bundelkhand Development Package,
the Union Government allocated an amount of
Rs. 7,266 Crore for a three-year period of 2009-12.
Subsequently, in the period 2012-17, a further
Backward Regions Grant Fund of Rs. 4,400 Crore
was allotted to Bundelkhand. Thus a total of
Rs. 11,666 Crore was given as special grant for the
development of Bundelkhand region. This translates
into a per capita grant of Rs. 6,374 for a populationof
1.83 Crore in the 13 districts of Bundelkhand in Uttar
Pradesh and Madhya Pradesh States. The total
population of backward areas of Andhra Pradesh is
2.52 Crore. If a per capita grant similar to
Bundelkhand package at 2009 prices is made to the
seven backward districts of North Coastal Andhra
and Rayalaseema (including Markapur division of
Prakasam district, which forms part of Rayalaseema),
the grant should be of the order of

Vide Government of Andhra Pradesh
letter dated 16 October 2014, the State
sought Special Development
Assistance for its backward areas
particularly Rayalaseema and North
Coastal Regions for an amount of
Rs. 24,350 Crore over a period of five
years (2014-15 to 2018-19). The
assistance sought is thus roughly
comparable to Bundelkhand Package
when adjusted to inflation and
population.
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Table 5.5
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Calcuation of Backward Area Fund for Andhra Pradesh
similar to Bundelkhand Package
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On 02 December 2014, a meeting was
convened by the erstwhile Planning
Commission with the officials of Government
of Andhra Pradesh wherein it was emphasized
to the State Government that the Special
Development Package proposal needs to be
examined keeping in view the convergence with
the ongoing Centrally Sponsored Schemes so
as to consider the additional requirement of
funds under the package. Thereafter, the State
Government sent a revised proposal vide its
letter dated 16 January 2015 in which the
Special Development Assistance for its

backward areas was estimated at the earlier
level with different sectoral priorities. The
revised Special Development Package
proposal was since referred to the Union
Ministries/Departments. The sectoral
components and the activities proposed by the
State Government are summarized in the Table
5.6. However, only an amount of Rs.1,050
Crore has been disbursed as special package
for backward areas over a period of three fiscal
years from 2014-15 to 2016-17 at Rs. 50 Crore
per district per year.

Table 5.6 Sectoral Outlays proposed by Andhra Pradesh Government for
Special Development Package for Backward Regions
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Clearly, there is a huge gap between the
Special Development Package proposal of
the State Government for Rs. 24,350 Crore
prepared in consultation with the Planning
Commission, and the annual grant of
Rs. 350 Crore released by the Union
Government from the Backward Regions
Grant Fund (BRGF). While the Bundelkhand
package and BRGF for Bundelkhand from
2009 to 2017 provided Rs. 6,374 per capita
grant, the total amount released in three years
between 2015-16 to 2017-18 for the
backwards regions of Andhra Pradesh is Rs.
1,050 Crore or Rs. 417 per capita.
While an amount of Rs. 1,050 Crore has been
released to the State under Special
Development Package for backward regions,
the State has sanctioned 25,007 works at an
estimated cost of Rs. 1,641.50 Crore. Of
these 14,512 works have been completed,
and 5,364 works are in progress. The State
has furnished consolidated Utilization
Certificates for an amount of Rs. 1,049.34
Crore so far. NITI Aayog, on 08 November
2018, advised the Ministry of Finance,
Government of India to release the further
amount of Rs. 666 Crore to the State for the
years 2017-18 and 2018-19.

Tax Incentives for the Backward Areas
Limited tax incentives have been extended for
four districts of Rayalaseema and three
districts of North coastal region of the State
under the APRA, 2014. The seven districts of
Andhra Pradesh notified as backward areas
are - Anantapur, Chittoor, Cuddapah, Kurnool,
Srikakulam,
Vishakhapatnam
and
Vizianagaram (Map-2). The incentives are in
addition to other tax benefits available under
the IncomeTax Act. The Central Board of Direct
Taxes (CBDT) has notified the seven backward
districts for availing tax incentives under Section
32(1)(iia) and Section 32AD of the Income Tax
Act as summarized below:
i. Any manufacturing undertaking set up
during the period from 1 April 2015 to
31 March 2020 in these districts of Andhra
Pradesh is eligible for 15% higher
additional depreciation.
ii. An additional investment allowance of
15% would be given to industries set up
in the backward regions, as notified, for
investments made in new plant and
machinery in any of the 5 years for which
additional concession would be notified.
Even if the investment is made in the 5th

The Union government’s assistance in this
respect is far removed from the statutory
obligation under APRA and the Prime
Minister’s commitment. The Union should take
steps on priority basis to implement the
Special Package of Rs. 24,350 Crore in a
time-bound manner within a period of five
years.
- 62 -

year, the investment allowance would be
available.
iii. The additional depreciation allowance,
and investment allowance will be provided
without insisting on an investment of above
Rs. 25 Crore.
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These provisions will come into effect after the
State of Andhra Pradesh identifies the eligible
backward areas (Ministry of Finance, 8
September 2016 PIB statement). Several
other proposals including proposals of
Department of Industrial Policy & Promotion
(DIPP) are under examination.
Recommendations:
The Union government’s assistance in this
respect is far removed from the statutory
obligation under APRA and the Prime
Minister’s commitment. The Union should
take steps on priority basis to implement
the Special Package of Rs. 24,350 Crore
in a time-bound manner within a period of
five years.
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6. Major Port at Duggirajapatnam and/or an Alternative
Government of India Commitment:
Section 93 – Schedule 13 – Infrastructure item 1 of Andhra Pradesh
Reorganisation Act, 2014
“The Government of India shall develop a new major port at

Duggirajapatnam in the Successor State of Andhra Pradesh to be
completed in phases with Phase-I by end-2018”
Major Port at Duggirajapatnam3: Proposal
earlier to APRA, 2014
The decision to build a Major Port at
Duggirajapatnam was taken by the Union
Government well before the bifurcation of
Andhra Pradesh. The Cabinet Committee on
Economic Affairs (CCEA) has given in-principle
approval for the establishment of a Major Port
at Duggirajapatnam in Andhra Pradesh on
PPP basis, subject to feasibility. The tentative
cost for Duggirajapatnam has been estimated

at Rs. 7,988 Crore by the Technical Committee
set up by Ministry of Shipping.4 However, the
feasibility study of the proposed location is
also being carried out by RITES (PIB, GoI,
Ministry of Shipping, 05 August 2013).
The CCEA had accorded approval on
09 May 20135 to the proposal of the Ministry
of Shipping regarding establishment of a new
Major Port at Duggirajapatnam in Andhra
Pradesh.

The proposed port site of Duggirajapatnam lies on the eastern coast of India in the Nellore district of Andhra Pradesh. It has operational nonmajor port of Krishnapatnam on the north and major ports of Chennai and Ennore on the south. TECHNO ECONOMIC FEASIBILITY REPORT
FOR DEVELOPMENT OF PORT AT DUGARAJAPATNAM, Techno Economic Feasibility Report – Final, July 2016, Prepared for Ministry of
Shipping / Indian Ports Association, Ministry of Shipping, Government of India. DOWNLOADED ON 15-06-2018)

3

4

However, the feasibility study of the proposed location is also being carried out by RITES. (PIB, GoI, Ministry of Shipping, 05-August-2013)

This Ministry was following laid timelines to implement the project expeditiously. Various preparatory works relating to the project were also
underway. However, a majorchange in the State Government’s stand has forced Ministry of Shipping to rework the basic structure of the project
as elaborated below:-

5

(a) The decision to set up a Major Port through the PPP process at Duggirajapatnam was based on the commitment given by the Government
of Andhra Pradesh that the cost of land, Rehabilitation and Resettlement (R&R) and external infrastructure will be borne by the Government
of Andhra Pradesh. Accordingly, the setting up of this Port was included as a part of the Andhra Pradesh State Reorganisation Act, 2014.
(Section 93 & Schedule XIII).
(b) Out of the total requirement of 3650 acres for the Port project, the component of Government land is 391.96 acres. Hence, the Government
of Andhra Pradesh is to hand over 391.96 acres to the Port Authority and meet the cost of the remainder of procurement of land, rehabilitation
and resettlement and external infrastructure at present prices, to facilitate the development of the Major Port at Duggirajapatnam.
(c) However, the State Government subsequently conveyed that they are not in a position, due to budget deficit, to allot funds for the cost of
land acquisition, R&R and external infrastructure and can only provide Government land required for the project.
(d) As a result of the inability by the State Govt. of Andhra Pradesh to fulfil its commitment, the project economics has undergone a change and
has upset the basic premise on which it was included in the Reorganization Act.
The Ministry of Shipping had floated a Draft CCEA Note seeking Govt Grant for Rs. 1241 cr to meet the land cost, Rehabilitation and
Resettlement cost and external infrastructure cost. In addition, there is also a component of VGF of Rs. 3542 crore for making the project
viable. PMO asked NitiAayog to examine ways and means to reduce VGF. NITI Aayog has informed that the project may be restructured if
necessary to reduce VGF, and a feasibility report be prepared before 30.06.2016.
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Ministry of Shipping claims that initially the
decision to set up a Major Port on PPP basis
at Duggirajapatnam was based on the

economics has undergone a change and has
upset the basic premise on which it was
included in the Reorganization Act.

commitment given by the Government of

Assessment7

Andhra Pradesh that the cost of land,
Rehabilitation and Resettlement (R&R) and
external infrastructure will be borne by the
State. Accordingly, the setting up of this port
was included as a part of the Andhra Pradesh
State Reorganisation Act, 2014. (Section 93
& Schedule XIII).

The viability analysis for the project has been
carried out considering three alternative
models for port development i.e.
(i) development by project proponents,
(ii) by full-fledged concession to private
operators and (iii) landlord model.

project.6

Of the three8, Full-Fledged Concession to
Private Operator was opted by Government
of Andhra Pradesh because there is no financial
burden on the Special Purpose Vehicle (SPV).
Andhra Pradesh, therefore, sought further
support from the Union government through
Viability Gap Funding (VGF) of 20% and same
VGF of 20% be formulated at State level to
generate project Internal Rate of Return (IRR)
of 14%. The bidder who seeks minimal VGF
shall be selected for port development.9

With this withdrawal by Andhra Pradesh,
Ministry of Shipping claims that the project

It was apprised that NITI Aayog had already
conveyed to the Ministry of Shipping and PMO

After APRA, 2014
Ministry of Shipping claims that while various
preparatory works relating to the project were
underway, the Successor State of Andhra
Pradesh has back-pedalled because of the
severe resource constraint after division of the
State. This major change in the State
Government’s stand has forced Ministry of
Shipping to rework the basic structure of the

6
Ministry of Shipping directed VPT to engage RITES Ltd. (under the aegis of Indian Railways) to prepare Techno-Economic Feasibility Report
(TEFR). R1TES Ltd., submitted its final report in October, 2015, with a project cost of Rs. 5943 crores. In addition, land, R&R and external
infrastructure cost estimated at Rs. 1621crores was required. Govt. of A.P on 04.02.2015 informed that they will not be able to contribute cost of
land, R&R, external infrastructure committed earlier bett1re the division of the State due to precarious financial situation and requested Union
Govt. to fund the entire project. Available State Govt .land would be the equity of the State. (Source: Letter from Government of India Ministry of
Shipping (Ports Wing),5 March. 2018 to GoAP.)
7
The draft is an extract from the executive summary of TECHNO ECONOMIC FEASIBILITY REPORT FOR DEVELOPMENT OF PORT AT
DUGARAJAPATNAM, Techno Economic Feasibility Report – Final, July 2016, Prepared for Ministry of Shipping / Indian Ports Association,
Ministry of Shipping, Government of India.DOWNLOADED ON 15-06-2018)
8
(1)The cost of Rs. 720 Crores for External road connectivity to the port including the land acquisition be provided by NHAI or Bharat mala
project; (2) The cost of Rs. 310 crores for External rail connectivity to the port including the land acquisition be borne by South Central Railway
or IPRCL; (3) The cost Rs. 270 crores for 100 Ha of land acquisition for port be borne by state government or Sagarmala Development Company
9
A meeting was held under the Chairmanship of Vice Chairman, NITI Aayog on 29.12.2016 to work out a most suitable option for implementing
a New Major Port at Duggirajupatruml in the State of Andhra Pradesh. The meeting was attended by the representatives of the Ministry of
Shipping, Ministry of Finance and Vishakhapatnam Port Trust (VPT). However, since the development of Duggirajupatnam port has been
included under AP Reorganisation Act, 2014, Chairman, Vishakhapatnam Port Trust (VPT) suggested exploring Option 2 i.e. Entire Project be
developed by Private Operator .
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that the project may not be viable due to strong
competition from nearby ports of
Krishnapatnam (40 kms), and Ennore (70 kms)
and Chennai (90 kms). Instead of creating
small ports, government should take up large
scale port development with international
standards to facilitate international trade. It
was noted that there will be an adverse impact
on nearby ports also as the ports are operating
only at 65% of their capacity at present.
Implementation of a new Major Port at
Duggirajapatnam will further bring down the
scale of operation of nearby ports.
Keeping in view the clear unviability of
implementation of a new Major Port at
Duggirajapatnam and wastage of scarce
resources, Vice Chairman, NITI Aayog opined
that we need to think wider in the interest of
the State and the Country and suggested
coming up with other possible alternatives in
interest of the State.

NITI Aayog and Ministry of Shipping,
Government of India, have done a feasibility
study for developing new Major Port at
Duggirajapatnam in Nellore district. As per
the feasibility studies, the above Port is not
economically viable and requires huge Viability
Gap Funding which NITI Aayog is not in favour
of. Therefore, they have informed Government
of Andhra Pradesh to suggest alternate
Infrastructure Project in place of the Major Port
at Duggirajapatnam.
This is a long-pending issue antedating partition
of the State, and there is a clear, unambiguous
commitment by the Union Government in the
Andhra Pradesh Reorganisation Act, 2014 to
build the Major Port. Item 1 under
Infrastructure in the Thirteenth Schedule
(under section 93 of APRA) states that the
Major Port shall be completed in phases with
Phase-I to be completed by end of 2018. We
are now approaching the end of 2018; and
there has been absolutely no progress in the
project.

Recommendations :
The Union and the State should
resolve the issue of viability and
decide on the location of a viable
project expeditiously and swiftly
implement the Major Port project in
Andhra Pradesh without delay.
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7. Eleven Educational Institutions of
National Importance
Government of India Commitment:
Section 93 of Amdhra Pradesh Reorganisation Act, 2014

“93. The Central Government shall take all necessary measures as
enumerated in the Thirteenth Schedule for the progress and sustainable
development of the Successor States within a period of ten years from the
appointed day.”
The Thirteenth Schedule of Andhra Pradesh Reorganisation Act, 2014
“Education:

Item-1: The Government of India shall take steps to establish institutions of
national importance in the 12th and 13th Plan periods in the Successor State
of Andhra Pradesh. This would include one IIT, one NIT, one IIM, one IISER,
one Central University, one Petroleum University, one Agricultural University
and one IIIT.
Item-2. The Government of India shall establish one AIIMS-type SuperSpecialty Hospital cum-Teaching Institution in the Successor State of Andhra
Pradesh.
Item-3. The Government of India shall establish a Tribal University each in
the State of Andhra Pradesh and in the State of Telangana.
Item-5. The Government of India shall establish the National Institute of
Disaster Management in the Successor State of Andhra Pradesh.”
The Eleven Institutions that are being set up
as per the above commitments are listed
below, indicating the current status of
implementation (Table 7.1)

2

1

3

Indian Institute of Technology (IIT),
Tirupathi– functioning in temporary
campus from 2015-16 academic year

National Institute of Technology (NIT),
Tadepalligudem– functioning in temporary
campus from 2015-16 academic year
Indian Institute of Management (IIM),
Visakhapatnam– functioning in temporary
campus from 2015-16 academic year
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of Andhra Pradesh Reorganisation Act) six
of these institutions commenced classes in
2015-16, two in 2016-17 and two in 2017-18,
all in temporary campuses. Government of
Andhra Pradesh transferred 2912 acres of land
for all these institutions, and released Rs. 131
Crore as grant towards the State’s contribution
to infrastructure. Students are selected through
national competitive tests.

4

Indian Institute of Science Education and
Research, (IISER), Tirupati - functioning in
temporary campus from 2015-16
academic year

5

Central University, Anantapur – functioning
in temporary campus from 2018-19
academic year

6.

Indian Institute of Petroleum Energy
(IIPE), Visakhapatnam – functioning in
temporary campus from 2016-17
As of now, as against the total project cost of
Agricultural University, Guntur –A Central Rs. 12,746.38 Crore (excluding the State
contributions)
only
Agricultural University has not been Government’s
established. Instead, the Union Rs. 845.42 Crore, (6.63% of the funds) has
government released a grant of Rs. 135 been released by Government of India. Most
Crore to Acharya NG Ranga Agricultural of these institutions have no permanent
University (ANGRAU), a State Agriculture campus.

7.

8.

9.

University. ANGRAU is functioning in Section 93 of APRA mandates that these
temporary campus from 2015-16
Institutions should be developed within ten years
Indian Institute of Information Technology, from the appointed day of 02 June 2014. It is
Design and Manufacturing (IIITDM), imperative that the Union government releases
Kurnool –functioned in a temporary all the balance funds within the next five years,
campus in Kancheepuram, Tamil Nadu and ensures completion of all the projects in
since 2015-16. In July 2018, the campus all respects before 2024.
was shifted to a permanent facility in
Recommendations:
Kurnool
All India Institute of Medical Sciences
(AIIMS), Mangalagiri –functioning in
temporary campus from 2018-19

10. Tribal University, Vizianagaram – Yet to
be established

• Rs. 12,746.38 Crore is the estimated cost
for all the eleven projects; the State
Government has already fulfilled its
commitment

11. National Institute of Disaster Management
(NIDM), Vijayawada –functioning in
temporary campus from 2016-17

• Only Rs. 845.42 Crore i.e. 6.63% of the
total project cost is released by
Government of India; 93% is still
remaining

As can be seen from the above information
(Source: Communication received from office

• The remaining funds need to be released
faster
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Table 7.1
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8. Projects to Improve Infrastructure, Connectivity
and Investments in Andhra Pradesh
ESTABLISHING RAPID RAIL AND ROAD CONNECTIVITY FROM AMARAVATI TO
HYDERABAD AND OTHER IMPORTANT CITIES OF TELANGANA
Government of India Commitment:
Section 93 of Andhra Pradesh Reorganisation Act, 2014

“93. The Central Government shall take all necessary measures as enumerated
in the Thirteenth Schedule for the progress and sustainable development of
the Successor States within a period of ten years from the appointed day.”
Schedule XIII – Infrastructure - Item 11 of the Andhra Pradesh Reorganisation
Act, 2014

“11. The Central Government shall take measures to establish rapid rail and
road connectivity from the new capital of the Successor State of Andhra Pradesh
to Hyderabad and other important cities of Telangana;”
Progress / Developments
Rail Connectivity


The Detailed Project Report (DPR)
prepared by the Ministry of Railways
gives the main features of the project as
follows :
1) Length – 106.56 Km
2) Pink Book cost – Rs. 2,679.59 Crore



4) Rate of Return (RoR): (-) 4.10%
5) Railway: South Central Railway (SCR)
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2) 23.78 km single BG line between
Amaravati-Pedakurpad (Section II)
3) 26.25 km single BG line between
Sattenapalli-Narasaraopet (Section III)

3)Cost as per DPR – Rs. 3,272.03
Crore



1) 56.53 km double BG line between
Errupalem–Amaravati-Nambur
(Section I)

Total length of the project is 106.56 km
which includes

In the DPR, the projected RoR (Rate of
Return) is negative, at -4.10%. It is
understood that the SCR have opined that
a single line would cater to the projected
traffic on project section. It is also learnt
that the Committee in the Ministry has taken
the view that the smallest possible stretch
of new line which will ensure connectivity

Status Report - Union’s Commitment to Andhra Pradesh

to Amaravati City shall be expeditiously

movement for creation of infrastructure is

examined by SCR, and cost and RoR shall

very essential.

be accordingly worked out.


Government was requested to consider

Reorganisation Act, it is clearly stated that

the proposal as prepared in DPR for early

‘Central Government shall take measures

sanction.

to establish a rapid rail and road

Road Connectivity

Pradesh and other important cities of
Telangana’. Hence, it is essential that the
above projects be taken up with full
funding of the Union Government to
provide connectivity to Hyderabad and
other important cities of Telangana like
Warangal, Nalgonda etc.
It is not known as to how the RoR has
come down so drastically from the RITES
Report (10.36% including cost of land)





The Ministry of Railways, Union

As per the provisions in the AP

connectivity from State of Andhra







The Road projects proposed are as
follows:

1) Hyderabad – Suryapeta – Kodad –
Nandigama - Vijaywada (NH-65)Amaravati
2) Hyderabad – Nagarjunasagar –
Macharla (Covered by NH - 565) –
Rentachintala – Dachepalli – Piduguralla
– Sattenapalli - Perecharla-Guntur Amaravati

to (-)4.10% in the DPR. The traffic

3) Amaravati/Vijayawada – Ibrahimpatnam

assessment needs to be redone taking

– Tiruvuuru -Bhadrachalam - Jagdalpur

into account freight traffic to ports,

(NH-30).

construction activity in Amaravati Capital

4) Proposed Anantapuram- Amaravati

City and economic cities in Capital

Expressway (in place of the earlier

Region.

proposal of Hyderabad - Amaravati

The RoR of the project can be significantly

Expressway)

improved if it is treated as a bypass rail

5) Amaravati Outer Ring Road – [This is

lane connecting the Kazipet-Vijayawada

also covered under the provisions of

main line to Vijayawada-Chennai mainline

Section 94(3) of the APRA, as other

via Amaravati, bypassing the congestion

essential infrastructure for new Capital

of Vijayawada Railway Station.

City].

A new city with various growth verticals

The status of each of the projects is

definitely requires rail connectivity for its

mentioned below:

expansion. Rail infrastructure for material
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1) Hyderabad - Suryapeta – Kodad -

lane configuration to meet the present day

Nandigama - Vijayawada - Amaravati (NH - 65) - 275 Km

requirements and to provide rapid road





from

Amaravati

to

Hyderabad via Nagarjunasagar.

There is an existing 4-lane BOT road
developed by concessionaire.



connectivity



Chief Minister of Andhra Pradesh has

There is heavy traffic congestion during

also requested to the Union Minister,

peak times, and the road requires to be

Roads, Transport and Highway vide letter

improved to 6-lane, as per provisions in

dated 03 October 2017 for upgradation

the BOT agreement.

as National Highway; declaration as
National Highway from Macherla on NH

NHAI needs to initiate action for 6-laning

565 to Perecherla on

of the road.

NH 544D via

Piduguralla –Sattenapalle and onwards

2) Hyderabad – Nagarjunasagar - Macharla

to Amaravati should be considered and

(Covered by NH - 565) – Rentachintala –

execution of the road work be taken up.

Dachepalli - Piduguralla-Sattenapalli –
Perecharla – Guntur - Amaravati – 290

3) Amaravati/Vijayawada
Ibrahimpatnam–

Kms


south of River Krishna.








Vijayawada - Jagadalpur (NH-30) is
taken up for improvements from
Ibrahimpatnam to Tiruvuru for a length of

- Macherla is National Highway (NH -

71.2 Kms (4-lane-10.6 Kms and 2-lane

565).

with paved shoulders- 60.6 Kms ) in

Macherla (on NH-565) to Perecharla on

Andhra Pradesh


In Telangana State, for a road length of

Amaravati needs to be declared as

100 kms with 2-lane paved shoulders

National Highway.

configuration

This road passes through industrial zone
with concentration of lime and cement
industries, having traffic density of 16586
PCU.

Badrachalam is also in progress.

It is suitable for declaration as National
Highway and needs to be widened to 4-
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171 Kms upto Bhadrachalam

At present, Hyderabad – Nagarjunasagar

NH-544 D and onwards to new Capital



–

Bhadrachalam - Jagdalpur (NH-30) –

This is an important Highway connecting
Hyderabad to Guntur and Amaravati,

Tiruvuuru

–



from

Tiruvuru

to

NH-30 is a very important inter-state road
between Andhra Pradesh, Telangana and
Chattisgarh.



Further, it caters to coal movement from
Singareni Collieries Company Limited
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5) Amaravati Outer Ring Road (ORR) – 180
Kms
Bhadrachalam in Telangana and is an
Mines, connects the pilgrim town of
important link to left-wing extremist



Section 94(3) of APRA specifies
provision of financial support for, and
creation of, essential facilities in the new
capital and such other essential
infrastructure.



The ORR to Amaravati will connect the
new Capital with all surrounding regions
and Hyderabad.



DPR is under preparation by NHAI.

affected Chhattisgarh areas.


It requires to be widened to 4-lane, at
least from Amaravati to Bhadrachalam
(Telangana) (171 Km) to cater to present
day needs. Government of India needs
to consider the proposal.

4) Anantapuramu-Amaravati Expressway
(Green-Field Expressway)


The State government earlier proposed

Government of India should implement the

a green-field expressway between

DPR for providing rail connectivity and the five
Hyderabad and Amaravati. Later, in its projects for providing road connectivity to the
place,
the
State
proposed new Capital of Andhra Pradesh, in a timeAnantapuramu-Amaravati Green-Field
Expressway with Kurnool and Kadapa
for a total length of 557 Kms. This is a
very necessary project as it improves
connectivity with the underdeveloped
Rayalaseema region, as well as with
Bengaluru. The Ministry of Road

bound manner.
OTHER
INFRASTRUCTURE
INVESTMENT PROJECTS

AND

(i) Vizag-Chennai Industrial Corridor
(VCIC) 10
Government of India Commitment:

Transport and Highways (MoRTH), on
30 September 2018, communicated to
the State the in-principle agreement for
taking up the Expressway project by NHAI
under the Grand Challenge mechanism
of Bharatmala Pariyojana, subject to the
State bearing 50% cost of land acquisition
and transferring government land free of
cost. The consultants are expected to
finalize the DPR by the end of December
2018.
10

Section 93 – Schedule
Infrastructure item 5.

13

“5. The Government of India shall,
within six months from the appointed
day, examine the feasibility of
establishing a Vizag-Chennai
industrial corridor along the lines of
Delhi-Mumbai Industrial Corridor and
take within such period an expeditious
decision thereon;”

Source: aplegislature.org/...on...AP...pdf/b706a359-1eac-46eaa73f-6dfd35a6dfd7 (Downloaded on 29 05 2018)
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Visakhapatnam-Chennai Industrial Corridor
(VCIC) is part of East Coast Economic
Corridor, and is the first coastal economic
corridor in the country. Four industrial nodes
are proposed under VCIC, namely
Visakhapatnam (6,847 Acres.), Machilipatnam
(12,145 Acres.), Srikalahasti - Yerpedu
(25,094 Acres.) and Donakonda (17,117

integrated development of VCIC along
with other industrial corridors with the
Union’s assistance. The Union should
include the project under the NICDIT on
the lines of Delhi-Mumbai Industrial
Corridor (DMIC) and provide 100%
grant funding.
(ii)

Acres.).

Expansion of existing airports to
international

Asian Development Bank (ADB), is partnering

standards

in

with Government of Andhra Pradesh in

Visakhapatnam, Vijayawada and

developing VCIC. ADB approved a loan

Tirupati

amount of Rs.4,000 Crore for Tranche-1 and
Tranche-2 of the project. An amount of
Rs.1,570 Crore was sanctioned for Tranche1 of the project, and Rs.803 Crore was

Government of India Commitment:
Section 93 – Schedule 13 – Infrastructure
item 6.

sanctioned for policy components. A grant of

“6. The Government of India shall,

Rs. 32 Crore for Urban Climate Change

within six months from the

Resilience Support to GVMC is also provided

appointed day, examine the

by ADB. Apart from the ADB loan, State

feasibility of expanding the

Government will invest Rs.1,434 Crore across

existing

Tranche-1 and Tranche-2.

Vijayawada and Tirupati airports

The loan agreements for Tranche-1 were

to international standards and take

signed between ADB and Government of

an expeditious decision thereon;”

Andhra Pradesh on 23 February 2017 in New
Delhi. The bidding for Tranche-1 projects are
under progress and one project has already
been awarded.



Visakhapatnam,

In Vishakhapatnam, international flights
are already operating. For further
expansion, land has been identified at
Bhogapuram. The State is to acquire and

The State Government in June 2017
requested the Union Government to
include VCIC under the purview of
National Industrial Corridor Development
Trust (NICDIT) so that there can be
10
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hand over land for development by Airports
Authority of India as per the standard terms
for such development, or develop the land
on its own by Public-Private-Partnership
(PPP).

Source: aplegislature.org/...on...AP...pdf/b706a359-1eac-46eaa73f-6dfd35a6dfd7 (Downloaded on 29 05 2018)
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A techno-economic feasibility report is to

Government of India Commitment:

be undertaken by the State Government.

Section 93 – Schedule 13 – Infrastructure

For Vijayawada, Memorandum of
Understanding has been signed by Airports

“12. The Government of India shall

Authority of India with Government of

examine the feasibility of Metro Rail

Andhra Pradesh to develop the existing

facility in Vishakhapatnam and

terminal. The State is to acquire 698 acres

V i j a y a w a d a - G u n t u r - Te n a l i

of land required for the expansion as per

Metropolitan Urban Development

the standard terms. The State Government
provided the necessary Viability Gap
Funding (VGF) and international flights
have commenced operation from 04
December 2018.


item 12.

In Tirupati, the new terminal was
inaugurated by the Prime Minister on 22

Authority within period of one year
from the appointed day and take an
expeditious decision thereon.”
The Government of India is actively considering
proposals for the establishment of the Metro
Rail in Visakhapatnam and Vijayawada-

October 2015. A new apron for parking

Guntur-Tenali urban area.

for 3 aircraft has been completed. The

Vijayawada Metro Rail Project:11

existing runway, apron and terminal building
are adequate for commencing international
flights. Expansion of new apron for parking
additional 4 aircraft and isolation bay is
under construction within the available land.

Government of India has accorded in-principle
approval for Vijayawada Metro Rail Project at
a cost of Rs. 6769 Crore including land and
R&R cost.

The State Government’s request to

Pre-PIB meeting queries have been answered

accord the status of ‘Port of Call’ to

and the matter was placed before PIB meeting

Vijayawada and Tirupati airports may be

for clearance on 20 March 2017. The matter

conceded by including them in existing
bilateral agreements.

was returned by Government of India for

(iii) Metro Rail facility in Visakhapatnam

resubmission based on the new Metro Rail
Policy.

Vijayawada-Guntur-Tenali

However, consequent to the returning of the

Metropolitan Urban Development

proposal by Government of India clubbed with

Authority

the discharge of the tenders by Delhi Metro Rail

and

Corporation Ltd. (DMRC), the matter was
11

Source: aplegislature.org/...on...AP...pdf/b706a359-1eac-46eaa73f-6dfd35 a6dfd7 (Downloaded on 29 05 201)
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reviewed and Expression of Interest (EoI) was
called for preparation of Detailed Project
Report (DPR) for Light Metro duly extending
the corridor up to Gannavaram and also to
Jakkampudi area and Krishna canal.
Government has permitted Amaravati Metro
Rail Corporation (AMRC) to borrow Rs. 1,859
Crore from HUDCO / Banking Institutions.
AMRC has initiated action for securing loan.
Bank of India, Vijaya Bank, Allahabad Bank
and Corporation Bank have expressed interest to finance up to an extent of Rs.509
Crore, Rs. 500 Crore, Rs. 500 Crore and
Rs. 350 Crore, respectively at 8.65% annual
interest rate.
Meanwhile, the Andhra Pradesh government
wished to explore other alternatives. Based
on the decision taken in the meeting chaired
by the Chief Minister, KfW, a German funding
agency is assisting in funding preparation of
DPR for Light Metro Rail Project at
Vijayawada. EoI was called for preparation
of DPR for Light Metro in coordination with
KfW. Five foreign consultants with their Indian
Partner consultants were shortlisted. KfW
released RFP document to all the shortlisted
bidders with last date of receipt by 10
November 2017. The Metro corridors will be
extended up to Airport, Gannavaram,
Jakkampudi and Krishna Canal junctions to a
length of 43 kms.
Visakhapatnam Metro Rail Project:
Proposals were submitted to Government of
India for development of Visakhapatnam Metro
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Rail Project under PPP mode. Consultants M/
s UMTC were appointed as Transaction
Advisors for providing services to undertake
implementation of the project. State
Government permitted Amaravati Metro Rail
Corporation to proceed with tendering process
for selection of developer under innovative PPP
model.
Three Corridors with a total length of 42 kms
have been proposed for development of Metro
Rail Project. The estimated cost of the project
is Rs. 8,800 Crore.
Expression of Interest (EoI) from interested
international/ national bidders was released
on 07 September 2017 and pre-bid meeting
was also convened on 12 October 2017 in
Visakhapatnam.
Seven internationally reputed parties and 11
Indian bidders have participated in the pre-bid
meeting. Pre-bid clarifications are released.
The Detailed Project Reports (DPR) submitted
by Andhra Pradesh State for Vijayawada and
Visakhapatnam Metro Rail Projects were given
in-principle approval in 2015. However, the
State was later asked to submit new DPRs
under new Metro Policy of 2017, under which
the State has the burden of raising funds.
Andhra Pradesh has no major cities, and
mass rapid transit systems will help
accelerate city development. Therefore, the
State’s request for Viability Gap Funding
(VGF) and fast-track approvals for
Vijayawada and Visakhapatnam Metro Rail
Projects may be conceded.
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(iv)

Petrochemical Complex
Government of India Commitment:
Section 93 – Schedule 13 –
Infrastructure item 4.
“4. IOC or HPCL shall, within six
months from the appointed day,
examine the feasibility of establishing
a greenfield crude oil refinery and
petrochemical complex in the
successor State of Andhra Pradesh
and take an expeditious decision
thereon;”

Government of Andhra Pradesh (GoAP), GAIL
India Limited (GAIL) and HPCL signed a MoU
on 27 January 2017 at Vishakhapatnam for
the Petrochemical Complex with an estimated
cost of Rs. 32,901 Crore at Kakinada, Andhra
Pradesh. Feasibility study has been
carried out for the Petrochemical Complex.
Oil PSUs have indicated to the Government of
Andhra Pradesh that Viability Gap Funding
(VGF) is necessary to make the project viable.12,13. The Union Home Secretary, on 12
March 2018 has directed that the matter of
VGF be taken up with the Ministry of Finance;
the issue is still pending.

Government of India should provide the
Viability Gap Funding generously, so that
the project can be executed.
(v)

An integrated steel plant in YSR
District
Government of India Commitment:
Section 93 – Schedule
Infrastructure item 3.

13

–

“3. SAIL shall, within six months from the
appointed day, examine the feasibility of
establishing an integrated Steel Plant in
YSR District of the Successor State of
Andhra Pradesh;”

As per the Thirteenth Schedule of the Andhra
Pradesh Reorganisation Act, 2014, Steel
Authority of India Limited (SAIL)14 examined
the feasibility of establishing an Integrated
Steel Plant in YSR District of Andhra Pradesh.
As per the feasibility report, setting up of Steel
Plant was found prima facie not financially
viable.
Recently, the Government of Andhra Pradesh
announced its decision to establish the Steel
Plant as a State enterprise.

Flagship Scheme Details of MoPNG, (Details upto and including 9th April 2018 Ministry of Petroleum and Natural Gas, http://pibarchive.nic.in/
4YearsOfNDA/Comprehensive-Materials/PNG.pdf

12

HPCL and GAIL requested State Government to consider providing VGF in the form of interest free loan of Rs. 1,438 crores per year to be
provided for a period of 15 days beginning from Project Zero date. The interest free loan of Rs.1,438 crores per annum will be repaid by
GAIUHPCL JV Company commencing from the 16th year onwards and ending in the 30th year after Project Zero date, free of any interest. In the
meeting taken by the Hon’ble Chief Minister on 13.06.2017, GAIL and HPCL authorities were requested to provide the quantum of tax likely
to be accrued to the State from the project under GST regime, to have further discussions. (Source: aplegislature.org/...on...AP...pdf/b706a3591eac-46eaa73f-6dfd35a6dfd7 (Downloaded on 29 05 2018)

13

A Task Force comprising of representatives from the Central Government, State Government and Central Public Sector Enterprises under the
Ministry of Steel was set up on 19.10.2016 to consider the feasibility issues and prepare a roadmap for setting up of steel plants.It has held
series of meetings since then which were attended by the representatives of the State Governments of Andhra Pradesh as well. The last meeting
of the Task Force, being sixth in the series of meetings, was held on 12.06.2018. (PIB 14-June-2018).

14
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(vi) A New Railway Zone
Government of India Commitment:

Committee has submitted its report. However,
the decision of Government of India is still
awaited.

Section 93 – Schedule 13 –
Infrastructure item 8.

“8. Indian Railways shall, within six
months from the appointed day,examine
establishing a new railway zone in the
successor State of Andhra Pradesh and
take an expeditious decision thereon;”
At present, South Central Railways is catering
to the railway needs of major portion of Andhra
Pradesh and certain parts of Maharastra and
minor portion of Karnataka. South Central
Railway presently has six Railway Divisions –
Secunderabad, Hyderabad, Nanded,
Vijayawada, Guntur and Guntakal. The
Visakhapatnam (Waltair Division) is under East
Coast Railway with headquarters at
Bhubaneswar and all the districts of North
Andhra are under Visakhapatnam Division.
In the Successor State of Andhra Pradesh,
four Railway Divisions –Visakhapatnam,
Vijayawada, Guntur and Guntakal – are
located.
Ministry of Railways (PIB 04 August 2015)
says that there is no plan to set up new divisions
in Indian Railways, except those with
headquarters at Gulbarga, Jammu and Silchar,
which were announced in February 2014. In
addition, a Committee of senior officers from
Railways has also been constituted to examine
the issue of setting up a new railway zone in
the Successor State of Andhra Pradesh, in
terms of Item No. 8 of Schedule 13
(Infrastructure) of Andhra Pradesh
Reorganisation Act, 2014. It is understood the
- 78 -

The Chief Minister has addressed the Minister
for Railways, on 08 December 2014 and 26
February 2016 requesting expedited action for
formation of new Railway Zone in the
Successor State of Andhra Pradesh at
Visakapatnam bringing the four divisions viz.,
Visakapatnam, Vijayawada, Guntur and
Guntakal in AP under the purview of
Visakapatnam Zone.
Creation of a New Railway Zone is a
relatively low-cost demand, but a highly
emotive issue. Therefore, Government of
India may concede the demand
expeditiously and create a New Railway
Zone.
Recommendations:
A review of all the Schedule XIII Infrastructure
Project shows that five of the projects have
not been implemented, and three of them
are in initial stages of implementation. Of
these, Petrochemical Complex, Metro Rail
Projects, Vizag-Chennai Industrial Corridor
(VCIC), rapid rail and road connectivity to
the Capital Region and International airports
are critical. These projects will stimulate
economic activity, further investments,
industrialisation and job-creation in the
State which has relatively low level of
employment in industries and services.
Therefore, Government of India should
provide generous assistance to these
projects which have multiplier effects on the
economy of the State and, execute them
speedily.

Status Report - Union’s Commitment to Andhra Pradesh

9. Assistance to Develop the Government Infrastructure
and the Capital City Region

Government of India Commitment:
Section 94 (3); Section 94 (4) of Andhra Pradesh Reorganisation Act, 2014

“(3) The Central Government shall provide special financial support
for the creation of essential facilities in the new capital of the successor
State of Andhra Pradesh including the Raj Bhawan, High Court,
Government Secretariat, Legislative Assembly, Legislative Council,
and such other essential infrastructure.
(4) The Central Government shall facilitate the creation of a new capital
for the successor State of Andhra Pradesh, if considered necessary,
by denotifying degraded forest land.”
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The Andhra Pradesh Government drew up
ambitious plans to develop Amaravati, the new
Capital City, as a modern city to serve not only
as seat of power, but to be an economic,
educational, healthcare, cultural and
recreational hub.
The key infrastructure for the development of
Amaravati, the greenfield Capital City of the
State of Andhra Pradesh can be broadly
categorised into four:
1 Government buildings and other buildings

Government City and Justice City comprising
of Government buildings like Assembly,
Secretariat and Heads of Departments
buildings, Government housing, housing for the
ministers, MLAs, MLCs, Chief Minister’s
residence, Raj Bhavan and Judicial buildings
like High Court, housing for Judges, other legal
institutional buildings, etc. is of first priority for
the Government. Additionally, since the Capital
City would be housing a large number of
people, significant social infrastructure also
needs to be developed to provide services.

2 Social infrastructure
3 Tier-1 trunk infrastructure
4 Tier-2 infrastructure - Land Pooling
Scheme and Others
Developing trunk infrastructure includes major
arterial road network, water, sewer trunks, seed
access road, bridges across the river Krishna,
ducts for power and communication cables
etc., which are essential for initiating
development. Land for Amaravati has been
largely pooled by Land Pooling Scheme
wherein farmers who have voluntarily pooled
their land, get a share of the developed land
in return. Accordingly, they have been allotted
returnable plots for which necessary
infrastructure has to be provided as per the
Andhra Pradesh Capital Region Development
Authoriy Act 2014. In addition, Tier-2
infrastructure for other important regions needs
to be developed.
The development of Amaravati Government
Complex in an area of 1350 acres in
- 80 -

As can be seen from Annexure-16, the
estimated cost of Government Complex in
Amaravati is Rs.11,261 Crore. Social
infrastructure for the new Capital City is
estimated to cost Rs. 7,330 Crore. Other
infrastructure including Trunk/Tier I
infrastructure, mass transit connectivity, flood
management, and tier two infrastructure are all
estimated to cost Rs. 90,432 Crore. The total
cost estimate of the ambitious project is
Rs.1,09,023 Crore (Table 9.1).
Table 9.1 Estimated Cost of Development of Amaravati City Infrastructure

Status Report - Union’s Commitment to Andhra Pradesh

The Ministry of Finance, Government of India
have till now released a total amount of
Rs.1,500 Crore under the APRA, 2014, for the
financial years 2014-15, 2015-16 & 2016-17
(Table 9.2).
In addition to the above amount, an amount of
Rs.1,000 Crore was released to Government
of Andhra Pradesh relating to Guntur,
Vijayawada Municipal Corporations for the
under-ground drainage and storm water
drainage works respectively, and they are not
related to Capital City and are being executed
by respective municipalities. Utilization
Certificate for Rs. 229.65 Crore has been
furnished on 19 February 2018.
The Principal Secretary, Energy, Infrastructure
and Investment and CRDA Departments,
Government of Andhra Pradesh vide D.O.
Letter No. 369811/CRDA/2016 dt. 8.06.2018
addressed to NITI Aayog forwarded the
Utilization Certificate along with an updated
Expenditure Statement for an amount of Rs.
1,632.48 Crore for the creation/development
of Essential Infrastructure in the New Capital
City of Andhra Pradesh State with a request to

release Rs. 1,000 Crore during the Financial
Year 2018-19.
The Utilization Certificate forwarded by the
State Government is in proper format as per
General Finance Rule 212(1) of GFR, 2005
(Form 19 of GFR) as prescribed by Ministry of
Finance, Government of India.
Accordingly, NITI Aayog wrote to the
Department of Expenditure, Ministry of
Finance, Government of India on 14 June 2018
urging them to release Rs. 666 Crore towards
the two instalments for FY 2017-18 and 201819 out of the Rs.1,000 Crore proposed.
As of 15 March 2018, DPRs for the Amaravati
Government Complex and Other Essential
Infrastructure for a total estimation of Rs.
39,937 Crore were sent to the Director, NITI
Aayog for release of funds under Section 94
(3) of APRA, 2014 (Annexure - 17).
Subsequently, the State sent further DPRs with
estimated cost of Rs. 22,686 Crore
(Annexure -18). Thus DPRs for projects with
total estimated cost of Rs. 62,623 Crore were
sent to Government of India.
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The development of the Government Complex
project shall be undertaken over a period of 3
years as per the detailed project plan included
in the DPR. The year wise fund requirement
for the various sub-components under the
Amaravati Government Complex project is
shown in Table 9.3.
Owing to sustained persuasion by the State
Government, Government of India has given
exemption of Capital Gains Tax for those
farmers in the new State Capital, who have
voluntarily given about 33,000 acres of precious
land for building the Capital City, under the
Innovative Land Pooling Scheme.



Government of India promised to release
Rs.1,000 Crore in the coming years

Progress so far :
The Union’s commitment by law is to ‘provide
a special financial support for the creation of
essential facilities in the new capital… including
government buildings, and such other
infrastructure’.

The division of Andhra Pradesh, as explained
in the introductory chapter, is unique in the
manner (Parliament’s enactment without the
State’s consent), and circumstances (the
region with a mega city and Capital sought
division and retained the Capital City, depriving
Government of India support is inadequate and the majority region of Residual Andhra
Pradesh of the advantages of a megacity as
not in line with the provisions of the APRA.
economic hub and Capital). In these
 Only Rs.1,500 Crore was released towards
circumstances, it should be considered as a
infrastructure of Capital City
special case and necessary support should be


Rs.1,000 Crore released for improving the extended by the Union government by a liberal
UGD in Vijayawada & Guntur towns is interpretation of Section 94 (3) of the law and
the intent behind it.
projected as release for Capital City

Table 9.3 Sub-components under the Amaravati Government Complex Project
Rs in Crore
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Other Government Infrastructure
As per Section 9 of APRA, Union Government
has committed to provide financial assistance
for new operational hubs for Greyhounds.
Government of Andhra Pradesh had sent a
proposal to Government of India with an
estimate of Rs. 858.37 Crore to establish a
Greyhound Training Centre, and also sought
approval for diversion of 2087.09 hectares of
forest land for the purpose. Government of India
has accorded Stage-I clearance for diversion
of forest land, and has approved a project cost
of Rs. 219.16 Crore for the institution.
Recommendations :
Section 94(3) of APRA should be liberally interpreted. In addition to the government complex,
basic infrastructure of roads, storm water drainage, flood proofing, sanitation and sewerage,
drinking water, rapid connectivity and mass rapid transport system, should be regarded as
the ‘other essential infrastructure’.
The DPRs furnished to NITI Aayog/Government of India by the State, and those under
preparation include all projects related to development of Amaravati as a major green-field
city. Of these projects, the Government Complex along with the necessary civic infrastructure,
and Other Essential Infrastructure relating to the items listed above should be treated as
projects coming under the scope of Section 94 (3) of APRA, 2014.
Therefore, the Union Government may constitute a committee of urban planning and
development experts to identify the projects related to ‘Essential facilities,’ and ‘Other
Essential Infrastructure’ covering the items listed above, review the cost estimates furnished
in DPRs and assess the requirement of resources for those items. On the basis of such
assessment, assistance should be provided to the State by the Union.
Government of India should expedite transfer of the forest land (2087.09 ha) and release
the approved project cost of Rs. 219.16 Crore for the Greyhound Training Centre.
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10. Tax and Other Incentives for Investment
in Andhra Pradesh

Government of India Commitment:
Section 94 of Andhra Pradesh Reorganisation Act, 2014

“94. (1) The Central Government shall take appropriate fiscal measures,
including offer of tax incentives, to the Successor States, to promote
industrialisation and economic growth in both the States.
(2) The Central Government shall support the programmes for the
development of backward areas in the successor States, including expansion
of physical and social infrastructure.
(3) The Central Government shall provide special financial support for the
creationof essential facilities in the new capital of the successor State of Andhra
Pradesh includingthe Raj Bhawan, High Court, Government Secretariat,
Legislative Assembly, Legislative Council, and such other essential
infrastructure.
(4) The Central Government shall facilitate the creation of a new capital for
the successorState of Andhra Pradesh, if considered necessary, by denotifying
degraded forest land.”
Prime Minister’s Assurance on the floor of the Rajya Sabha on 20
Februray 2014
“Second, the Bill already stipulates that the Central Government shall take
appropriate fiscal measures, including offer of tax incentives to the successor
states in order to promote industrialisation and economic growth in both the
states. These incentives will be along the lines extended to some other states.”

- 84 -

Status Report - Union’s Commitment to Andhra Pradesh

Progress / Developments


Government of India for expediting the
proposal.

Consequent to the formation of Telangana
State, the industrial development in the



Andhra Pradesh Government on 26 June

State of Andhra Pradesh has suffered due

2014 also addressed a letter to Sri Arun

to the following reasons.

Jaitley, Finance Minister, Government of

•

India for considering the proposal.

Loss of capital with Public Sector

Response is awaited.

Undertakings, major industries,
educational and R&D institutions

Special Package of Incentives sought
under Section 94 (2)

•

Low level of industrialization

•

Industrial backwardness of the region

•

Critical infrastructure gaps

notified seven districts for availing tax

•

Lower share of exports

incentives - 15% of higher additional

•

Revenue deficit

•

Low literacy rates

n

Government of India vide CBDT
Notification issued in September 2016,

depreciation and 15% of



investment

allowance on the cost of Plant and
Machinery acquired under Section
32(1)(iia) and Section 32AD of the Income

To accelerate industrial development, the

Tax Act, in respect of any manufacturing

Government of Andhra Pradesh requested

undertaking set up during the period from

Government of India to accord “Special

01 April 2015 to 31 March 2020.

Incentives for Industrial Development” as
has already been done for some other



Subsequently, the Chief Secretary to

states. These fiscal and tax incentives will

Government addressed a letter on 29

facilitate rapid industrialization and create

November 2016 to Chairperson, CBDT

a level playing field in the State.

and Special Secretary, Government of
India for considering backward mandals

Special Package of Incentives sought

of other 6 Districts for 15% of investment

under Section 94 (1)

allowance on the cost of Plant and



A proposal seeking special package of
incentives submitted to Government of
India under Section 94(1) of APRA,2014



Machinery.
Comparison of Incentive Packages
Comparison of incentive packages given to

Andhra Pradesh Government on 26 June North-East Region States, Jammu & Kashmir
2014 addressed a letter to Mrs. Nirmala
Sitaraman,

Commerce

and Uttarakhand & Himachal Pradesh reveals

Minister, the following:
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Fiscal Incentives available to North
East States/ J&K/ Uttarakhand & HP;
but not extended to Andhra Pradesh

Andhra Pradesh Government has requested

• Excise Duty

extend to Andhra Pradesh financial incentives

• Income Tax

necessary for industrialisation, as well as the

• Capital Subsidy (on Plant and
Machinery)
• Insurance
Investment

Premium

on

Capital

• Interest Subsidy on Working Capital
Loans
• Transport / Freight Subsidy

the Minister for Commerce & Industry,
Government of India on 28 February 2018 to

compensatory mechanism towards refund of
SGST and IGST in line with the special
consideration provided to the erstwhile Special
Category States, to promote industrialisation
and economic growth in the State of Andhra
Pradesh.
Union Cabinet on 21 March 2018 approved
the North East Industrial Development Scheme

Infrastructure Support provided to

(NEIDS), 2017 (Annexure-19) with financial

North East States/ J&K/ Uttarakhand &

outlay of Rs. 3,000 Crore upto March 2020.



HP; but not extended to Andhra
Pradesh

NEIDS is a combination of the incentives
covered under the earlier two schemes with a

• Growth Centres Scheme

much larger outlay. Under the Scheme, the

• Integrated Infrastructure Development

following incentives shall be provided to new

Centres (IIDC)
Infrastructure Support at 50:50 (GoI :



industrial units set up in the North-Eastern
States including Sikkim:
•

Central Capital Investment Incentive for
Access to Credit (CCIIAC)

J&K / Uttarakhand & HP

•

Central Interest Incentive (CII)

• Schemes of Ministry of Textiles

•

Central Comprehensive Insurance
Incentive (CCII)

•

Goods and Services Tax (GST)
Reimbursement

extended to Andhra Pradesh

•

Income Tax (IT) Reimbursement

• Integrated Textile Parks

•

Transport Incentive (TI)

• Mega Food Parks

•

Employment Incentive (EI)

GoAP) provided to Andhra Pradesh
unlike 90:10 provided to NE States /

Infrastructure Support – No Special



dispensation provided to NE States /
J&K / Uttarakhand & HP; but not

- 86 -

Status Report - Union’s Commitment to Andhra Pradesh

State Government has requested Government
of India to extend tax incentives on the lines of
the package NEIDS given to North-Eastern
States in March 2018 to Andhra Pradesh.
Of all the commitments made to Andhra
Pradesh, giving tax concessions to promote
industrialisation and economic growth is the
most complex and contentious one. Under
Section 94 (1) of APRA, the Union’s
commitment is explicit. Even more importantly,
the Prime Minister’s pledge in para 1 (Special
Category Status) and para 2 (tax incentives)
together, along with various other public
pronouncements gave the unmistakable
commitment to the Successor State of Andhra
Pradesh that the tax incentives will be similar
to those given to several Special Category
States, and those that were extended upto
2020 to the North-Eastern States on 21 March
2018 in the form of the NEIDS. On account of
the circumstances of division of the State,
relatively low industrialisation in the Residual
Andhra Pradesh, the explicit commitments
made, and the political campaigns of all parties
and publicity given by media, there is intense
expectation and unrest in the State on the issue
of tax concessions.

States, all of which are Special Category
States. It is this context that indelibly linked
Special Category States and tax concessions
in the minds of the people, especially the
impressionable young minds of college and
school-going youth, and the large unemployed
youth.
Government of India would have obvious
concerns in a competitive federal system. In
particular there are three real challenges that
the Union faces.
First, there are several other industrially underdeveloped States which would make similar
demands. Second, the neighboring States
already voiced their concerns about flight of
capital and industry in the event of Andhra
Pradesh getting tax exemptions. Third, Andhra
Pradesh has a relatively large population when
compared to the existing eleven Special
Category States. All these eleven States put
together have about 80 million total population,
whereas Andhra Pradesh alone has 50 million
population.

From the Union’s perspective, Special
Category Status and tax incentives are not
linked. However, it is a fact that all States that
were given special tax incentives on
investments including full income tax and
indirect tax exemptions are Special Category
States. Even NEIDS tax concessions have
been granted to the seven North-Eastern
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Recommendations :
Given these circumstances, tax concessions for new investments in Andhra Pradesh
is a complex, tricky and contentious issue. Several approaches could be considered
by the Union to resolve this complex issue. One possiblity is to identify the backward
regions and extend concessions limited to those areas. A second approach could be
to extend significant tax benefits to the whole of Andhra Pradesh well beyond the
concessions announced so far but short of full tax exemptions granted to most Special
Category States. A third approach could be to identify backward regions in other
States, and extend full tax benefits to Andhra Pradesh and identified backward regions
in the rest of India.
In addition, massive infrastructural projects need to be taken up in Andhra Pradesh
with 100% contribution from the Union Government in a time-bound manner. In
particular, special programmes based on natural resources, local skill-base and
market potential could be taken up on the lines of cluster development initiatives such
as Industrial Infrastructure Upgradation Scheme (IIUS), Mega Food Park Scheme,
Integrated Infrastructure Development (IID) Scheme, etc.
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An Assessment of Loss in Economic Capacity Due
to Bifurcation

W

ith bifurcation, the Residual
State of Andhra Pradesh was left
with regions of low economic
capacity. This disadvantage of the uneven
division in the capital stock during bifurcation
is likely to limit the long run growth prospect
of the Residual State. This is evident from
the persisting gap in the per capita GSDP
(PCGSDP) between Andhra Pradesh and
Telangana State. Table A below presents
the trends in real PCGSDP of Andhra
Pradesh (AP) and Telangana (TS) from
2011-12. As can be seen PCGSDP of
Andhra Pradesh is consistently lower than
that of Telangana State throughout period.
Post-bifurcation, the State of Andhra
Pradesh averaged an impressive growth in
per capita GSDP of 10% per annum during
Table A

2015-18. However, its rank in levels of per
capita GSDP remained around 10 (among
21 major states), behind states like, Tamil
Nadu, Kerala and Karnataka.
The basic motivation of the exercise is to
quantify the loss in growth capacity of the
State in monetary terms to serve as a
reference for various compensations that the
State seeks as its entitlements through APRA
or other promises. This would also serve as
a backdrop for assessing the requirements
of the backward regions, which require
substantial push in economic growth for
reducing regional inequality and improving
the well-being of the people of that region.
Building on this premise, an attempt is made
to quantify the additional investments required
to overcome the State’s loss after bifurcation.

Per Capita GSDP at 2011 -12 prices (in Rs.)
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Basically, the methodology consists of
assessing the investment requirements to
accelerate its growth so that the gap between
Per Capita GSDP of Andhra Pradesh and
Telangana is bridged in ten years. The extent
to which assessed investments exceed the
internally generated savings in the State would
reflect the loss to Andhra Pradesh due to the
bifurcation.
The assessment is made using the following
assumptions.
1. The net Capital Output Ratio (COR) is
3.5.
Firm estimates of COR are not available
at state level. But the estimates of EPW
foundation (2012) are close to this. Also
this is consistent with the current saving
rate (30%) and the recent growth
experience of the State.
2. Total Factor Productivity (TFP) growth of
1% per annum. State wise estimates are
not available.

Table B
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3. Saving rate is 30%. This is consistent
with the input-output matrix prepared for
Residual Andhra Pradesh (2011-12).
4. Any public investments, especially in
crucial infrastructure would have a
crowding-in effect and would bring equal
investments from private sector
Macro Aggregates
In 2017-18, the Per Capita Income (PCI) of
Andhra Pradesh at current prices was
Rs. 1.57 lakhs, Rs. 36,000 lower than that of
Telangana . The average growth rate of
PCGSDP for Andhra Pradesh (AP) and
Telangana State (TS) observed during 201418 were 10.3% per annum and 8.6% per
annum respectively (Table B). Although, the
growth rate of Andhra Pradesh is higher than
that of Telangana , it would take about 14 years
for Andhra Pradesh to achieve parity with
Telangana . If Andhra Pradesh’s PCGSDP
were to reach that of Telangana in ten years it
has to accelerate its growth rate to 10.86%

Macro Indicators of Andhra Pradesh and Telangana State
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per annum and maintain it at that level for next

Pradesh such that its PCGSDP would be equal

ten years. With population growing at 0.6% per

to that of Telangana State in ten years.

annum, the aggregate GSDP of Andhra

However, the existing capital stock and

Pradesh needs to grow at 11.4% per annum

investments would generate income, a part of

to achieve this objective. In other words,

which would be saved and invested back into

Andhra Pradesh’s GSDP has to grow

the economy. Assuming a saving rate of 30%,

consistently at 11.5% per annum for the next

the total savings that would accrue to the State

ten years to overcome the initial disadvantage

in ten years would be Rs. 45.96 Lakh Crore.

it suffered at the time of bifurcation. There are

This would leave a deficit of Rs. 4.73 Lakh

two sources of this growth, capital

Crore in investments and this amount would

accumulation and growth in Total Factor

reflect the dimension of the loss that the State

Productivity (TFP).

suffered.

At 11.5% growth per annum the GSDP of AP

For the first five years of the time horizon, a

would reach Rs. 23.80 Lakh Crore (at 2017-

total of Rs. 2.05 Lakh Crore would be required.

18 prices) by 2028, of which about 5%, i.e. Rs.

There can be two sources for these

1.27 Lakh Crore would be the share of TFP.

investments- public and private (as internal

The remaining GSDP, Rs. 22.52 Lakh Crore

investments have already been accounted). If

should come from growth in capital stock. This

public sector investments focus on removing

would imply that capital stock should grow at

crucial bottle necks in the economy and invest

10.85% per annum for the next ten years.

in critical infrastructure such as roads, ports,

The base year capital stock is computed using
a Capital Ouput Ratio (COR) of 3.5 (including
depreciation) and base year (2017-18) GSDP
of Rs. 8.0 Lakh Crore.

transport, etc., there would be significant
crowding-in effect, i.e. it would stimulate private
investments. Assuming a 1:1 ratio between
the two sources, if public sector invests Rs.
1.03 Lakh Crore in crucial infrastructure sector,

The required growth rate of capital stock i.e.,

it would stimulate equal investments from

10.85% per annum is applied on the base year

private sector outside the State. Thus, for the

capital stock to generate the series of changes

first five years Andhra Pradesh requires an

in the capital stock for next ten years. Change

investment of Rs. 1.03 Lakh Crore to stimulate

in capital stock in a year indicates investments

growth as desired initially. After five years,

to be made in that year. The total investments

additional required investments would be Rs.

in ten years, computed thus would amount to

2.7 Lakh Crore. Assuming similar crowding-in

Rs. 50.6 Lakh Crore. These investments would

effect, the share of public sector would be Rs.

be necessary to accelerate growth of Andhra

1.35 Lakh Crore.
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SUMMARY OF RECOMMENDATIONS
(1) Resource Gap for the Year 2014-15
The actual, unfunded Resource Gap for FY 2014-15 was Rs.19,015.48 Crore including
expenditure already incurred, and expenditure deferred because of ways and means
problems and lack of funds despite liability to pay.
Of this, Rs. 10,335.07 Crore is clearly the Resource Gap based on standardized
expenditure, subject to verification of bills pending and payments deferred as on 31
March 2015. This amount should be compensated by the Union as per the letter and
spirit of the Andhra Pradesh Reorganisation Act (APRA), 2014 and the Prime Minister’s
solemn commitment in Parliament preceding the approval of the law.
The balance of Rs. 8,660.41 Crore does constitute genuine Resource Gap, though may
be considered as pertaining to New Schemes and non-standardized expenditure, and
Government of India may decide based on its discretion.

(2) Loss Incurred on Account of Anomalies of Law
Net Loss of Revenue to the State of Andhra Pradesh on account of the anomaly is
Rs. 3,820.36 Crore (Net Revenue). This amount, subject to verification, should be
compensated by the Union government, as the anomaly was a result of flawed provisions
of the law of Parliament.

(3) Special Assistance in lieu of 90% Union Funding for Centrally
Sponsored Schemes (CSS)
The amount of Rs. 16,447 Crore is due from the Union Government in lieu of 90% in
CSS. The EAP is wholly insufficient to extend this Special Assistance. The disbursements
so far are miniscule.
Therefore, assistance should be given by other means including permitting the State to
clear other outstanding EAP loans, Special Development Loans, other dues to
Government of India or to parastatals of Government of India; permitting borrowing from
internal lenders like NABARD, HUDCO, etc. in lieu of the grant; exempting the Special
Assistance from the State’s FRBM limit since the repayment responsibility of the EAPs
will be taken up by the Government of India; and issuing short/medium tenure Andhra
Pradesh Relief Bonds, so on.
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(4) Assistance Required for Completing Polavaram Project
Assistance to the tune of Rs. 8,711.19 Crore by 2019 to complete Phase-I including
reimbursements pending, and a further additional assistance of about Rs. 27,494 Crore
in 2019-20 to complete Phase-II of this important project are needed.
Revised cost estimates may be approved by the Union as per norms.
Union and State have acted in a well-coordinated manner, and the project progress is
impressive. Steps should be taken to ensure adequate fund flow to complete both phases
of the project in a time-bound manner.

(5) Development Assistance to Backward Regions
The Andhra Pradesh Government prepared project proposals of an estimate of
Rs. 24,350 Crore. This is broadly comparable to the Bundelkhand package, adjusting
for population and inflation.
An amount of Rs.1,050 Crore has been disbursed so far over 3 years as special package
for backward areas and a further amount of Rs.700 Crore would be paid in the coming
years. This assistance of Rs. 50 Crore per year for each district for five years is far short
of the commitment made, or the requirements of the backward regions of Rayalseema
and North-Coastal Andhra.
The Union should take steps on priority to implement the Special Package of
Rs. 24,350 Crore in a time-bound manner within a period of five years.

(6) Establishment of Duggirajapatnam and/or Alternative Port
Tentative cost estimated for the Duggirajapatnam Port Project is Rs. 7,988 Crore. The
Union government concluded that the location is unviable, and asked the State to suggest
an alternative location.
The Union and the State should resolve the issue of viability and decide on the location
of a viable project expeditiously, and swiftly implement the Major Port project in Andhra
Pradesh without delay.
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(7) Establishment of Eleven Nationally Important Institutions in
Andhra Pradesh
Only Rs. 845.42 Crore i.e. 6.63% of the total project cost of Rs. 12,746.38 Crore has
been released by Government of India, 93% is still remaining. Almost all institutions are
functioning in temporary campuses.
Remaining funds should be released and all institutions should be fully established before
2024.

(8) Projects to Improve Infrastructure, Connectivity and Investments
in Andhra Pradesh
A review of all the Schedule XIII Infrastructure Project shows that five of the projects have
not been implemented, and three of them are in initial stages of implementation. Of these,
Petrochemical Complex, Metro Rail Projects, Vizag-Chennai Industrial Corridor (VCIC),
rapid rail and road connectivity to the Capital Region and International airports are critical.
These projects will stimulate economic activity, further investments, industrialisation and
job-creation in the State which has relatively low level of employment in industries and
services. Therefore, Government of India should provide generous assistance to these
projects which have multiplier effects on the economy of the State.

(9) Assistance to Develop the Government Infrastructure and the
Capital City Region
So far, Rs. 1,500 Crore has been released for the Capital City development and the State
furnished a Utilization Certificate for Rs. 1,632.48 Crore based on which NITI Aayog
recommended release of Rs. 666 Crore immediately with a promise of Rs. 334 Crore in
2019-20.
Separately, Rs. 1,000 Crore has been released for Under-Ground and Storm Water
Drainage for Vijayawada and Guntur cities.
Section 94(3) of APRA should be liberally interpreted. In addition to the Government
Complex, basic infrastructure of roads, storm water drainage, flood proofing, sanitation
and sewerage, drinking water, rapid connectivity and mass rapid transport system, should
be regarded as the ‘Other Essential Infrastructure’.
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Summary of Recommendations
The DPRs furnished to NITI Aayog/Government of India by the State, and those under
preparation include all projects related to development of Amaravati as a major green-field
city. Of these projects, the Government Complex along with the necessary civic infrastructure,
and Other Essential Infrastructure relating to the items listed above should be treated as
projects coming under the scope of Section 94 (3) of APRA, 2014.
Therefore, the Union Government may constitute a committee of urban planning and
development experts to identify the projects related to ‘Essential facilities,’ and ‘Other
Essential Infrastructure’ covering the items listed above, review the cost estimates furnished
in DPRs and assess the requirement of resources for those items. On the basis of such
assessment, assistance should be provided to the State by the Union.
Government of India should expedite transfer of the forest land (2087.09 ha) and release
the approved project cost of Rs. 219.16 Crore for the Greyhound Training Centre.

(10) Tax and Other Incentives for Investment in Andhra Pradesh
Tax concessions for new investments in Andhra Pradesh is a complex, tricky and contentious
issue. Several approaches could be considered by the Union to resolve this complex issue.
One possiblity is to identify the backward regions and extend concessions limited to those
areas. A second approach could be to extend significant tax benefits to the whole of Andhra
Pradesh well beyond the concessions announced so far but short of full tax exemptions
granted to most Special Category States. A third approach could be to identify backward
regions in other States, and extend full tax benefits to Andhra Pradesh and identified backward
regions in the rest of India.
In addition, massive infrastructural projects need to be taken up in Andhra Pradesh with
100% contribution from the Union Government in a time-bound manner. In particular, special
programmes based on natural resources, local skill-base and market potential could be
taken up on the lines of cluster development initiatives such as Industrial Infrastructure
Upgradation Scheme (IIUS), Mega Food Park Scheme, Integrated Infrastructure
Development (IID) Scheme, etc.
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AFTERWORD

T

his report of IGE is a genuine non-partisan expert effort to help resolve contentious issues relating to the division of Andhra Pradesh. The report essentially
deals with the dispute between the Union and the Successor State of Andhra
Pradesh, and not the unresolved issues between Andhra Pradesh and Telangana regarding division of assets etc. In respect of unresolved issues between the two Successor
States, facts are not in dispute, and mechanisms are available to resolve issues between
the States; the law has prescribed the processes and procedures and the Union has the
definitive role and responsibility to complete the process.
The dispute between the Union and Andhra Pradesh State can only be resolved by a spirit
of mutual trust and respect, and Parliament, political parties, media and civil society should
facilitate the process. However, when facts are in dispute, and the whole issue is politicized in a partisan and polarizing manner, public intellectuals, credible media and civil society should step in to clear the air and provide fact-based, objective opinion.
Under each of the ten issues discussed, this report clearly listed the commitments of the
Union government by law and the Prime Minister’s official statement in Parliament, the current status of the implementation of the commitments, the feasibility of implementing the
pledge, and finally wherever appropriate, a clear recommendation of the Independent Group
of Experts (IGE).
We realize that the Union Government may have fiscal constraints in honouring the commitments at one go, or in paying the arrears due for past years. The IGE therefore suggests
that where there are ways and means constraints for cash transfers, the amounts due to the
State may be set off against the State’s debt to Government of India or parastatals, thus
giving fiscal room to the State for borrowing to the same extent. In addition, the Union may
issue short/medium tenure Andhra Pradesh Relief Bonds for providing Special Assistance
to Andhra Pradesh as per the commitments made, and the Union will redeem these bonds.
Such measures will ensure required assistance to the State without creating cash flow problems for the Union.
When a dispute between the Union and a major State leads to high degree of polarization,
parochial tendencies rise. When there is a deep seated sense of grievance and injustice
widely prevalent in any State in a federal polity, that needs to be addressed fairly, objectively
and swiftly. Otherwise the long term unity and integrity of the nation would be weakened.
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That is the spirit in which eminent non-partisan citizens and experts have voluntarily chosen
to come together and from the available information produced this report offering fact based
opinion, and helping to reconcile conflicting views. This reconciliation is vital for the nation’s
integrity as well as our federal polity.
India endured against all odds because of a spirit of accommodation and respect for diversity. Our federalism has become more robust over the years. We kept a multi-lingual nation
united in a masterly and unprecedented manner, setting example to the world. We are
confident that this complex situation arising out of division of a State without the prior consent of the State Legislature will be resolved swiftly and fairly.
A lot more remains to be done to make India a true federation protecting the nation’s unity
and integrity, and giving the State and local governments genuine self-governance in all
respects within their domain. Unity is not uniformity. We hope after the experience of Andhra
Pradesh division, formation of new States will only be with prior consent of the affected
States and after a negotiated settlement. True power lies in restraint, and consent gives
legitimacy to power.
Indian federalism needs to be further deepened so that all our people have opportunities to
grow, and our nation can fulfill her true potential. One-shoe-fits-all solutions will not work in
a continental nation of unmatched diversity. India’s achievements are well below our potential. We need to create a framework of genuine decentralization and multi-level federalism,
with all the constituent units having the freedom to make choices, innovate, learn, improve
and flourish. When communities, cities, and States innovate and thrive, the best practices
can spread, and the risks of innovation are contained within their territories. The sub-national and local governments can prosper only when the nation’s unity and integrity are
assured, and the federal government performs its assigned tasks in a fair, efficient and
equitable manner. A strong Union is vital for the prosperity and growth of States and local
governments; and strong self-governing subnational governments strengthen the unity and
integrity of the nation.
We hope this group of experts will be strengthened by the inclusion and participation of
many eminent public intellectuals and thinkers all over the nation, and their collective future
endeavours will help pave way for a balanced federalism.
***
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Annexure Title

SNo.
1.

Commitments made on the 10 contentious issues

2.

Prime Minister’s statement before Parliament on 20 February 2014

3.

Governor’s letter to GoI (Minister of Finance) on 20 March 2014

4.

Office Memorandum,, Ministry of Home Affairs on constitution of Joint Committee
dated April 2014

5.

Govt of Andhra Pradesh letter to GoI to provide Rs. 15,691 Crore in the Union Budget
for FY 2015 dated 27 May 2014

6.

PIB statement on the commitment for the resource gap for the year 2014-15 being
met on the basis of standardized expenditure dated 8th September 2016

7.

Government of India OM no. 20/11/2012 dated 5-10-2012, Ministry of Power, on the
financial restructuring of the State-owned DISCOMs

8.

Letter No. 40(1)PF-I/2011, Ministry of Finance GoI, dated 13-3-2015 for taking over
the liabilities of Rs. 1514.82 crores within the permitted borrowings and RBI permitted
to issue Special Securities

9.

G.O. Ms.No.34, Finance (PF & NABARD) Department dated 31 March 2015 DISCOMS

10.

Chapter II (page 8) of the National Social Assistance Programme guidelines

11.

G.O Ms No: 46 dated 30 April 2015 on Revised Pay Scales

12.

G.O Ms No : 10 dated 06 January 2014 on Interim Relief

13.

Chief Minister’s letter to the Union Home Minister (para 4 of the letter dated 8 May,
2015) on the loss sustained by Residual Andhra Pradesh

14.

Union Governments’ press communiqué on 15 March 2017 on special assistance
measures

15.

Chief Minister’s letter to the Union Finance Minister dated 5th January 2018 on special
dispensation amount

16.

Estimated cost of development of Amaravati City Infrastructure

17.

Letter to NITI Aayog by AP Govt regarding submission of DPR of Amaravati Complex
and Associated Infrastructure - Request for disbursal of funds from GoI

18.

Letter to NITI Aayog by AP Govt - Details of DPRs regarding Amaravati Government
Complex and Other Essential Infrastructure in the Capital City

19.

North East Industrial Development Scheme (NEIDS), 2017

20.

Abbreviations
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Annexure 2
Prime Minister’s statement before Parliament on 20th February 2014

Press Information Bureau
Government of India, Prime Minister’s Office 20-February-2014
PM’s statement on the Telangana Bill and a special package for the successor state of Andhra
Pradesh
Following is the text of Prime Minister, Dr. Manmohan Singh’s statement on the Telangana Bill
and a special package for the successor state of Andhra Pradesh:
“Mr. Chairman Sir:
I have listened very carefully to the views expressed by the Leader of Opposition and all the other
members who have spoken, especially those from Andhra Pradesh. The Home Minister has
already mentioned the specific steps our Government will take to address the concerns of all
regions of the state, particularly of Seemandhra.
I would like to make a few further announcements in this regard.
First, for purposes of Central assistance, Special Category Status will be extended to the
successor state of Andhra Pradesh comprising 13 districts, including the four districts of
Rayalaseema and the three districts of north coastal Andhra for a period of five years. This will
put the state’s finances on a firmer footing.
Second, the Bill already stipulates that the Central Government shall take appropriate fiscal
measures, including offer of tax incentives to the successor states in order to promote
industrialization and economic growth in both the states. These incentives will be along the lines
extended to some other states.
Third, the Bill already provides for a special development package for the backward regions of
the successor state of Andhra Pradesh, in particular for the districts of Rayalaseema and North
Coastal Andhra Pradesh. This development package will be on the lines of the K-B-K (KoraputBolangir-Kalahandi) Special Plan in Odisha and the Bundelkhand special package in Madhya
Pradesh and Uttar Pradesh.
Fourth, I would like to reassure Honourable Members that if any further amendments are needed
to facilitate smooth and full Rehabilitation & Resettlement(R&R) for the Polavaram project, they
will be given effect to at the earliest. Our government will execute the Polavaram project—let
there be no doubt about it.
Fifth, the appointed day for the formation of the new State will be so fixed in relation to the notified
date so as to enable preparatory work relating to personnel, finance and distribution of assets
and liabilities to be completed satisfactorily.
Sixth, the resource gap that may arise in the successor state of Andhra Pradesh in the very first
year, especially during the period between the appointed day and the acceptance of the 14th
Finance Commission recommendations by the Government of India, will be compensated in the
Regular Union Budget for 2014-15.
Sir, I hope these additional announcements will demonstrate our steadfast commitment to not
just the creation of Telangana but also to the continued prosperity and welfare of Seemandhra.”
*****
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Annexure – 3
Governor’s letter to GoI (Minister of Finance) on 20th March 2014
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Annexure – 4
Office Memorandum, Ministry of Home Affairs on constitution of
Joint Committee dated 22ndApril 2014
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Annexure – 5
Govt of Andhra Pradesh letter to GoI to provide Rs. 15,691 crore in the Union
Budget for FY 2015 dated 27th May 2014

TIME
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Annexure – 6
Govt. of India public statement on the commitment for the resource gap for the year 201415 being met on the basis of standardized expenditure dated 8th September 2016
Press Information Bureau
Government of India, Ministry of Finance. 08-September-2016
Central Assistance to Andhra Pradesh
1.

The Central Government is committed to help and assist the newly created State of
Andhra Pradesh. The commitments of the Centre emanate from four basic documents,
namely, the provisions of the Andhra Pradesh Reorganisation Act, 2014, the report of
the Fourteenth Finance Commission, the statement of the then Prime Minister before
the Parliament on 20.2.2014 and the Report dated 1.12.2015 of Vice Chairman, NITI
Aayog on Developmental Support to the Successor State of Andhra Pradesh under the
Andhra Pradesh Reorganisation Act 2014.

2.

The above mentioned commitments are broadly categorized as under:-

(i)

The Andhra Pradesh Reorganisation Act:
(a) Section 46 of the Act provides for a reference to be made to the Fourteenth Finance
Commission to take into account the resources available to the Successor States
and make separate awards to them. It further provides for a developmental package
to be given to the backward areas of the State of Andhra Pradesh. It also provides
for adequate incentives in particular for Rayalaseema and north coastal regions of
the State.
(b) Section 90 of the Act declares the Polavaram Irrigation Project as a National Project.
(c) Under Section 93 of the Act, the details of institutions and infrastructure to be
developed in the State are outlined in the Thirteenth Schedule to the Act.
(d) Section 94 of the Act provides for appropriate fiscal measures, including offer of
tax incentives, to be given to the Successor States to promote industrialization and
economic growth. It further provides for support to programmes for backward areas
including physical and social infrastructure. In addition, it provides for giving special
financial support for creation of essential facilities in the new capital of the successor
State of Andhra Pradesh, including the Raj Bhawan, High Court, Government
Secretariat, Legislative Assembly, Legislative Council and such other essential
infrastructure.

(ii)

Statement of the then Prime Minister Dr. Manmohan Singh on 20.2.2014:
The then Prime Minister, Dr. Manmohan Singh on 20.2.2014 stated before the Rajya
Sabha that Special Category Status would be extended to the State of Andhra Pradesh
- 111 -

for a period of five years. This would be done to put the State’s finances on a firmer
footing. He further stated that the resource gap for the year 2014-15 would be
compensated by the Central Government.
(iii) Fourteenth Finance Commission:
The Fourteenth Finance Commission defined the financial relationship between Centre
and the States for the five year period ending 2019-20. The Commission did not make
a distinction between Special and General Category States. Its approach was to fill the
resource gap of each State to the extent possible through tax devolution. Accordingly,
the Commission recommended an enhanced devolution of 42% of the Central
Government’s tax revenues to States. If devolution alone could not cover the assessed
gap, for certain States, a revenue deficit grant was provided. Andhra Pradesh was one
of the States determined to be a revenue deficit State, and the Commission
recommended that the Centre would provide revenue deficit grant for the period of the
Fourteenth Finance Commission. The amount of deficit for each year was mentioned
in the report itself and a total of ¹ 22,113 crores is to be paid to Andhra Pradesh as
revenue deficit grant for the 5 year period.
(iv) Report on Developmental Support to Andhra Pradesh dated 1.12.2015:
The Vice Chairman, NITI AayogDr. ArvindPanagariya studied various aspects of the
support to be given to Andhra Pradesh under the Reorganisation Act and made
recommendations regarding effective implementation.
The Central Government’s commitments to the State of Andhra Pradesh
3.

Under the Andhra Pradesh Reorganisation Act, the commitment for the resource gap
for the year 2014-15 is being met on the basis of standardized expenditure for that
year. The revenue gap has been tentatively quantified subject to further adjustment on
account of figures relating to certain pension schemes. A part of the revenue gap
compensation amounting to ¹ 3,979.5 crore has already been paid and the balance is
being paid in annual instalments.
An amount of ¹ 2,500 crore has already been paid as support for creation of new
capital of State of Andhra Pradesh and a balance of ¹ 1,000 crore would be paid in due
course.
An amount of ¹ 1,050 crore has been disbursed as special package for backward
areas and a further amount of ¹ 1,050 crore would be paid in the coming years.

4.
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The Polavaram Project is on the river Godavari near Ramayyapeta village of
Polavarammandal, about 42 km upstream of Sir Arthur Cotton Barrage in the State of
Andhra Pradesh. It envisages construction of a dam and canal system to create ultimate
irrigation potential of 2,91,000 ha. (7.2 lakh acres), generation of 960 MW of hydro
power, drinking water supply to a population of 28.50 lakh in 540 villages and diversion
of 80 TMC of water to Krishna river basin.
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The project was accorded investment clearance by the Planning Commission for
Rs.10,151.04 crore (at 2005-06 price level) in 2009. Further, the Advisory Committee
of Ministry of Water Resources approved the cost at 2010-11 price level as Rs.16,010.45
crore during January, 2011 including power and drinking water component of Rs.2868
crore. Prior to the passage of the AP Reorganisation Act, the Polavaram Project was
being implemented by the Government of Andhra Pradesh with Central Assistance
under the Accelerated Irrigation Benefits Programme (AIBP). An expenditure of
Rs.5,135.87 crore had been incurred up to 31.3. 2014 including Central Assistance of
Rs.562.469 crore.
The Central Government will fund the Polavaram Irrigation Project in the following
manner:
(i) It will provide 100% of the remaining cost of the irrigation component only of the
project for the period starting from 1.4.2014, to the extent of the cost of the irrigation
component on that date.
(ii) In view of the recommendations of the Vice Chairman NITI Aayog that it will be
appropriate for the State of Andhra Pradesh to execute this project (as it is an
important project and the State Government is keen to complete it at the earliest),
the Government of India has agreed to the State’s request for the execution of the
project by the State Government on behalf of the Government of India.
5.

Government of India has already legislated for fiscal incentives of enhanced investment
allowance and accelerated depreciation. They will come into effect once notified, after
the State of Andhra Pradesh identifies the eligible backward areas.

6.

In respect of educational and other institutions:


A Petroleum University has already been established.



The IIT has already been functioning from a transit campus and the main campus is
being constructed.



The National Institute of Technology has already been functioning since September
2015 in a temporary campus and its main campus is being constructed.



The Indian Institute of Information Technology, Kurnool has already started functioning
from the temporary campus and would start functioning and its main campus is being
constructed.



The site for the Central University in Anantapur district has already been selected.



The Indian Institute of Science Education and Research has been established in
Tirupati.



The Indian Institute of Management has been established at Visakhapatnam.
- 113 -



An All India Institute of Medical Sciences has been approved at Guntur and the land
for the same is being taken over.



A Tribal University is to be established in the State of Andhra Pradesh for which a
Site Selection Committee of the State has already approved the land.



A National Institute of Disaster Management is being established in the State of
Andhra Pradesh for which identification and takeover of the land is bei

7. (i)

The Cabinet Committee on Economic Affairs has given in-principle approval for the
establishment of a major port at Dugarajapatnam in Andhra Pradesh on PPP basis,
subject to feasibility.

(ii)

Proposals with regard to the Steel Authority of India, Indian Oil Corporation/HPCL to set
up units in Andhra Pradesh are being examined as provided in the Reorganisation Act.

(iii)

Regarding airports:

·

In Vishakhapatnam, international flights are already operating. For further expansion,
land has been identified at Bhogapuram. The State is to acquire and hand over land
for development by AAI as per the standard terms for such development or develop
on its own by PPP. A techno economic feasibility report is to be undertaken by State
Government.
For Vijayawada, MoU has been signed by AAI with Govt. of Andhra Pradesh to
develop the existing terminal. The State is to acquire 698 acres of land required for
the expansion as per the standard terms.
For Tirupati, the new terminal was inaugurated by the Prime Minister on 22.10.2015.
A new apron for parking for 3 aircraft has been completed. The existing runway, apron
and terminal building are adequate for commencing international flights. Expansion of
new apron for parking additional 4 aircraft and isolation bay is under construction
within the available land.

(iv) The National Highway Authority of India has taken several steps for establishment of
the National Highways in the State of Andhra Pradesh. The Railways is considering
measures for establishing a rapid rail and road connectivity between the new proposed
capital of Andhra Pradesh with Hyderabad and other cities in the region. The
Government of India is actively considering proposals for the establishment of the
Metro Rail in Visakhapatnam and Vijayawada-Guntur-Tenali urban area.
8.
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The Fourteenth Finance Commission’s award came into effect from 1.4.2015. The
enhanced devolution amount due to Andhra Pradesh is being paid in entirety. This has
resulted in an increase of Rs.7,787 crore in tax devolution in 2015-16 compared to
2014-15, a growth of 55%. The revenue deficit grants for each of the years
recommended by the Fourteenth Finance Commission will also be paid by the
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Government of India to the State of Andhra Pradesh. The same has been done for the
year 2015-16 and 2016-17. There are no issues pending on that score.
9.

The Government of India is thus honouring and shall honour all commitments made
under the Andhra Pradesh Reorganisation Act.

10.

The statement of the then Prime Minister, Dr. Manmohan Singh on 20.2.2014 contains
six paragraphs. There are no issues with regard to five out of the six paragraphs.
With regard to the first point i.e. the grant of special status, an apparent conflict has set
in, between the statement and the recommendations of the Fourteenth Finance
Commission which came subsequently. On page 17 (para 2.29 & 2.30) of the Report,
the Commission has stated (inter alia):
“We did not make a distinction between special and general category states in
determining our norms and recommendations…... In our assessment of State
resources, we have taken into account the disabilities arising from constraints unique
to each State to arrive at the expenditure requirements. In this regard, we have observed
that the North-eastern and hill States have several unique features that have a bearing
on their fiscal resources and expenditure needs, such as low level of economic activity,
remoteness and international borders. Our objective has been to fill the resource
gaps of each State to the extent possible through tax devolution. However, we have
provided post-devolution revenue deficit grants for States where devolution alone could
not cover the assessed gap…...
We are of the view that intra-state inequality is within the policy jurisdiction of the
States and provisioning of adequate resources through tax devolution should enable
them to address intra-state inequalities in an effective manner.”
Thus following the recommendations of the 14th Finance Commission, the class of
special category states ceases to exist. However, the Central Government has agreed
to give a special assistance measure for Government of Andhra Pradesh for five years,
which would make up for the additional Central share the State might have received
during these years, i.e. 2015-16 to 2019-20, as envisaged in the then Prime Minister’s
statement dated 20.2.2014. This will be in the form of Central Government funding for
externally aided projects for the state for Andhra Pradesh signed and disbursed during
these years.

11.

Thus the Government of India has effectively addressed all commitments made to the
State of Andhra Pradesh in the Andhra Pradesh Reorganisation Act, the Fourteenth
Finance Commission and the statement of the then Prime Minister on 20.2.2014.
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Annexure – 7
Government of India OM no. 20/11/2012 dated 5-10-2012, Ministry of Power,
on the financial restructuring of the State-owned DISCOMs
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Annexure – 8
Letter No. 40(1)PF-I/2011, Ministry of Finance GoI, dated 13-3-2015 for for taking over the
liabilities of Rs. 1514.82 crores within the permitted borrowings and RBI permitted to issue
Special Securities
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Annexure – 9
G.O. Ms.No.34, Finance (PF & NABARD) Department dated 31-3-2015 DISCOMS
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Annexure - 10
Chapter II (page 8) of the National Social Assistance Programme guidelines
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Annexure – 12
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Annexure – 13
Chief Minister’s letter to the Union Home Minister (para 4 of the letter dated 8 May,
2015) on the loss sustained by Residual Andhra Pradesh
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Annexure – 14
Union Governments’ press communiqué on 15 March 2017 on special assistance measures
Press Information Bureau
Government of India, Cabinet, 15-March-2017
Special assistance measure for Andhra Pradesh by way of special dispensation in funding of Externally Aided Projects
(EAPs) and funding of irrigation component of Polavaram project
The Union Cabinet chaired by the Prime Minister Shri NarendraModi has given its approval for the Special assistance
measure for the Successor State of Andhra Pradesh by way of special dispensation in funding of Externally Aided
Projects (EAPs) and funding of irrigation component of Polavaram project.
The modalities for implementation of the announcements for providing central assistance to the State of Andhra
Pradesh are as follows:
i. The Central Government will provide special assistance measure to Government of Andhra Pradesh, which would
make up for the additional Central share the State might have received during 2015-16 to 2019-20, if the funding of
Centrally Sponsored Schemes (CSS) would have been shared at the ratio of 90:10 between the Centre and the State.
The special assistance will be provided by way of repayment of loan and interest for the Externally Aided Projects
(EAPs) signed and disbursed during 2015-2016 to 2019-20 by the State.
ii. Funding of 100% of the remaining cost of the irrigation component only of the Polavaram project for the period
starting from 1.4.2014, to the extent of the cost of the irrigation component on that date. Andhra Pradesh Government
will execute the project on behalf of Government of India. However, the overall coordination, quality control, design
issues, monitoring, clearances related issues etc. are to be dealt by the Polavaram Project Authority of Ministry of
Water Resources, River Development & Ganga Rejuvenation. The Polavaram Project Authority will also assess out
the cost of the irrigation component as on 01.04.2014 in consultation with the Department of Expenditure, Ministry of
Finance.
This support for capital expenditure by way of repayment of EAP loans would help and assist the newly formed state
of Andhra Pradesh to put the State’s finances on a firmer footing and promote economic growth. Further, the central
funding of the irrigation component of the Polavaram Irrigation Project and its execution by the State Government
shall expedite completion of the project and the increase irrigation prospects in the State benefitting the people at
large.
Background:
The Government of India, while fulfilling its commitments under Andhra Pradesh Reorganisation Act 2014, has already
provided “Special Assistance” of Rs.1,976.50 crore to the state during 2016-17. The amount includes Rs.1176.50 for
Resource Gap, Rs.350 crore for the development of 7 backward districts covering Rayalaseema& North Coastal region
and Rs.450 crore as assistance to the capital city.
Apart from this the Ministry of Water Resources, River Development & Ganga Rejuvenation has also provided
Rs.2081.54 crore for the Polavaram Irrigation Project during the current financial year. Thus the Central Government,
after the enactment of the Reorganisation Act, has provided central assistance of Rs.10,461.04 crore to the state of
Andhra Pradesh which includes Rs.4403 crore released during 2014-15, Rs.2000 crore released during 2015-16 and Rs.
4058.04 in released in 2016-17.
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Annexure – 15
Chief Minister’s Letter to the Union Finance Minister dated 5 January 2018
on special dispensation amount
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Annexure – 16
Estimated cost of development of Amaravati City Infrastructure
Rs. in Crore
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Annexure – 17
Letter to NITI Aayog by AP Govt regarding submission of DPR of Amaravati Complex and
Associated Infrastructure - Request for disbursal of funds from GoI
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Annexure – 18
Letter to NITI Aayog by AP Govt - Details of DPRs regarding Amaravati Government
Complex and Other Essential Infrastructure in the Capital City
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Annexure – 19
NORTH EAST INDUSTRIAL DEVELOPMENT SCHEME (NEIDS), 2017
Press Information Bureau
Government of India
Ministry of Commerce & Industry
21-March-2018 20:35 IST
Cabinet approves North-East Industrial Development Scheme (NEIDS) 2017
The Union Cabinet chaired by the Prime Minister Shri NarendraModi has approved the North East
Industrial Development Scheme (NEIDS), 2017 with financial outlay of Rs.3000 crores upto March,
2020. Government will provide necessary allocations for remaining period of scheme after assessment
before March 2020. NEIDS is a combination of the incentives covered under the earlier two schemes
with a much larger outlay.
Details:
In order to promote employment in the North East States, Government is incentivizing primarily the
MSME Sector through this scheme. Government is also providing specific incentive through the scheme
to generate employment.
All eligible industrial units, which are getting benefits of one or more components of other schemes of the
Government of India, will also be considered for benefits of other components of this scheme.
Under the Scheme, the following incentives shall be provided to new industrial units set up in the North
Eastern States including Sikkim:
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The overall cap for benefits under all components of incentives will be of Rs. 200 crores per unit.
The newly introduced scheme shall promote industrialization in the States of the North Eastern Region
and will boost employment and income generation.
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