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India signs IPEF’s clean,
fair economy agreements

Govt: Agreements to catalyse investme

RAVIDUTTAMISHRA
MNEW DELHI, SEPTEMBER 22

INDIA ON Sunday signed the US-
led 14-member Indo-Pacific
Economic Framework for
Prosperity {IPEF) bloc's agree-
mentsona clean and fair econ-
oy, The agreements signed dur-
ing Prime Minister Narendra
Modi's visit tothe USareaimed at
facilitating development, access,
and deployment of clean energy
and climate-friendly technologies.
They also aim to strengthen anti-
corruption measures and pro-
mote tax transparency within
member countries,

The Commerce and Industry
Ministry said thatthe agreement
on clean economy intends toac-
celerate efforts of IPEF partners
towards energy security, GHG
{greenhouse gas)emissions mit-
ization, developing innovative
waysof reduang dependenceon
fossil fuel energy and promoting
technical cooperation. “India
signed and exchanged the first-
of-its-kind agreements focused
onQean Economy, Fair Econony,
and the IPEF overarching
arrangement under Indo -Pacific
Economic Framework { IPEF) for
prosperity, on September 21,
2024 at Delaware USA, in the
presence of Prime Minister
MNarendra Modi who is on 3-day
visit to the US for the Quad
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Summit," the ministry said.

The agreement on a fairecon-
omy intends to create a more
transparent and predictable busi-
nessenvironment, which canspur
greater trade and investment in
the markets of member countries,
the ministry said, adding that the
agreements focus on enhancing
informationsharing among part-
ners, cilitating asset recovery,and
strengthening qoss-border inves-
tigations and prosecutions.

*IPEF also provides platforms
for technical assistance, conces-
sional funding and viability gap
funding, The IPEF Catalytic Capital
Fund, with an initial grant of $33
million from Australia, Japan,
Korea, and the United States, aims
tocatalyse private investments to-
taling $33 billion. Additionally, the
PGlnvestment Accelerator under
IPEF has received initial funding of

nts in green tech

$300 million from the United
States International Development
Finance Corporation,” the min-
15ty said.

Ajay Srivastava, former Indian
Trade Service officer and head of
economic think tank Global Trade
Research Initiative { GTRI), how-
ever, expressed concern over the
deal as IPEF negotiations have
mostly been conducted in secrecy
with limited public input. “In the
Clean Econon Pillar, the hopeis
thatIndiahas notagreed toanon-
derogation clause, which would
prevent the government from
easing domestic regulations for
projects of national importance,
Such flexibility is essential for
India to pursue key infrastructure
projects without being hindered
by rigid international commuit-
ments,” Srivastavasaid.

He added thatmoststandards
and regulations being discussed
in IPEF are already in place in the
US and Organisation for Economic
Co-operation and Development
{OECD)countries. “If India adopts
these standard swithout adequate
preparation, itrisks being pushed
into compliance not only in IPEF
butalso infuture trade dealswith
the EU UK, and others. India must
ensure that it candevelopdomes-
tic standards quickly to avoid be-
ing at a disadvantage ininterna-
tional negotiations,” headded.
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Govt flags flouting of norms
for filling top posts at PSUs

Sanjay.Dutta@timesofindia.com

New Delhi: The ACC (cabi-
net's appointments commit-
tee) secretariat has raised a
red flag over ministries dig-
ressing or modifying on the-
ir own the criteria prescri-
bed in the standard guideli-
nes for appointment of di-
rectors and heads of Central
public sector undertakings.
“The authority to relax a
norm related toage, education
qualifications, eligibility cri-
teria etc rests with ACC,"” says
an office memo the secretariat
senttoallministrieslast week,
pointing out the guidelines on

the composition of search-
cum-selection committees we-
re “not being adhered to™.

The memo has listed 12 cri-
terialaid down inthestandard
guidelines that are witnessing
deviation or modification by
ministries or departments
without ACC approval. These
range from exclusion of the
prescribed eligible categories
— such as HR function — to
cut-off dates for a candidate to
be eligible, length of service
criterion, and date of vacancy
that is usually the date of the
incumbent’s retirement.

Interestingly, the memo
comes amid rumblings over

the ongoing process for selec-
ting a full-time chairman of
10C, the country’s largest re-
finer and fuel retailer, wherea
number of senior executives
from the company and outsi-
de had become ineligible due
to guideline deviations.

The search-cum-selection
committee route is taken if
govt headhunter PESB does
not find anyone among the
shortlisted candidates from
qualified applicants “suitab-
le” for a post. This has, howe-
ver, become the norm in re-
cent times as seen in the selec-
tion of ONGC, IndianOil and
HPCL chiefs.
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As much as 64% of 9,669 independent directors on boards of 2,442 companies listed on
NSE have been appointed for the first time, compared to 61% a decade ago, shows data

Most Independent Directors
of Listed Cos are First-timers

Kiran Kabtta Somvanshi

Mumbai: On average, two out of
every three independent directors
had no prior experience to be on
the board of a listed company. As
per data sourced from Prime Data-
base, 64% of the 9,669 independent
directors on boards of the 2,442
companies listed on NSE were
first-time such directors. This pro-
portion was marginally lower at
61% a decade ago.

To be sure, a bulk of the first-time
independent directors have been
appointed in the past five years by
mid- and small-sized companies.
When leading companies appoint
first-timers on the board, they are
generally former bureaucrats or
expats that haven't been directors
on boards of listed companies in
India.

For instance, ITC appointed two
former bureaucrats with no prior
experience on boards of listed
companies as independent diree-
tors this year. Similarly, IT compa-
nies such as Infosys, Wiproand LTI
Mindtree have roped in expats as
independent directors.

“The mandate of first appointing
a woman director and then a wo-
man independent director as well

New on the Block
No. of No.of First-time | Proportion
G Independent  Appoin- | of First-time
As on Date Listed Directors | teesina | Independent
onNeE | P Boardin | NSE-Listed = Director
These (os o (%)
31-Mar-2014 1489 6,051 3714 61
31-Mar-2019 1672 6668 4163 62
16-Sep-2024 2453 9683 6,154 64

Source: primeinfobase.com

as the ongoing ‘board refresh’ un-
der which independent directors
who have completed at least ten ye-
arsona board have to move out has
contributed to the high number of
first-time independent directors”,
said Pranav Haldea, MD, Prime Da-
tabase Group.

Incidentally, if a company rolling
out an IPO has several of its direc-
tors as first-time directors on the
boardof alisted company, itisspelt
out as a risk factor in the red her-
ring prospectus of the company.

“Barring the few high profile,
most other independent directors
are underpaid, especially first-ti-
mers and manage to hold single di-
rectorships” said former Sebi ex-
ecutive JN Gupta, who is founder

of proxy advisory firm SES.

Among the Nifty-50 companies,
TCS, Tata Motors, Bajaj Finserv,
Britannia Industries, SBI Life In-
surance, Asian Paints, Adani En-
terprises, Shriram Finance and
Bharti Airtel do not have any first
timers as independent directors.
Against that, PSUs such as Coal In-
dia, ONGC and BPCL as well as Di-
vi's Labs and ITC have the highest
number of first-time independent
directors among the Nifty-50 com-
panies.

“The proportion of experienced
directors continues to be low,” said
Milind Sarwate, founder of Increa-
te, and an independent director on
several boards. “From the macro
angle, increasing proportion of

‘new’directorsisgoodinawayth
it democratises the profession ¢
independent directorship — ens
ring it does not remain the prese
ve of a few. It prevents the form
tion of a close clique among ind
pendent directors”.

As per Sarwate, smaller firms a:
going for inexperienced first-tin
directors — for lack of availabili
of experienced ones or becaw
such new directors may be mo:
‘manageable’, and in any case, le
costly.

Industry experts consider it tol
good for companiestohaveamix«
experienced and new director
“Both scenarios of compani
with only experienced directors:
wellascompanies with only first:
mers are extreme and bad,” sa
Gupta. “In the former scenario, e
perienced directors can only git
limited time to the boards they ¢
on while in the latter case, first
mers come with little experien:
and are more likely to be onboa
ded tobe yesmen™.

“Boards do need to have a juc
cious mix of the inexperience
and the experienced ones - the:
must be a combination of the e
uberance of the new and the wi:
circumspection of the old,” Sa
watesaid.
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Top CSR Spenders Likely to Lead PM’s Internship Scheme

Ministry of corporate affairs in talks with stakeholders to roll out the scheme within a month; state-run banks may also be asked to join

Banikinkar Pattanayak

New Delhi: Top corporate social
responsibility spenderssuch as Re-
liance Industries, Tata Consultan-
cy Services, HDFC Bank, ONGC,
Infosys and NTPC will get priority
as the government prepares to
launch the PM’s Internship
scheme within a month, people
aware of the development told ET.

The top 500 companies to offer in-
ternships to 10 million youths un-
der the scheme could be chosen
based on their average annual
spending on CSR obligations over
three years through 2022-23, they
said.

“Industry players had given the
suggestion to choose the top 500
companies on the basis of their
CSR spending, and the govern-

At a Glance
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ment has accepted it,” one of the
sources said. “Additional criteria
arealsobeingfinalised.”

The Ministry of Corporate Af-
fairs (MCA), which is spearhead-
ing this initiative, is in talks with
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stakeholders to roll out this
scheme within a month, the sourc-
essaid.

The higher the CSR spending, the
larger could be the intake of in-
terns for companies, they said.

On an average, each company
would beexpected toaccommodate
4,000 interns a year for five years
under the scheme where the gov-
ernment will bear most of the cost.

The currentemployeestrength of
large companies would be evaluat-
ed for their absorption capacity, ET
haslearnt.

The government could ask state-
run banks, which are not formally
categorised as companies as they
arenot governed by the Companies
Act,tojointhisschemeaswell, peo-
plecited above said.

Given that the adoption of the
scheme will be voluntary, the MCA
is engaged in talks with various
stakeholders to persuade large
companies to do their bit for this
programme, they said.

“PSUs (public-sector units) will
have to play a greater role if some

private companies back out or
don’t show much interest,” one of
the sources said. “Of course, a
large number of private compa-

nies seem to be in-

= terested as of
Anewportal now,” the person
will be added.

launched to A new portal will
implement be launched to im-
thescheme plement the
where scheme. Intern-
Internship ship aspirants can
aspirantscan  apply directly to
apply directly the companies
tocompanies through this por-

tal, sources said.
Each selected intern will get a
monthly allowance of 25,000 for
oneyear, on topof aone-time aid of
26,000. The government would bear
254,000 towards monthly allow-
ance and the one-time aid - spend-

ing 260,000 for each intern. Partici-
pating companies would pay for
the training cost and 10% of the
monthly allowance (amounting to
26,000 for each candidate) from
their CSR funds.

Finance minister Nirmala Sitha-
raman, in the full budget for 2024-25
presented in July, had announced
the scheme. “They (interns) will
gainexposureforl2monthstoreal-
life business environments, varied
professions and employment op-
portunities,” she had said.

Unemployed youth aged 21 to 24
with no income-tax payee in the
family and without education in
elite institutions like the IITs and
IIMs would be among those eligible
for the scheme. The scheme is fo-
cused on youth from mainly poor
and lower middle-class house-
holds.
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Tyagi panel to suggest ways
to end city gas monopoly

The Petroleum and Natural Gas Regulatory Board has formed a
committee underformer Sebi chairman Ajay Tyagi to recommend
ways of ending monopolies enjoyed by firms engaged in both
transportation and marketing of natural gas and city gas retailing.
The panel has been asked to submitits reportinthree months. PTI



BUSINESS STANDARD, Delhi, 23.9.2024

Page No. 4, Size:(52.33)cms X (17.25)cms.

Lateral entry on hold but PSU posts still within privatereach

RUCHIKA CHITRAVANSHI
New Delhi, 22 September

Lateral entry into government has
been held over, but the Public
Enterprise Selection Board (PESB)
continues to provide a platform for
people in the private sector to get
senior posts in central public-sector
enterprises (CPSES).

Its recent advertisement for the
post of chairman and managing
director of Fertilisers and Chemicals
Travancore allows applicants from
private-sector companies with an
annual turnover of 1,500 crore or
more. But they have to meet the
other criteria to get the job.

Over the past one year, the PESB
has taken steps to expand the
talent pool from which it selects can-
didates. The Dboard allows
applicants from financial institu-
tions, autonomous bodies, and gov-
ernment banks.

Ithas standardised the qualifica-

tions required for various posts. For
instance, for the post of
director (finance) a person must be
a chartered or cost accountant, or
have a full-time MBA or a
post-graduate diploma with special-
isation in finance.

The board, in collaboration with
the Capacity  Development
Commission, had invited Larsen
and Toubro, a private-sector com-
pany, along with Bharat Petroleum
Corporation Ltd, to share their
strategies in identifying leaders early
with Maharatna firms. The idea was
topush enterprises towards building
a succession plan within their
human resource systems.

“Both companies have good
practices for managing their human
resources and succession is built
into their systems. Following this
exercise all Maharatna companies
have devised their own strategies for
identifying and investing in poten-
tial leaders early on,” a senior gov-

ernment official said. Mini-Ratna
companies too are doing a similar

exercise, according to official
sources. This means companies
have to promote their staff in a
timely manner and create special-

isations and training opportunities,
among other things.

The board interviews 12 candi-
dates for each position, allowing for
up to five internal candidates. The
remaining candidates can come

ILLUSTRATION: AJAYA MOHANTY

from CPSEs in the same or
different sectors. Additionally, two
candidates are shortlisted from
state governments or private sector
organisations.

“It has been often found that

there were not enough internal can-
didates in terms of pay scale, expo-
sure, etc. A chairman-cum-manag-
ing director should have an
assignment as director, but that is
not possible without timely promo-
tion,” the official added.

However, to deal with the issue
the board has made thelist of poten-
tial candidates more fungible and
invited a higher number of external
candidates if internal ones are not
adequate in number, thereby wide-
ning the talent pool.

“There is more transparency in
recruitment. There is clarity in gov-
ernment on getting the best for
CPSEs. If any CPSE does not agree
with our standardised processes it
can approach the Appointments
Committee of the Cabinet directly,”
the official said.

A few months ago, the board, for
future appointments, started a data-
base of candidates in whom it saw
potential but could not recruit

them. With automation, the PESB
has reduced the time it takes to sub-
mitand shortlist applications. From
60 days earlier it now takes about a
month to receive applications.

Another 10-25 days are required
for shortlisting the candidates,
which is an automated as well as a
manual process. This step is impor-
tant because only in shortlisting is
the seniority of candidates taken
into account. In the final selection,
the official said, only talent matters.

“Seniority and merit have
to be balanced,” another govern-
ment official said.

The PESB has almost cleared the
backlog due to the pandemic.
There are “unforeseen vacancies”,
which arise when a post is
left by the incumbent due to pro-
motion or transfer.

Government officials say the
only challenge now is getting
adequate applications for CPSEs in
line for disinvestment.
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Venezuelan crudeflows to
state refiners via 3rd parties

SUBHAYAN CHAKRABORTY
New Delhi, 22 September

While public sector refiners await a
sanction waiver from the United States
to purchase crude from Venezuela,
they have already begun engaging

in “second-order transactions” to 7

source it from companies that |
already hold the waiver, according
to sources at the Ministry of
Petroleum and Natural Gas.

India has refrained from directly pur-
chasing crude oil from a sanctioned
country, but it is permitted to acquire
cargoes [rom a third party.

InJuly, media reports said Reliance
Industries Limited (RIL) has scecured
an official clearance from the US
authorities Lo import oil from the South
American country.

ITowever, sources said the company
has begun to purchase Venezuelan
crude only recently, hinting that Indian
refiners were sourcing cargoes from
other global sellers.

%
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Trade department figures show
Venezuela was the 9th largest source of
crude oil for India in the first quarter
(April-June) of FY25, accounting for
$626 million of shipments.

In FY24, it was the 16th largest source
of imports, sending $802 million worth
of crude oil.

On a monthly basis, oil imports from
the country began in December 2023,
after a long pause. It hit a high of $383
million in March 2024, Tumn to Page 5)
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Only few Indian refineries can
process low-grade Venezuela oil

Public sector refiners are
banking on ONGC Videsh,
receiving a waiver from the US
Department of State and
Office of Foreign Assets
Control to receive a licence
exempting it from sanctions
and allowing it to work in
Venezuelausing the US dollar.
Theoverseas arm of domestic
state-owned exploration and
production company ONGC,
currently has $600 million
dividends from local assets
stuck in the country. OVL
acquired a 40 per cent stake
in the San Cristobal Field in
Venezuela in 2008, with its
statc-owned PDVSA holding
the remaining stake.

“Only a few refineries in
India can process the different
grades of Venezuelan crude,
which are typically heavy, vis-

cose and have a high sulphur
content. It is rarely used on a
standalone basis, and mostly
used blended,” a source said.

State-run 10CL’s Paradip
refinery in Odisha is one such
facilityy, and may have
received a few cargoes of the
oil, industry sources said.

Indian refiners are keen to
purchase Venezuelan crude
owing o the discounts, which
have been ‘significant’ given
the country’s need to gain
access 1o foreign currency.

In August 2024, the price
of Merey blend averaged
$62.15 per barrel, down $67.61
per barrel in the previous
month. The US had imposed
sanctions on Venezuela’s oil
sector in 2018, after the
Nicolas Maduro Moros regime
returned to power.
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Natural gas imports up
13% to $6 bn in Apr-Aug

ARUNIMA BHARADWA
New Delhi, September 22

INDIA'S IMPORT BILL for nat-
ural gas surged by 12.9% to
$6.1 billion during the first
five months of the current fis-
calcompared with 55.4 billion
in the same period a yearago
due to rise in consumption
particularly by the CGD com-
panies and the power sector,
datafrom the Petroleum Plan-
ning andAnalysis Cell showed.
The import bill for the
month of Auguststood at $1.2
billion against $1.1 billion in
the corresponding period of
last fiscal. The country
imported 15,064 million stan-
dard cubic meters of LNG
(liguified natural gas) during
April to August,up by 17.4%
fromthecorresponding period
of FY24 the data showed.
The growth was also sup-
ported by stabilised prices of
natural gas from the earlier
highs recorded in FY23,
enabling consumers to
buymore imported gas, as per

FINANCIAL EXPRESS
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During the period, the
country’sconsumption of nat-
ural gas increased by almost
18% to 30,003 mmscmwith
majordemand cominginfrom
the CGD, fertiliser, and the
power sector.

In 2022, the sudden out-
break of war between Russia
and Ukraine had led to a sharp
increase in prices of naturalgas
inFY23 asaresult ofwhich gas
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lostits cost competitiveness to
the alternate fuels. Accord-
ingly, naturalgas consumption
declined in FY 23.

Howewver, with range-
bound prices,analysts expect
the consumption to grow in
the medium term.

As the imports continue to
grow,the country’s production
of natural gas also registered a
marginalincreaseof2%inthe

Apr-Augperiod.
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CPSE dividends
may surpass
I60K-crin FY25

For 2nd year in a row,
BE likely to be exceeded

PRASANTA SAHU
Mew Delhi, September 22

THECENTRE'S DIVIDEND receipts
from Central Public Sector Enter-
prises (CPSEs) and other invest-
ments have amounted to approxi-
mately 21,000 crore so far in the
current financial year,representing
37%of theannual target. Based on
the strong performance of CPSEs,
dividend receipts are expected to
surpass ¥60,000 crore for the sec-
ond consecutive year in FY25,
against a budget estimate of
56,260 crore.

As against the revised budget
estimate of £50,000 crore, the div-
idends from CPSEs and residual
stakes in other firms had fetched
the Centre ¥63,749 crore in FY2 4,
the highestinany financial year.

In FY25 sofar,oil and gas com-
panies have led in dividend contri-
butions,with ¥7,504 crore, followed
by sectors such as mining, commu-
nications,and power.Indian Oilhas
been the top contributor with
¥5,091 crore, followed by Hindus-
tan Zinc, inwhich the government
holds a 29.5 4% stake, with ¥3,619
crore. Telecommunications Consul-
tants India paid ¥3 443 crore, and
Bharat Petroleum contributed
¥2.413 crore. Additional contribu-
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tions include 1,610 crore from
NTPCand 1,264 crore from Power
Grid Corporation.

The dividends from CPSEs—
excluding those from the RBI and
state-run financial institutions—
are a result of strong performances
across sectors such as petmleum,
energy, mining, and commodities.
With the oil marketing companies
(OMCs) benefiting from improved
profitability due to softer global
crude prices, CPSEdividend receipts
arelikelyto exceed ¥60,000 crore in
FY 15, sources said.

The robust dividends have not
onlybenefited the government but

also minority shareholders.
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PSUs line up to list their green
ventures on exchanges

—
Suresh P lyengar
Mumbai

Buoyed by the primary mar-
ket buoyancy, public sector
companies are gearing up to
spin off their green energy
business and list them on the
exchanges. The move will
help the green energy ven-
tures access cheaper funds
from global markets.

Some of the large PSUs
such as Coal India, ONGC,
SIVN, NHPC, Indian Oil and
NLC India have already
formed new companies for
their green energy ventures
and enjoy the tax reliefs an-
nounced by the government.

NTPC Green recently
filed papers with SEBI for a
¥10,000-crore initial public
offering as it already has a
huge solar energy asset.
Other PSU green energy ven-
tures would target to raise
similar amounts through
IPO, said sources.

SIVN plans to invest
¥12,000 crore capex in this
fiscal, mostly in renewable
projects through its subsidi-
ary SJVN Green Energy that
targets capacity of 25,000
MW by 2030 and 50,000 MW
by 2040.

State-owned Coal India
has incorporated two new
companies — CIL Navi
Karniya Urja and CIL Solar
PV — for the development of
solar photovoltaic modules.

It aims to add 5 gigawatt
(GW) of renewable energy
capacity by 2028, a year
earlier than the company had

-

CLEAN ENERGY. T

he Centre has set an ambitious target of

installed renewable energy capacity of 500 GW by 2030

envisaged. The Centre has
set an ambitious target of
having an installed renew-
able energy capacity of 500
GW by 2030. As of May 26,
2023, coalflignite CPSEs
have installed solar capacity
of about 1,656 MW and
windmills 51 MW.

ADVANTAGES
Vishnu Kant Upadhyay, AVP
of Research & Advisory, Mas-
ter Capital Services, said in-
vestors gain a variety of ad-
vantages from the spin-offs
and listing on exchanges as
usually in IPOs, there is re-
servation for investors who
own stock in their parent
company up to a specific
amount. These subsidiaries
are often seen as lower-risk
investments because they
are supported by a reputable
parent company and benefit
from the financial strength,
resources, and market ex-
pertise of their parent com-
panies, he added.

Santosh Meena, Head of
Research, Swastika Invest-

mart, said the listing of sub-
sidiaries often unlocks value
as the subsidiary can focus
solely on its specialised oper-
ations while the parent com-
pany hones in on its core
business.

As a standalone company,
the newly spun-off subsidi-
ary can raise capital through
avenues such as IPOs, debt
financing or other funding
mechanisms and free itself
from the oversight and con-
straints of a larger parent
company, he said.

Jathin Kaithavalappil, AVP
Institutional Research,
Choice Broking, said that
green energy sectors spin-
offs help these businesses
grow independently by rais-
ing capital directly from the
market through listings,
equity offerings and partner-
ships. With access to poten-
tially lower-cost financing,
the spun-off business can
scale more efficiently, bene-
fiting investors with en-
hanced long-term returns,
he added.
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PSU energy
firms to seek
producing
assets abroad

Rituraj Baruah
rituraj. baruah@livemint.com
NEW DELHI

tate-run energy compa-
S nies on the prowl for for-
eign assets will focus on
projects that are already
pumping oil and gas, or are
about to do so, two people
aware of the plans said, after
the endless wait for supplies
from countries where India
has made energy investments
in the past prompts a rethink.
Though it is far cheaper to
invest in foreign exploration
and production (E&P) projects
in their early stages, the time-
line to production is lengthy,
somethingIndia cannot afford
given its galloping energy
needs, the people said on the
condition of anonymity.
“The need for oil and gas for

TURN TO PAGE 9
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A grand GST bargain

Extend compensation cess to get states to bring petroleum products underit

ADITI NAYAR

DURING THE FIRST five years of GST, there
was a provision to compensate states for a
loss of revenue, if any, measured againsta 14
per cent growth over their “protected” rev-
enues in 2015- 16 The source of this compen-
sation given to states was a cess that the
Centrelevied and collected on thesaleof spe-
dfic goods. This compensation cess was ini-
tially levied for a five year period.
Subsequently, its levy was extended till
March 2026, toservice the loans raised dur-
ing the Covid years for providing GST com-
pensationto thestates.

During July 2017 to March 2023, the gov-
ernment transferred Rs 8.8 trillion to 28
states as GST compensation grants (Rs 6.1
trillion) and loans (Rs 2.7 trillion). Nearly
two-thirds of this total compensation was
accounted for by 10 large states —
Maharashtra, Karnataka, Gujarat, Punjab,
Tamil Nadu, Uttar Pradesh, Kerala, West
Bengal, Rajasthan and Madhya Pradesh.
Notably, the percentage of GST compensa-
tionwithineach state's revenue receipts var-
ied substantially, with a higher dependence
seeninstates suchas Punjab.

Inthe 54th GST Coundlmeeting held in
September, the governmentannounced its
decision to repay the entire GST compen-

sationloan, amountingto Rs 2.7 trillion, by
January 2026, two months prior to the ces-
sation of the compensation period in
March. As per our estimates, a surplus of
around Rs 480 billion is likely tobe left af-
terrepaymentof the badk-to-back compen-
sation loans (Ks. 2.7 trillion) as well as the
interest on theseloans(Rs 0.5 trillion). This
isslightly higher than the government's es-
timate of Rs 400 billion.

Cess, as defined in the Constitution of
India, can beimposed only fora spedfic pur-
pose and is outside the divisible pool of re-
sources between the Centre and the states.
Looking ahead, the original purpose of intro-
duction of GST compensation cess is no longer
relevant, and the cess period had been ex-
tendedlegally toensure the paymentof back-
to-backloans to thestates during 2020-21 and
2021-22, which is tobe completed soon.

In its September meeting, the GST
Council recommended the formation of a
Group of Ministers to studythe future of the
compensationcess beyond March 31, 2026,
and how the surplus balance under the GST
compensation fund would be used. If the
coundl decides tocontinue the levy the com-
pensation cess ( by whatever name it may
deem fit) on specified items beyond March

2026, the purpose for thatwould need to be
identified and a constitutional ame ndment
may also be needed.

The discontinuation of the compensation
cess (without replacement by another
tax{cess) would imply that the effective tax
rates on dement, sinandluxury gnods(such
ascigarettes, SUVs, pan masala, and tobacco
itemns) would dedine significantly, This ap-
pears somewhat unlikely as the govemment
would want to tax these goods at high rates
todiscourage their consumption, suggesting
thatthe "compensation” cess to continue, al-
beit inanotherform and with another name.

One optionis forthe compensation cess
to be revamped into a new cess, for exam-
ple,agreencess. The proceeds of this can be
used to finance green infra projects and the
energy transition requirements given that
the government's contribution and inter-
ventions will be aritical for transitionin key
sectors in order to achieve India's climate
goalsby 2030.

The council would need to consider the
proportion in which such a cess would be
shared between theCentre and the state gov-
ernments tehelp them meet theirtransition
commitments. Additionally, the horizontal
devolution amongst the states would need

to be considered. In our view, the finance
commissiondevolution formula may not be
ap propriate for sharing such acess.

So far, petroleum, oils, and lubricants
(POL) products remain outside the GSTnet.
One rationale for bringing them within the
ambit of GST is to enable businesses to
claim input tax credit on the same, which
waould help reduce costs and make them
more competitive,

Further, given the varied tax rates across
states, the retail selling prices of items such
as petrol and diesel differ substantiallyinvar-
ious parts of the country. This flexibility in
taxation on POL products enjoyed by the
states afford s them a lingering modicum of
fiscal autonomy, which the transition to GST
had whittled away. Bringing POL products
under the GSTwill certainly further com-
press the states’ autonomy.

To convince the states to bring POL
products under the GST regime, a grand
bargain would be needed. Perhaps, the cess
proceeds could be used for compensating
the state govemments for losses, if any, due
to this transition.

The writeris chiefeconomist,
hend — Research & Outreach, ICRA
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