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183 T4 now rernains oF <3 1o fedd
interest which arce-e in the course of cur work

154, In our study of the -xpenditure n recent years of  Stale
Governments, we -wera struck by the disiocation  coused %o the
finances of many of them by unforeseen e¢xpenditure on natural
calamities like famine, droughts and floods and we were impressed
with the need for raaking some regulur provision to meet this tvpe
of expenditure. In our estimate of ihe corumitted exvenditure of
the States, we have included a margin for enabling them fo set apart
annualiy frem therr revenus sizeable sums to be accumulated i a
fund for meeting expenditure on natural calamuties. The annual
amounts, based roughly on the average annual expenditure over the
last decade, which we heve ailowed for the individual Slares. are:

Arnourtt
State {Rupces
m lakhs)
Andhra Pradesh . . . . . g
Assam . . . . . . FE
Bikar . . . . . . Vi
Bombay . . . . . . 40
Kerala . . . . . . . 10
Madhya Pradesh . . . . . . 15
Madras . . . B . . . 30
Mysore . . . . . . . 50
Orissa . . . . . . . 50
Punjab . . . . . . . 4
Rajasthan ‘ . . . . 40
Iitrar Pradesh . . . . . 50
West Bengai . . . . . . 450
Jammu and Kashmir . . . . . TO
Total 615

We suggest that the State Governments be invited to set up separate
funds and transfer these amounts every year tc such funds. If any
State has an existing fund. its scope should, where necessary, he
widened to cover all natural calamities. The balances of the funds
jshould be invested in readily marketable Government securities so
fthat they may be aveilable when needed, without the States having,
gexcept in very abmormal circumstances, to curtail their other expen-
iture or approach the Union for assistance. We trust that the State
Governments will welcome this suggestion and take appropriate
action to implement it
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give, as nearly as possible, an allocation of passenger travel in terms
of passenger earnings. The distribution of the tax in the ratio of
the earnings thus allocated will give to each State a share that will
approximate closely to the actual passenger travel in it,

180. We have next to decide whether the distribution each year
should be made on the allocation of the earnings of that year. We
feel that this will be a cumbrous and inconvenient arrangement. It
is desirable that the States should know in advance the shares of
revenue they are entitled to get. It is reasonable to work out the
States’ shares on the basis of the average of recent earnings and
express these shares as fixed percentages applicable for five years
from 19857-38. In order to even out fluctuations, we have taken the
figures of passenger earnings (exclusive of earnings of suburban
services) for the last three years (ending March 1956), for which
actuals are available and have worked out the shares of the States
on the basis explained above. These come to:

State Percentage
Andhra Pradesh . . . . 8-86
Assam . . . . . . 2-7K
Bihar . . . . . . 9-39
Bombay . . . . . . 1628
Kerala . . . . . . 1-81
Madhya Pradesh . . . 831
Madras . - . . . 6-46
Mysore . . . . . . 4-45
Qrissa . . . . . . 1-78
Punjab . . . . - 8-11

" Rajasthan . . . . . . - Gy
Uttar Pradesh . e . . 18-46
West Bengal . . . . . 631

181. We recommend that the net proceeds of the tax be distribut-
ed in accordance with these percentages after deducting one quarter
per cent for proceeds attributable to Union territories.

182. While this recommendatiop may hold good for the period of
five years ending 3lst March 1962, we suggest thai steps be taken
to investigate if the railways could not, withou: undue iabur or
-expense, maintain state-wis2 statistics ot route mucage, trafiic and
earnings to facilitate the consideration of alternative methods of
distributicn. ' '

417 A of F—6



185. 1n May 1357, the Governmint of India drew oLf aiteniion Lo

iGn Wi . revision ol the
ihoir scheme of assistance 10 connection with the rm_.lsu?d;;d “
salaries of the low-paid employees in State services, embo !

. A Fo 3 » N
their cemmunication te the g{'&té Gﬁ\fpmmt’ﬂh dﬂIﬁd ih{. -'Oih
February 1957, repruoduced in Appendix XL Usnder tlius scheme, the
Centre offered to meet two-thirds of the exira expenditure necessary
{o bring the total emoluments to Rs. 60 per mensem and one third of
the extira expenditure On account of the increase in emoluments
beyond Rs. 60 per mensem and upto Rs. 100 per mengem. The assist-
ance was subject to the further condifions that in any individual case
the amount of increase should not exceed Rs. 12 per mernsen, and
that the revision should not have the cffect of increasing the State
scales of puy beyond the corresponding Central scales in any case
and should not apply to industrial or other establishments for which
scales of pay are normally fixed at market rates. This offer was
for a period of iour years from 1st April 1957, but was subject to
reconsideration in the light of our recommendations.

186. We considered whether we could make any provision in our
scheme of devolution for the expenditure involved in thig revisiou
The quantum of expenditure will depend both on the exier 10
which a State may take advantage of the scheme and 210 Wie e
when the revision may be given effect to. There is no reason to
assume that all the States will take full advantage of the scheme o
enforce it from 1st April 1857. We are, therefore, unable to make
any prd’vision for this additional expenditure in our scheme of devo-
lution except to the extent to which revisions of pay had already
been sanctioned and brought into force in any State betore 20th
February 1957, the date of issue of the Central Government orders
Since the cost of such revisions has been included in our estimates
of expenditure, the Central Government need not render any assist-
ance in respect of them for any period after Ist Aypril 1957. Rega-d-
ing revisions sanctioned or brought into effect after the issue of the
Ceniral Government orders in February 1957 the States will not he
in a position to meet their share of expenditure, It will be for the
Central Government to decide the extent to which they should assist
the States to meet the ~n<t of such revisiors

187. Qur attention wu  treguently draw - i o

, . L i) s
the standards.of maimnters .o of public .= 2 .
Jack of funds. This was specially stressed 1w zeipect »i Oais 4
realise that this is largely a matter for the State Tovernments v o

have te use their revenues to the best advaniage. But we should
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like to sound a note of warning. It is, in the long run, wasteful to
allow public assets o deteriorate for went of proper maintenance.
In the case of roads, this will be particularly unfortunate in the
larger economic interest of the country. Proper communications are
essential for economic development, of the country and roads,
often built at considerable cost, should nct be allowed to deteriorate
by lowering the standards of maintenancz. We earnestly hope that
in utilising the additional funds that may now be made available,
the State Governments will bear this in mind.

188. We noticed that in some States administrative reorganisa-
tion, such as reorganisation of the police, was being undertaken.
While we do not wish to express any opinion on the necessity for
such reorganisation, we should like to urge the need for caution.
With practically all the available rescurces earmarked for the plan
or for meeting committed expenditure, administrative reorganisa-
tion invelving increase in non-development expenditure should not
be undertaken unless it is inescdpable. Even then, it should be
phased over as long a period as possible. T

it Ze i

189. In formulating the second flve year plan and assessing the
‘resources available for it, the existing revenues of the States and
" the proceeds of future taxation had been fully taken into account,

\/ leaving the States without any margin for further commitments.

/

I

Many State Governments complained that. in spite of this, additional
burdens were frequently placed upon them by Central policies.
They mentioned, in this connection, two matters to which we would
like to draw the attention of the Central Government.

190. The first relates to the system of matching grants. ‘During
the first five year plan period a number 5f schemes involving such
grants were sanctioned and subsequently incorporated in the plan.
A large number of such schemes have also been included in the
second five year plan. The State Governments were unable to
meet their share of the expenditure on these schemes as all their
resources had already been committed for their inescapable expen-
diture for the implementation of the plan. Their difficulty was

. greater in the case of schemes outside the plan. In either case, they

found it impracticable to reject the schemes on the ground of want

@€ Tegources because of the understandable public criticism that they

not taking advantage of these schemes, desirabie :n themselves

 wwend havmg the added attraction of a Central subsidy. In the result,

most of them accepted the schemes and ran into revenue deficits.



191. There is considerable force in this complaint. So far as the
second five year plan 1s concerned, we have sought to meet it by
taking into account in our scheme the requirements of the States for
the plan as a whole including SCHETes 1V
so that the States will have resources to meet their share of the
expenditure. But we suggest that, for the future, no scheme outside
the plan should be formulated on a matching basis. Except to a
small marginal extent or when the scheme itself is related to the
raising of a specific additional item of fresh revenue such as by
the levy of a special tax or €ess, there is, in our opinion, no room in
present circumstances for matching grants. We think it unwise 1o
encourage States to run into revenue deficits by accepting such
gschemes as all their revenue resources have, as already explained,
been fully committed. Matching grants may be useful in ordinary
circumstances as providing a stimulus to State action in particular
spheres of activity, usually in the field of social services, in which
the Centre desires to secure country-wide development in the
national interest. They have no place when the country has an
integrated and csmprehensi've plan which lays down priorities for
the development of all social services. The system of matching
grants on any basis aniform for all the States is also noi equitable
it operates in favour of the richer and against the poorer States, as
the former are in a more favourable position to take advantage of
such grants. In the present Union-State set-up, the States depend
for a substantial portion of their revenue on shares of Central taxés
and on grants-in-aid. When the States have taxed themselves to a
reasonable extent. the balance of the revenue to enable the States
to meet their expenditure has to come from Central devolution.
There is no method by which the States’ share of the expenditure
on schemes based on matching grants could be set off against
reventie derived from their own sources, as distinguished from the
revenue they receive from the Union by way of shared taxes and
grants-in-aid. When the revenue budget is balanced by Central
devolution, the States’ share may come out of such devolution. If
this happens, the whole purpose of matching is lost. For these
reasons, we feel that schemes involving matching grants are nof
suitable in present conditions

192. The second rnatter mentioned by 3. R
instructions issued from time to time by Central Ministries suggest-
;g to State Governments the adoption of measu-es which resulted in
ihe reduction of their revenues such as the reduction of sales taxes

Suvlving Tatching grabts,_

*
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on particular commodities or in their incurring additional ex-'
penditure such as on the consolidation of holdings. Except - when
the amounts involved were inconsiderable, these placed a further
~ strain on the States’ resources and often led to their running into
deficits. There is force in this complaint also.

.

193. Some State Governments complained that plan  schemes
involving Central assistance and included after discussion between
them and the Planning Commission were again subjected to detailed
examination by the Planning Commission and Ministries of the
Government of India after they had been elaborated and scrutinised
at the State level and that this frequently resulted in delays in their
execution. We suggest that this matter be looked into by the Union
Government in consultation with the Planning Commission. It is
worth considering whether once a scheme has been accepted in
broad detail and provision made’ for it in the plan, further scerutiny
and sanction should not be left to the State Governments, subject
to a financial ceiling for each scheme.

s

194, We experienced some difficulty in our study of the revenue
and expenditure of the State Governments arising out of the exist-
ing accounting arrangements. In certain matters, the accounting
- procedure in the States is not uniform. For example, the procedure
for the accounting of payments of compensation to local bodies
varies from State to State. Similarly, there is no uniformity in the
exhibition of transactions relating to industries. In certain States,
receipts are taken gross and in others net, ie., after deduction of
working expenses and depreciation. In suvme Stiates, transactions
connected with the purchase and sale of fertilisers are shown under
the head “Agriculture” and in others under the head “Co-operation”.
I many States, plan expenditure is inextricably inter-mixed with
normal expenditure so that it is not easv to derive the latter from
the accounts. It is desirable to have one uniform accounting pro-
cedure for all the States and to exhibit the plan expenditure sepa-
ratély. We suggest that this matter may be examined in consultation

. with the Comptroller and Auditor General.

_ 195, We were greatly handicapped in our work by the absence

of reliable statistics, particularly those relating to consumption. The
last Finance Commission had recommended that steps should be -
taken to compile staiistics of consumption of the more important
commodities subject to Union excise but actually very little has been
~ done in this direction. We understand that the Central Board of



Revenue, which is mainly concerned with ihe collection ot revenue
at the poini of production, is not in a pesitiot i maintain statistics
of consumption. If this is correct, we suggest that other arrange-
ments e made throigh agencies like the National Sample Sucvey
for the collection of these statisties. H the crdinary rounds of the
National Samiple Survey are not adeguate, speclal enguiries may
be instituled for this purpose, preferably with a sample design based
on muliiple stratification according to vegional variations in con-
sumption as well as variations between rural and urban areas. We
also noticed that reliable figures of collection of sales taxes on indi-
vidual commodities were not available in many States. We suggest
that State Governments should be inviied to talie necessary steps to
have this information coliected in future. The importance of having
reliable siatistics of consumption and of collection of sales lax by
commodities has now beerr underlined by the proposal to levy an
additional excise duty on certain commodities in replacement of salus
iaxes on themn. We trust that urgént atlention will be paid to both
these matters

196. Dur predecessors had recommended the establishment of a
cell in the President’s Secretariat to collect and maintain up to date
data likely to be of use for future Comrnissions. We undarstand that
this was tried and found unsuilable and that, following the recom-
mendation of the Taxation Enqguiryv Commission, this cell has since
been merged in ihe Finance Ministry. We, however, consider it
essential that a nucleus staff with experience of the work of the
¥inance Cormmission should be retained within the Finance Ministry
and made available 1o future Commissions. We also suggest that
arrangements be made by the Finance Ministry for the necessary
statistical and other research work likely to be of assistance to them.

187. Finally, we would like to draw attention to cettain constiiu-
tional implications of the changing pattern of financial relations
hetween the Union and the States. Among the shared taxes, income-
tax is losing its dominant position. The amount of cxcise revenue
given to the States by the first Finance Commission was about one-
third of the amount devolved through share of income tax. Accord-
ing to our recommendations, the proportion will rise tr nearly one-
half and it seems inevitable that it will continue o rige still . otk
The change is even more siriking in respect of gran-s. 'Ly rants
given under article 282 are already greater than the grants-in-aid of
revenues given under articie 275 (1). According to our recoinmenda-
tions, the latfer will amount to Rs. 180 crores as against Rs. 275
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crores likely to be received by the States under article 282 With
the levy of estate duiy and tax on railway passenger fares, article
269 is emerging as ar important source ¢f revenue to the States.
Earlier in Section IIT we have pointed out shai the scope of the work
of the Finance Commission in assessing the needs of the States has
become restricted as a result of the setting up of the Planning Com-
mission. For all these reasons, it is for consideration whether the
time is not ripe for a review of the constitutional provisions dealing
with the financial relations between the Union and the States.

XVIil. Recommendations

*
198. Our recommendations to the President are set out below:—

I. Under article 270 of the Constitut:on—

(a) the percentage of the net proceeds in any financial
year of taxes on income other than agriculiural in-
.come, except in so far as vhose proceeds represent
proceeds attributable to Union territories or to taxes
payable w respect of Union emoluments, to be assign-
ed to the States be 60 (sixty):

(b) the percentage of the net proceeds of taxes on income
which shall be deemed to represent proceeds attribut-
able to Union territories be 1 (one); and

(c) the percentage of the net proceeds assigned to the
+ States be distributed among those States as follows:—

State ‘ Percentage
Andhra Pradesh . . . . . g-xz
Assam . . . . . . . 244
Bihar . . . . . . . 9-04.
Bombay . . . . . . . 1597
Kerala . . . . . . . 364
Madhya Pradesh . . . . . 672
Madras . . . . . . . 340
Mysore . ‘ e . . . 514
Qrissa B . . . . B 3°73
Punjab . . . . N . . 424
Rajasthan . . . . . . . 409
Uttar Pradesh . . e . . 16+36
West Bengal . . . . . . . 10°08.

Jemmu and Kashmir . . . . 1413



