(4) the sum apportioned to property other thao jimmovable

property be distributed among the States in propartion to
their population. The percentage share of cach State will

be as followss -~

Srate, Percentage
Andhrce Pradesh, . 8-76
Assam - . . 2-5%

- Bihar - . . 10°56

Bombay . 1352
Kerala 1-78
Madhrya Pradesh T oan
Madras . %40
Mysore . 5743
Qrissa . 4+10
Punjat 4-52
Rajasthan 4747
Uttar Pradesh 1771
West Rengal 737
Jammu & Kashmir 124

138. We als» recommend that the principles of distribution sug-
gested above lake effect from the finaneial year 1957-58. In respect
of the preceding period, their application will be difficult owing to
reorganisation of the States and will require laborious calculations.
As the total amount involved is not considerable, we recommend
that the distribution already made be legally ratified.

XIV. Union Loans to States

139. The next question to be considered is the modification, if any,
in the rates of interest and the terms of repayment of the loans made
to the varicus States by the Government of India between -15th
August 1947 and 31st March 1956. '

140. In recent years there has been a phenomenal growth in the
number and smount of the loars given by the Government of India
to the States. Om 15th August 1847, the total debt of the Provincial
Governments to the Centre was only Rs. 43-97 crores. Between that
date and 3lst March 1951, the number of loans had risen by about
220 and the cutstanding amount had gone up to Rs. 195-41 crores.
During the.period of the first five year plan, namely. from ist April
1951 4o 3ist March 1956, the number of ouistanding loans rose by
abott 257G, ithe total outstanding debt on  the laiter dale heing
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have been provisionally distributed among the States in the same

ratio as the States’ share of the divisible pool of income tax.

135. A variety of suggestions were made by the States in regard
to the principles of distribution. Andhra Pradesh, Bihar, XKerala,
Punjab and Uttar Pradesh proposed population as a suitable basis.
Mysore suggested that 90 per cent should be allocated on the basis
of population and 10 per cent on the basis of collection; Madhya
Pradesh, half by population and half in proportion to the population
of scheduled castes and scheduled tribes; and Orissa, 20 per cent on
the basis of area and the balance on the basis of population with a
weightage for scheduled castes, scheduled tribes and hackward
classes. Assam wanted the portion aitributable to immovable pro-
perly to be distributed by location and the balance on the principies
adopted for the distribution of income tax, while Madras favoured
distribution in the same proportion as income tax. West Bengal was
for distribution on the basis of attiributability and Bombay, on the
basis of collection. Rajasthan proposed that 80 per cent should be
distributed on the basis of population and 10 per cent on the basis
of backwardness and revenue needs, the balance of 10 per cent being
reserved for border States. Jammu and Kashmir wanted the distri-
bution to be half on the basis of population and half on the basis of
area.

136. Estate duty being a tax on property, the basis of location
would be the most appropriate principle of distribution. It is, how-
ever, not possible to apply this principle in the case of the part relat-
ing {0 movable property, which may be included in an estate, and in
respect of it some general principle of distribution such as population
is jnescapable.

137. We, therefore, recommend: —

(1) t at out of the net proceeds of the duty in any financial
vear, a sum equal to one per cent be retained by the
Union as preceeds attributable to Unlon territories;

(7) the ba'snce be apporticredii, i oer irrmovable property
and ¢f or properly in the roiic o ihe eross valie ot al’
such properties brought into asses:meq’ | L

(" the sum thus apport-oned to immovable property be distri-
buted among the States in proportion to the gross value of
the smmove . reperty located in each State;



These loans have been mase for a

approximately Rs. 560 crores.
lernent the plan.  The wiounts

varicty of purposes, but iargely to imp
of individual loans have ranged from small sums i Crores of rupees.
The rates of interest have varied frora 1 to 5 per cent, S0me of the
joans being free ol interest. Except where a concossional ratc has
been given, the rates have generally been determined with reference
{n the redempilon yield of Central loans w'th 2 remaining maturity
ap,ooximating to the poriod for which the loans are g veri A num-
i of losns nre due to be repaid in equated annua instalments,
includ'ng both principai and interest. Others are repayable in
perieds ranging {rom 1 to 40 years.

141, Though the majority of the loans have been sanctioned from
the Consolidated Fund of India, some have been given from the
Special Development Fund bailt out of moneys made availabic
through foreign assistance, such as the counterpart funds from the
‘wheat loan provided by the United States of Armerica and the
resources received under the Colombe Plan and frem the United
Slates International Co-operation Administration.

142, The large number of loans given and the wide variation: iu
the rates of interest and the terms of repayment have introduced an
avoidable complication in the financial relations between the TInion
and the Stlates. It will simplify matters and save a great deal of
labour end sceounting, if these loans are consolidaled and the rates

of i.terert and the terms of repayment raticnalised.

142 Vo should like to deal first with two types of loans, which
e iy mot propose to include in our scheme of consolidation and to
w-b b corisin special considerations apply, namely, loans given for
e iution of displaced persons and ‘nterest-free loans.

Pha i

T

. {erms on which loans have been given to the States for
Yiiniiom ol displaced persons have caused a great deal of

Thess loans fall into iwo categories, namely, those sanc-
T ‘s 15t January 1950 and those sanctioned subscquently.
« senerd to the Tormes ¢& <ty the States have to bear initially anc
oo provisional besis bty per ceni of the shorttall - the actuat

~¢ ¢cf princinal o1 4 interest in any year. as 0i0pa.ec A0

prts owoial o O LE ToeGcEl L, thie BiE .. alt tititle
o om o7 osar . o« sional basis fiftv per cent of the excess
RS v Trhese losses and gaing are intended iuv be

~ - vt which may be due from the State

&l
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governnents, when the final ettlement takes place. In respec
loans grasted afier 1st anuary .930, the Government of India h
agreed to hear 1 ! sizh losses on account of principal or acer
interest us may ~ris» on account of default by the parties or ing
dudls frem whom they are due: but the State Governments h
been asked, for the time being, to pay to the Union, in Zdditior
the amounts colle.ted from the displaced persons, ten per cent of
deficiency in collection, and have been allowed to retain ten per ¢
of the excess ccliection, if any.

145. All the States, to which these rehabilitation loans have b
given, contended that the distinction between these two catego
was unfair and untenable, They argued that these loans were ;
In a real sense, for State purposes, that the policy in respect of tk
loans was laid down by the Union and that the State Governme
administered them merely as agents of the Union. They, theref
urged that they should not be put to any loss on this account
that their sole obligation with respect to these loans should be to A
to the Union whatever they were able to collect by way of inte;
and prineipal. '

146. This request of the States is reasonable and we ree- Sime
that, with effect from 1st April 1957, the States should pay to
Union only the amounts of principal and interest they collect
account of these loans, including the arrears outstanding on that d
We do not apprehend that this wiil lead to any relaxation in
efforts of the State GGovernments to recover these loans; we are co
dent that they realise their responsibilities in this matter.

147. About 335 loans of the total value of approximately Re
crores have been given free of interest, - They were mostly for
construction of educational™ EuildﬁfgsT assistance to handloom .
cottage industries, industrial and other housing, etc. In many ca
these loans have been passed on by the State Governments to I
bodies, universities or other agencies on the same terms and
connected transactions cannot now be re-opened. We do not, the
fore, recommend any modifications 1n the terms of repayment of tk
loans. .

148. We should in this connection like to place on record our v
that the policy of giving loans interest-free or at concessional r:
of interest is open to objection. First, such a concession convey
wrong impression regarding the interest burden which has to



met.  Sccondly, concessions of this kind are not subject to Parlia-

wmentary control as no funds are voted to cover them. We think that
il a scheme has to be suhsidised, the suosidy should be given directiy
and not through raduciion in the interest charged, The revenue
rudgets should show tac ociaal wnterest burden and any assistance
sought to be given througl concessional rales of intercst should take

the form of g dircet subsidy.

149 We shall now dez] with ceriain general issues raised by the
Sinte Governments. The Bombay Government contended thzt the
average rates of inferest charged on the loans had been eppreciabiy
in cucoss of the average cost of the Centre's own borrowings. This
view waos also advanscd hy West Bengal. Madras, Uttar Pradesh and
Assam. Thess States argued ithat, in fixing the rates of inferest. the
Union Government should take into account forelgn assistance receiv-
ed as grants or as loans at concessional rates of interest and the re-
sources raised by deficit fineneing. Some State governments com-
plained thot even though particular development projects in their
States were being financed hy grants from foreign governments, the
capital sums advanced were treated as normal interest-bearing loans.
Many of them suggested that the loans they had taken for unproduc
tive or semi-productive purposes should he written off or should

brar nominal or reduced rares of interest.

150. Certain specific matiers were raised by some States. Madras
reguested that the wavs and meons advance cutstanding against it
should be converted into an interest-free loan till 158 and should
hear a concessional rate thereafter. Punjab asked for conversion
into gran's of grow more food loans and also part of the loan taken
for the construction of {he capital at Chandigarh. Rajasthan asked for
the conversion into a grant of the loan sanctioned to assist its ways
and means position on the abelition of internail customs duties with
cfcri frem 1st April 1033, Vest Zengal renewed its request that
{t1e loan which was granted to wipe out the ways and means
: il winen b had started after partitien, might be written
and Kastunir wanted that the losns sanctioned to the
feopeadines the Sodication of food subsidy payments should be

tfrec.

mrae interes

310We hnve glrecdy farteated cur obn ootior fo the grant of un
rect subeidy by vav of concessional interest. At the same time,
‘¢ tiini that the Uniea sheuld not deal vrith the States as if it were
- conmercial banker. The Union and the States are partners ip the
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v enferprise * «, onal developm 0 o yhile there i3 no reason

cv b Union & oculd lend to the States  oss then te true cost of

ving, there is 16+ ¢ s either for charging more than,

the oo cost. Imocaleulating s . ¢osn, ali factors which affect the
cost of horrowing ™ 413 pe take « .. - eansideation.

164 We are ro - <ing any -~ rdaiions regarding the
reunests made to us fer the i g v. certain 1hars as they are
oucsiae our terms of reference. _.weover, it wouta ve inequitable
to consider -~ . & elaims on - al. of Individyi.]l States except as part

of o general plan of debt readjustment for wi.ich Jhe i..ne is perhaps
oL yet ripe.

"33 In our view, there is no justification for the claim that the
sraount of foreign assistance for any sch-ines should be passed on
witully to the States in which the scheme financed by such assistance
are located. Foreign assistance accrues to the country as a whole
and it will not be fair to pass on the benefits to particular States
jasi noecause the schemes financed by such assistance happen to be
lova.ed therein. There js a case, however, for taking such foreign
sssisiance into account in determining the overall rate of interest to
be: charged from the States and we have done so.

154. Similarly, we do not admit the claim that resources provided
by deficit financing should be made available free to interest to the
States. Deficit financing goes to increase the resources of the Union
as a whole and, is not earmarked for specific purposes. It is reflected
in the issue of treasury bills"on which interest has to be paid to the
Reserve Bank.' It is true that the bulk of this interest returns to the
Union as part of the surplus profits of the Bank. In makirig our esti-
" mates of the resources available from the Union for devolution to the
States, we have taken this factor into account. Moreover, we are
concerned only with lcans given between 15th August 1947 and 31st
March 1956 and during this period the amount of deficit financing
was not significant.

155. Some States pointed out the difficulties caused by the systemr
of equated payments of principal and interest.’ Though this system
may be suitable when there is scope for the repayment of the princi-
. pal from revenue, it seems to us meaningless now in the context of
the maximum utilisation of revenue for current development
expenditure and the steady increase in the cutstanding debt of the
States to the Union.



A g the ©oting and rationalis-
i the doans oher n s aliteresi-{ree losas and the
10ans sor rehabilitation of displaced persoins.

7. We have estirnated the average cost to the Government of
India of all its borrowings, including treasury bills and small savings,
during ‘e period from 15tk August 1947 to 31st March 1956. In the
light of this wsiimate and taking all relevant factors into account, we
have cuine to the conclusion hat the reasonable rate to be charged

to the States by the Union should be 3 per cent and this rate should
apply & all loans, irrespective of the period of maturity.

15¢. We consider that ali loans, which bear a rate of interest of 3
per cent or more, should be consolidated for each State at 3 per cent.
For purposes of repayment they should be split up into two cate-
gories. The loans due to ke repaid within a period of twenty years
from 15t April 1957 should be ronsolidated into one single loan repay-
able at the end of fifieen years; the rest, i, those repayable after
twenty years from that date shou!d be consolidated intc another
single loan repavable at the end of thirty years.

159, We wish, however, fo make an exception regarding loans
carrying rates of interest below 3 per cent. They have been made
generally for unproductive or semi-productive purposes such as the
developriient ot cottage indusirles and minor irrigation. I our
opinwon, these loans should be consolidated at an average rate of 23
per cent, which we expect will enable the Gavernment of india to
recover from the States the samie amount as at present on account
of these loans. For the purpose of repayment, these loans should be
split up intn twa categories in the sirne manner as the loans referred
to in the previcus paragrapl.

160 Yo sum up, we recomrmerd that the outstanding balances on
31st March 1957 of 2ll loans by Jw Government of India to State
Governments made between 15th August 1947 and 31st Mareh 1956,
exctuding the foans given for rebabditation of displaced persons snd
interesi-free lcarns, Le consolidswd, for each State, as follows;--

-

the baiznees of all loans carrying interest at 3 per cent or
moce per anmim and repavable on or after 1st Aprii 1977,
be consolidated into one  single loan at 3 per cent per
annum repayable on st Mareh 1997

{1

o

S0 the balances of al loans marrying oierest at 3 per cent or

more per aroumn and repayable o or hefore 2ot AFawaL
P
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1977, be consolidated into one single loan at 3 per cent per
anhum repayable on 31st March 1972;

(iii) the balances of all loans carrying interest at less than 3
per cent per annum and repayable on or after 1st April
1977, be consolidated into one single loan at 23 per cent per
annum repayable on 31st March 1987; and

(iv) the balances of all loans carrying interest at less than 3
per cent per annum and repayable on or before 31st March
1977, be consolidated into one single loan at 2} per cent per
annum repayable on 31lst March 1972,

161. We expect that the scheme of consolidation recommended
above will result in a reduction in interest charges of about Rs. &
crores per annum for all the Stiates together.

162. As a result of this consolidation, besides the rehabilitation and
interest-free loans, there will be only four loans due from each State
to the Union in respect of the loans taken during the period 15th
August 1947 to 31st March 1956. We fecl that the implementation
of this scheme will bring about a great deal of order and simplicity

in this field. .

163. In our plan of consolidation, we have included the loans given
to the States from the Special Development Fund. We understand
that, in respect of some of these loans, there is an obligation to make
the amounts repaid availahe as a revolving fund for further lending.
We do not think that this would justify the exclusion of these loans
from our scheme. The Government of India will, no doubt, consider
whether the amounts which are now creditable fo this fund on renay-
ment of the loans should be provided from their own rescurces.

164. Our recommendations apply only to the loans given belween
15th August 1947 and 31st March 1856. We suggest, however, that
the basic feature of our scheme may ke considered for adopticn for
future years also. This will mean that each State will get oniv

— Ak
ot & rote of

loans a year, i.e., one mediumw-torm and cne long-term, ol &

year. In that case, we would suggest that no regular loong, but o'
wavs and means advances, L : sanctioned in the cours: of a fimarcic?
year, the amount being regulated with reference to the purposs
which fhe loans are to be given. After the close «of the verr.
total of such advances may be converted inte two loans. & v zdiuwn-
term loan and a long-terr loan, carrving intorest at the rate ca.culal-
2d as suggested earlier in “hic Seclon.




