APPENDIX 1

(Ree purageaph 2}
{*ORRESPONDENCE WITH [FNION AND STATE (GOVERNMENTS ann o,
Accountante (1kneral AND COMPTROLLERS, AND FRESS NOTE
ISSTER PY THE COMMISSION.

{1) Letter No¢ O8]3-185-152/56, dated the 20tk Apral 1956 from
Shri M. V Rungachari, Officer on Special Duly, Ministry  of
Fingnee, to the Finance Secretaries, all Part A and Part B Stotes.

As you know, » new Finance Comroission is belng constituted and
will be taking office nu the 1t June 1956 Az on the fast occasion we
fecl that it will be an advantage i, w anticipation of the formal
constitution of the Commission, we gave you some idea of the data
which the Commission are likely to reguire in connection with their
work. I am writing this leiter after infermal copsultation with the
Chairman-designate and other Members of the Commissien. It is
pot comprehensive and 1s only the first  reguest for  information
Further requests will follow as the Commission's work develops.

9 This letter deals primarily with three matters on which the
Commission will, in any case, have to make recommendation to the
Fresident, viz., the allocation of income tax and other divisible taxes,
the amounts to be paid as grants-in-aid under article 273 of the
Constitution, the determination of the States in need of assisfance
and the grants-in-aid to be paid to them under article 275. There
may be other matters which the President mov vefer to the Com-
mission. The State Governments will be addressed in due course for
any material, which the Commission inay requoire to deai with these
specific issues, after they have recetved the format reference from

the President.
3 As regards frhe allocation and distripution of income tax, the

Commission will take inbe account the considerations which have
influenced past settlzmeiits. {t is, therefore, nel neressary in such

representations #As e Siate overumeats mos wist Lo ruake to go
into the past histovy in any great defal b HERTVRY e SR 15 O

Commission if paet swale  mends G - se wnian. RIS 113) S TR AR 1Y
putting forwarg s case for ine woedlticateas, o« o, ruggested in che

present basis
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4. At present three excise duties, viz., those on matches, tobacco
and vegetable products, are divided between the Centre and the
States. The Commission would welcome any comments the State
Governments may have on the existing division and any suggestions
in regard to the future allocation of these or other excise duties,

5. Grants-in-aid under article 273 of the Constitution concern only
the States of Assam, Bihar, Orissa and West Bengal. The Govern-
ments of these States would, doubtless, indicate whether they consi-
der any modification necessary in the amounts of the grants as they
now stand prescribed and explain their case for the suggested
change. : ]

6. For determining the States in need of assistance and grants-in-
aid to be paid to them under the substantive portion of article 275 (1),
the Commission would require from all States a forecast year by
year of the estimated revenue and expenditure for the five years
ending 1961-62. This forecast may be prepared in the form appended
to this letter. A number of notes indicating the basis on which the
forecast should be prepared and further details which the Com-
mission are likely to require have been given in this form for guid-
ance.

7. The forecast mentioned in the previous paragraph may be pre-
pared for the State as it is at present. constituted. Some of these
States will be affected by the impending reorganisation. These
States should send a subsidiary statement showing the effect on the
revenue and expenditure of the transfer of any area from that State
to other States, separately for each area going inio another State.
Thus Bombay will have four subsidiary statements, Hyderabad three,
Madhya Pradesh and Madras two each and Travancore-Cochin one,
The adjustments between the States due to these transfers will be
carried out in the Commission’s office here. We shall also make
adjustmentis for any Centrally adimnistered area and Part C State
merging in the new States by reorganisation. For the purpose of
these statements, it may be assumed that the reorganisation will take
place on the lines proposed in the States Reorganisation Bill as intro.
duced in Parliament. The figures may be subsequently readjusted
in the light of such changes as Parliament may make in the Bill.

8. I shall be grateful if the memorandum and the statements asked
for in this letter are sent to the Secretary to the Commission by the
ist of July 1956 with 7 spare copies.

4. If there is any point on which you require clarification or fur=
s Tecbmndianme 1A wan kindlv write to me?
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(e} any amount included for anticipated improvements in revenue or any allowance

mad; for the abandonrent of any existing source of State revenue or the re-
duction in the yield should be explained in derail in supplementary notes,
indicating the amounts involved 0 euch year.

4. A statement showing the recommendations of the Taxaticn Erquirty Com-
mission which have been 1mplemer1ged, the resulting increase in revenue, and the estimai-
ed additional revenue if the remaining recommendations are implemented, should be
gttached.

5. In the expenditure estimates—

() no allowance should be made for fresh expenditure o development bur esti-
mates of such expenditure should be given in brackets below each major head

for each year ;

{(b) if they include any special item of expenditure, this should be indicated in
explanatory _notes ;

(¢} provision should be included -or recurring’expenditure on completed schemes
in the first five year plan, which would not form part of the provision for the
second plan. A rough indication of this increased recurring expenditure
included in the forecast may be given year by year ; and

(d) provision should be incdluded for the normal growth of expenditure,

7. A subsidiary statement should be attached showing the revenue and expenditure
of any area, which would be transferred from Lhencxi.stmg $tate 1o & new State in accor~
dance with the provisions of the Srates Reorganisation Bill,

8. A statement should be appended showing year by year the total expenditure on
famine and famine relief in the last ten years and the amount of assistance received from

the Centre by way of supply of foodgrains at concessional prices.

(2) Letter No. OSD.153-157/56, dated the 20th April 1956 from Shri
M. V. Rangachari, Officer on Special Duty, Ministry of Finance,
to the Chief Commissioners of Ajmer, Bhopal, Coorg and Kutch
and the Finance Secretary, Vindhya Pradesh.

-

I enclose a copy of a letter addressed to the Finance Secretaries
of 21l Part A and Part B States asking for certain material to he
furnished in connection with the work of the Finance Commission.
I shall be grateful if in respect of your State you would also furnish
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et dion on the tipes asked for ia that loiter subject to suelh
molifications a5 may be Necessary arising out of the presenf, positivs
of your Htste as a Hart O Stais.

> . AT St o AL

(3} Note daved the 30th April 1956 from  Shri M V. Rengachari,
Ofcer om Special Duty, fo ihe Covernment of India, Ministry
nf Finance (Rudget Divison).

Wil the Budget Lnvision kindly arrange to collect the following
materiz for the information aod use of the Finance Cominission?
inl A forecast of the revenue and expenditure of the Central
Government by major heads of account for the next Give
years in the form attached.

b) A statement showing for each of the five years endibg
1955-56 the grants made fo the States from revenue with.
brief notew regarding the basis on which the grant was
calculated and the purpose of the grant. (For purposes
of this statement the payment of the States’ share of
income tax and Union excises should not be treated as 2
grant.}

(¢} A statementi showing the capital grants (but not loans),
if any, made to the Stales in the last five years and provid-
ad for in the budget for the current year with explanaiions

a5 in (b} above.

9. Seven copies »f the material assembled may be kept ready
for transmission to the Commission by the end of June 1938,

Forecast of Revenue and Expenditire
(Rupees in Jakhs) 3

Head 1gahes7 195754 1958-59 1659-60  1G60-HY by 62
R evrenile
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Figures should be given by major heads of account,

In the section dealing with revenue, no deduction should be made on account of the
“States’ share of income tax or estate duty but a separate statement should be furnished
‘giving an estimate for each year of the divisible pool of income tax and the total of the dis-
~tributable amount of estate duty.,

N
A statement giving a breakdown by articles of the provision made under Union excise
-duties must be attached.

Brief explanations should be given of any large variations in the revenue estimates
from year to year.

In the expenditure estimates details of the provision included in each vear for grants
to States should be given.

The share of divisible excises payabl: to the States and included in the expenditure
-estimates should be given separately,

As on the revenue side variations in the e:timates of expenditure from year to year
-should be briefly explained. .

Botk the revenue and expenditure estimates should be on the existing level of taxae-
tion and the present scale of normal expenditure. No provision should be included for
fresh development expenditure but an indicat'on should be given in a separate statement
of the magnitude of the expenditure in each of these five years, B

“If the estimates of expenditure in any year include special items, this should be ig-
dicated in suitable explanatory notes.

A staternent should be added showing the recommendations of the Taxation Enquiry
~Commission which have been implemented and the total annual vield from such taxes
-included in the revenue estimates. An indication should also be given of the annual in-
-Crease in revenue that may be expected if the remaining recommendations are itmplemented,

BT



>

(4 Dremagfice tetier No. OSD-101758, dated 20ih April 1856 frome
Cap oyl 7 Rengachari, Oficer ot Speciai Dty Winistry of

R LR

Finenoe, 1 a1l Civil Accountants General and Comptroliers.

‘

We are engaged in the collection of preliminary Jata for the use-
of the ¥inance Commission which, as you may have seen in the
papers, will be {srimally constituted on st June 1856, The pattern
of borrowing by the States from the Centre in recenl years is one
flikely to interest the Commission apd they would want information:
about the rate of interest and the terms of repayment of the loans
taken from the Centre by the various States between 15th August
194 and Sist March 195¢. [ shall be grateful 1f you would kRindly
have a statement prepared separately for each year in the form
enclosed with this lctter in respect of loans taken from the Centre
by the State (overnment whose accounts are kept by you. These
cialements may be rompiled and sent S0 s to reach us by 30th June
1956 at the latest

9 If there is any point on which you require further clarification,
will vou kindly drop me a line?

Loans from the (Central Governmaent .aken between 15th August.
1947 and 3lst Maorch 1956.

State of — ~—

Amount Rate of Date and Balance on
Purpose of Loan sanctioned Interest rerms of 31st March Rerna rks
repayment 1956
e T L R
[ Rty -

NOTES

§, A scparale staternent should be prepared for each yeat.

2. The purpose of the 10an should be briefly stated such as “for FPhekya WNengal
sifor Tungabhadra™, “or rehabilitation of displaced persons”™  for Grow Mete Feed”s
£,
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{5) Letter No. P-70-v (Confidential), dated the 2nd May 1956 from
Shri R. C. Joshi, Deputy Secretary to the Government of Bom-~
bay, Finance Department, to the Officer on Special Duty, Minis-
iry of Finance. '

In its letter No, 0OSD.135/56, dated 20th April, 1956, the Finance
Commission has called for a forecast, year by year, of the estimated
Tevenue and’ expenditure for the 5 years ending 1961-62 for the
Bombay State as constituted at present and also separately for each
of the four areas into which it is proposed to be split up.

The reorganisation of the State will not only affect the existing
boundaries of the States but will also affect the pattern of revenue
and expenditure in the four areas of the present Bombay State due to
their integration with the neighbouring States. At bresent, there
is no clear idea of what the administrative set-up in the new States
will be or how the present plan will be divided between the different
areas. It is difficult to split up the forecast regionwise even on
the assumption that the present set up will continue since the
accounts are not maintained according to districts,

In the circumstances, I am to request for further clarification as
to how the forecast in respect of the four regions into which this
State is proposed to be split up can be worked out,

q6) Letter No. P-709/X-FC~1/56—57, dated the Tth May 1956 from
Shri B. B. Lal, 1.C.S., Finance Secretery to the Government of
Uttar Pradesh, to the Officer on Special Duty, Ministry of
Finance.

I am directed to acknowledge receipt of your letter No. OSD-137/
56, dated April 20, 1956 asking for certain preliminary information
for the use of the newly constituted Finance Commission and to seek
-<clarification on the following points:—

(a) Note 2 in the form enclosed with your letter suggests that
if the forecast now to be given varies from that given to
the Planning Commission the variation should be explain-
ed. Tt is not understood how this can be done since the
forecast intimated to the Commission was in respect of

. the years 1956—61 while that required now would be
- for 1957—62. Also the forecast given to the Commission



sl oA YT Ly cear basis but in two biocks one
Sopesne estinuates oo the Brsi (wo years

Frd bR sy Farn s asvt o S vran e
Al Dhellier fer ouim acxt ihree vears.
»
th) Tre  mpoeation of fthe word ‘Development ocourring

inonote 3(3) ibid s onot clear. Wil all Second Plan ex-
rendivuara be freated as fresh development exvenditure
ard shown o bracke’s separately? 1f not, what precisely
will he the categories of expenditure which is to be
regarded as ‘fresh cxpenditure on development’?

&) As regards debt services, it is presumed that interest
peyeble on public joars raised during the period of the
torecast and provision for obligatery sinking funds for
such loans will also be taken into account. The forecast
of public loans given to the Planning Commission for the
Second Plan period will form the basis for this purpose.
The amount of loans from the Centre, however, which
may be received from 1956-57. is a wholly undecided and
urknown factor and will depend on the size of the capital
outlay during the period of the forecast (1957-62) which
may be left uncovered by public loans. Interest charges
on these Central loans will inevitably have to be included
in the forecast.

2. T am to request that the points mentioned above may kindly
be considered and clarified as early as possible.

(7} Letter No. OSD/188/56, dated the 15th May 1956 from Shri
M. V. Rangachari, Officer on Special Duty, Ministry of Finance,
to the Finance Secretary to the Government of Bombay, (copy
with a copy of the letter replied to forwarded to the Finance
Secretaries of Madhya Pradesh, Hyderabad, Madras end Tra-
vancore-Cochin) .

1 am directed to refer to Shri Joshi’s confidential letter No. P-70-

V {Confidential), dated the 2nd May 1956 and tc state that for
purposes of the Commission it would suffice if any {orecast prepared
by the State Government for the States Reorganisation Commission
on the existing pattern of taxation and administratior for the various
areas, which are being transferred to other States or constituted inte
new States, is supplied to them. TIf no such forecast was prepared
but past actuals for these areas were collected in consultation with
the Accountani (General, these actuals may be supplied.
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(8) Letter No. OSD-189/56, dated the 15th Maey 1956 from Shri
M. V. Rangachari, Officer on Special Duty, Ministry of Finance,
to the Finance Secretary to the Government of Uttar Pradesh,
(copy with a copy of the letter replied to forwarded to the
Finance Secretaries of all other Part A and Part B States).

I am directed to refer,to your letter No. P-709/X-F(C-1/56-57,
dated the 7th May 1956 and to state that the replies to the points
raised by you are as follows: —

(a) In view of the disparity pointed out by vyou it will be
sufficient if any variation between the total figures of
revenue and expenditure for the years 1958-59 to 1960-61
inclusive in the forecast prepared for the Commission and
the figures given for the cqrresponding years to the Plan-
ning Corumission are indicated and explained.

(b) For purposes of the forecast, all expenditure on the second
plan to be met from the Revenue Budget may be treated
as fresh expenditure on development,

(¢) Interest payable on public loans to be raised during the
period of the forecast may also be taken into account. The
total amount of the estimated borrowings and the amount
included in each year for the servicing of the new borrow-
ings should be explained in a separate note. Unless it is

"~ the policy of the Government to have an obligatory sink-
ing fund for all the public loans, no provision need be
included for such sinking funds. Similarly, any provi-
sion made for borrowing from the Centre and payment of
interest thereon may be included and explained.

(9) Letter No. FC.1-B/56, dated Tth June 1956 from Shri H. B.
Bhar, Secretary, Finance Commission, to the Finance Secretaries
of all Part A and Part B States.

Will you kindly refer to our letter No. 0SD-135-152/56, dated 20th
April 1956 in regard to the material required for the Finance Com-
mission?

2. As you may have seen from the paper, the President has made
a formal order constituting the Commission and containing the
terms of reference to them. I enclose a copy of the order for the
information of the State Government.

-



3 With referénce to the two terms of reference not covered by

the data asked for n our letter dated 20th Aprit 1396, namely, the

d;stribution of the net proceeds of the sstate duty on property other
than agricuitural land, and the review of the fecns of the loans

taken by the State Government from the Centre between 15tk
August 1947 and 3lst March 1956, 1 shall be glad if you Kkindly
cond self-cortained memoranda setting out the views of the State
Ciovernmen! on these matters,

4. At their meeting earlier this week, the Cormm ssion considered
the subsidiary points on which information should be obtained from
the State Governments. 1 enclose a statement of these points and
1 shall be glad if you kmdly arrange to send a imemorandum
on cach of them separately {or submission to the Commission In
compiling this memorandum Lhe figures of receipts or expendifure
pertaining to the years 1955-56 and 1956-57 may be based on the
revised and budget estimates respectively of these years, For
States likely to be affected by the impending regrgarisation, separate
fipures may be givep wherever possible in subsidiary statements for
the areas likely to be transferred from the Sfate, as al present con-
stituted, to another State, separately for each such Area.

5 ‘The additional memorsanda asked for in paragraphs 3 and 4

above may be sent with ten copies so as to reach the Commission's
office on or before 10th August 1956. s

LIST OF SUBSIDIARY POINTS

1. Rates of the principal taxes (agricultural income tay, stamps,
motor vehicles, entertainment tax, electricity duty, general sales tax
and other taxes and duties) in 1951-52 and the changes therein from

1952-53 to 1956-57.

9 Basis and rates of land revenue asssessment  (including
surcharge, special rates, ete.) in 1951-32, and changes during the
period 1952-53 to 1956-57.

5. Excise revenue in 1951-52, the changes therein and the results
of prohibition during 1952-53 to 195(-57, and the futore plans of the
Sizate Governments in regard 1o prohibition.

4 Amount of food subsidies from State revenue during each

of ihe fve years from 1052-53 1o 1956-57.
e
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9. Receipts, payments and balances ‘n the S'ate Road Fund and

the Famine Reljef Fund, if any, for each of the year 1952-53 to
1956-57,

6. Expenrditure from State’ revenue in each financial year from
I5th August 1947 io 31st March 1957 on account of relief and rehg-
bilitation of displaced persons,

7. Revenue (indicating Separately srants from Government} of
local bodies and expenditure incurred by them on roads, education,

medical and health services in the last three years for which actuais
are available.

8. Mileage of national highways and A, B and C class roads on
Ist April 19483, 1st April 1952 and Ist April 1956.

9. Strength of establishment under Police (with separate figures
for border police where such police is rmaintained separately),
General Administration, Justice and Jails on 1st Aprii 1948, Iist
April 1952 and 1st Aprii 1958,

0. Number of primary schools, Pupils ard teachers therein on
Ist April 1948, 1st April 1952 and 1st April 1958,

I1l. Number of hospitals and dispensaries, total number of bheds,
nurses, doctors and midwives, rural and urban separately, on st
April 1948, Ist April 1952 and 1st April. 1956.

12. The nature of economy measures, if any, carried out by the
State Government in the years 1952-53 to 1955-56 inclusive and their
Tasults,

13. Programme of agrarian reforms in the State, their effect on

révenue and expenditure during 1954-55 as compared with 1947 48
and their probable effects during the period 1957-58 to 1961-82.

14. Financial results of the working of State commercial and
industrial undertakings like road transport, electricity schemes. in-
dustries, ete., for which commercial accounts are maintained, during
each of the vears 195253 +to 1956-57.

15. Grow More Food Schermnes—1952-53 to 1956-57. Give for each
year particulars of (i} gross expenditure, (ii) loans and (iii) grants
received from the Centre. Also give estimated increase in food pro-
~ duction over this period. .

16. Position of taccavi and land improvement loans—advances,
recoveries and remissions and write-offs during each of the five years



wtad

upto and inclusive of 1959-36 and total outstandings and overdue
arrears at the end of cach of these years.

17, Revisions of pay and allowances of S.ate employees in each
of the last five years and the consequent increase in expenditure.

16, Gross expendiiure on  Community Frojects and Natoual
Extension Service schemes and the amount of grants-ip-aid  and
loans separately from the Centre during each of the vears 1952-53 1o

1956-07.

19, 10 lowalls of cnergy generated in 1948, 1952 and 1956 hy (1)
State undertakings (excluding purchascs from the Damodar Valle:
Corporation in the case of West Bengal and Bihar) and {i1) private

undertakings.

20. Gross expenditure on handloom, small scale industries, handi-
crafts, serviculture and khadi and village industries in each of the
vears from 1952-53 to 1956-57 and assistance from the Centre by way
of (i) loans and (ii) grants.

21, Particulars of the amounts received from  bodies like the
Indian Council of Agricultural Research, Indian Cotton Comm.tiee,
{ndian Jute Committee, etc,, during 1953-54, 1954-55 and 1855-56, the
purposes for which they were received, the expenditure incurred
against these grants and whether any matching expenditure
was incurred from State revenues. If laiter, figures of such expen-

diture may be g.ven

92 Particulars of the cesses levied by the State, their purposes,
the tolal proceeds of each cess, the amounts, if any, thereof trans-
ferred to local bodies or spent directty by the State Government
during 1953-54, 1954-55 and 1935-06.

23. New State enterprises established, or addition to and expansion
of existing enterprises, dur.ng 1952-53 io 1956-57 and those proposed
to be established during 1957-58 to 1961-62. (Only schemes costing
Rs. 10 lakhs and over need be given)

24. Debt position of the State showing the toial oul~mnding deb
to the public and the Uenire on lst April 1¥32 and 1sv Aprit 1907 and
the interest-vield ng assets held against such debt (see for illustra-
tion the staiement at pages 89 and 90 ol the Explanatory Memoran-
dum on the Central Budgel for 1636-57).
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(10) Demi-official letter No. FC.1-B/56, dated the 29th June 1956
from Shri H. B, Bhar, Secretary :o the Finance Commission,
to the Finance Secretaries of all Part A aend Part B States
(except Bihar),

Wil  you kindly refer’ to0 Shri Rangachari’s lefter No.
OSD-135-152/56, dated the 20th April 1956, wherein the State
Government was requested, inter alia, to submit an annual forecast

of revenue and expenditure from 1956-57 to
r. DO, Tt dared 1961697 In  the letters indicated in the

Shri M. V. Ranguchari, margin suggestions for reclassification of

Secretary to the Govern- , . .

ment of Indis, Minitry certain expenditure from revenue to capital

of Finance, were made to the State Government. We
2. D.0. No. 1 (104)BIL'ss, understand that your State Governn.lent has
dated  13th December accepted all or most of these suggestions and

Poal, Sf;‘;‘r’;mf}f'“r?' M has also given effect to them in the budget

ﬁ?;ieﬁ;rlgrfﬁpmgxfmfndia, estimates of the current year. I would be

’ grateful if, while submitting the forecast of
3. D.O. No. F. 1 (109-nI1  T€Venue and expenditure, an indication is

/55, dated 15th  October, . gitven of the amounts for 1956-57, under the

1955, from Shri H, M, = ' . : ;

Patei, Secretary ro the individual major heads of expenditure,

ﬁ‘l?:’lfsrtﬂr;“f)“f‘Fir?gnce{“di“’ which on account of the reclassifications have

been transferred from revenue to capital, In
case any or some of the suggestions contained in the three letters
mentioned in the margin have not been given effect to in the budget
estimates for 1956-57, the amounts under the different major heads of
expenditure, which could he transferred from revenue to capital in
1956-57, if the suggested reclassification is adopted, may kindly be
indicated. .

(11) Letter No. P-1056/X-FC-1/56-57, dated the 9th July 1956, from
Shri B. B. Lal, [.C.S., Finance Secretary to the Government of
Uttar Pradesh, to the Secretam , Finance Commission.

I am d'rected to refer to Shr: Rangachari’s letter No. 0OSD-189/56,
dated May 15, 1956, and to say that it would appear that even the
differences between the figures given to the Planning Commission and
those that may be g'ven to the Finance Commission for the period
1958-61 would not be easy to explain. The forecast for the Planning
Commission was prepared about two years ago, while the figures

being collected for the Finance Commission have taken the budget

- estimates for 1956-57 as a starting point. This factor in itself is likely

to be responsible for a difference in a majority of cases, Moreover,
under several heads, the forecast suggested by the State Government
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was subsequently revised by the Planning Commission on a total five
year basis and the overall forecast thus worked out cannot possibly

be broken up on a year tc year basis except in a purely hypothetical
manner. While, therefore, ' may be useful to explain the important
variations from year to year in the forecast for the Finance Commis-
sion itself, perhaps a comparison of the forecast prepared for the
Planning Commission with that prepared for the Finance Commis-
sion for a few over.apping years may not be very helpful. In view
of these considerations, I am to express the hope that the Finance
Commission will not consider it necessary to ask for such variations
for the vears 1958-61 being explained.

(12) Note No. 13(2)-B/36, duted the 18th July 1956 from Shri H, B.
Bhar. Secretary to the Finance Commissien, to the Government
of India, Ministry of Finance, Department of Economic Affairs
and Department of Revenue (Central Board vf Revenue).

The Ministry of Finance (Department of Economic Affairs)/Cen-
tral Board of Revenue are aware that the Finance Commission are
required to recommend the princ’ples which should govern the distri-
bution of the net proceeds of the estate duty in respect of property
other than agricultural land. In the distribution itself, the Govern-
ment of India has a minor nterest as it will get only the share per-
taining to the Centrally administered areas. But the Government of
India will have to deal with the practical problems involved in the
implementation of any distribution scheme and it should be greatly
interested in the administrative aspects of the question. The Com-
mission would be grateful if the Ministry of Finance, (Department
of Economic Affairs)/Central Board of Revenue will kindly state the
principles which, in its opinion, may be adopted for this purpose.

{13) Letter No. FC.1(4)-B/56, dated the 25th July 1956 from Shn
H. B. Bhar, Secretary to the Finance Commission, to the Finance
Secretary to the Government of Uttar Pradesh. (Copy, with «
copy of the letter replied to, forwarded to the Finance Secretaries
of all the other Part A and Part B States, Ajmer, Bhopal, Coorg,
Kuteh and Vindhya Pradesh).

I ara to invite a reference to your letter No, F-1056/% “(C-1/56-37
dated 9th July 1836 and io state that if, on accou v or 1ne time-lag
between the preparation of the forecasts ifor the Planning Commis-
sion and for the Finance Commission, there is likelv to be any fairly
subsisntia’ differences between the two forecasts, this should be suit-

o o - — —~
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not be possible to compare the annual forecasts for the Finance Come-
mission with those submitted to the Planning Comm ssion on account.
of the latter having altered the figures on a total five-year basis, In
view of this, the provisions under the individual heads in the 1956-57
budget estimates should be deducted “from the totals, of the five
year period from 1956-57 to 1360-61, agreed to with the Planning
Commission, and the balance amount should he compared with the

totals, under these heads, of the amounts for the four years 1957-58,

1958-59, 1959-60 and 1960-61 appearing in the forecast for the Finance .
Commission. "Variations between these two sets of figures should be:

suitably explained.

(14) Letter-No. FC.29(1)-B/56, dated the 24th May 1957 from Shri
H. B. Bhar, Secretary, Finance Commission, to the Finance Sec-

retaries of all State Governments.

I am dirécted to enclose, for the information of the State Govern--
ment, a copy of a letter from the Government of India to the Finance-
Commission intimating two additional references which the Presi-
dent has been pleased to decide should be made to the Commission.

2. In regard to the first reference, hamely, that dealing with the-
distribution of the addit'onal duty of excise on textiles, tobacco and
sugar, the Commission would like to have the following informa-.
tion: —

{a) The rate at which the taxes are now levied on these com-
mod:ties in your State under the State’s Sales Tax Act or
other similar law. ]

{b) The sums realised by the State Government in each of
the last three financial years from such taxes on each
commodity and the basis on which the figures of revenue
have been worked out.

{c) The consumption of each of the commodities in the State
in the last three years and the basis on which this has
been computed. ‘ . )

In furnishing information regsrding collection and con-

sumption for the States affected by reorganisation, the

figures upto 31ist October 1956 may be worked out for the
former States and distributed on a population basis among
the successor States.

(d) The total receipts from sales taxes including sales tax on
motor spirit and tobacco tax, if any.

f——



Va3

3. The Commission would like to have the suggestions of the
State Government in regard to the principles of distribution of the

net proceeds of this additional duty,

4. In regard to the second reference, narely, the principles of the
distribution of the net proceeds of the proposed tax on Railway fares,
the Commission would like to have the suggestions of the State
Governmont.

5. It iz requesied that the material asked for in this letter may

be sent to reach the Commssion's office by the 30th of June 1957 at
the latest

(15) Letter No. FC.28(1)-B/56, dated the 24th May 1957 from Shri
H. B Bhar, Secretary, Finance Commuission, to the Secretary,
Railway Board.

[ am directed to state that the President has bheen pleased to
requested the F.nance Commission to make recormmmendations to him
as to the principles which should govern the distribution, under
article 269 of the Constitution, of the net proceeds of the tax non
railway fares proposed tc be levied by the Raiiway Passengers Fara
Bill 1957. In this connection the Commission would lLke to have the
following information: —

{1} the route mileage (separately for broad, metre and narrow
gauges) of each zone and the distribution of such mileage
among the present States covered by the zone;

(2) the passenger earnings gauge-wise for each rallway zone
in the three years end.ng 1956-57, and distributed by the
existing States covered by the zone;

(3) the passenger earnings of the zone in those three years
distributed, amongst the existing States, on the basis of
the location of the originating stations in the States;

{4) the passenger miles in each zone distributed amongst the
existing States for those three years. '

The Commission would welcomz any suggestions which the Rail-
way Board might make for the distribution of the proceeds of  the
tax.

We would be grateful if the requived material is sent to us ag
early as possible and preferably within a fortnight. The Commission
would also like to meet an of cial of the Railway Ministry later on.
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(16) Press Note dated 12th July 1956 issued by the Finance

Commission.

The Finance Commission have to make recommendations to the
President on the following matters: —

(i)

(i)

(iii)

(iv)

(v)

(vi)

(vii)

the d.stribution of the net proceeds of income tax between
the Union and the Stutes and the allocation of the States’
share among the States;

the distribution of other divisible Central taxes like Union
excise duties;

the amounts to be paid to the States of Assam, Bihar,
Orissa and West Bengal in lieu of the assignment of any
share of the export duty on jute and jute products;

the principles which should govern the grants-in-aid of
the revenues of the States out of the Consoiidated Fund
of India; .

the States which are in need of assistance by way of
granis-in-aid of revenues, and the sums to be paid to those
States, having regard, among other considerations, to the
requirements of the second five year plan and the efforts
made by those States to raise additional revenue from the
sources available to them; :

the principles which should govern the distribution of
the net proceeds of the estate duty in respect of property
other than agricultural land;

the modifications, if any, in the rates of interest and the
terms of repayment of the loans made to the warious
States by the Government of India between 15th August
1947 and 31st March 1956.

2. At present 55 per cent of the divisible net proceeds of income
ax (other than corporation tax) is assigned to the States and dis-
ributed among thern in the following percentage ratios:

State Percentage .

Andhra 549
Assam 225§
Bihar 975
Bombay ‘ . . 17°50
Hyderabad . . . . . . 450
Madhya Bharat . . . . . . 175
Madhy Pradesh §r25
| 9°56

Madras
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Srate [ P SR

Mysore

LTS _
Pepsu . . . . ) . PR
Munjab . . . S
Rajastlan . . . . . YA
Saorasfira . . . . ‘ o
Travancors £ ochin . . . . rose
Uittar Pradesh . . . . . £5°7 .
Wesr Bengal . . . . It-2s

The shares of the Stales have to be refixed as a resuit of the
impending reorganisation and new percertages recormmmended for the
reorganised States,

The share to be retained by the Cenire also has to be determined.

The present allocation is broadly worked sut on the basis of 20

per cent by population and 20 per cent by colleetion,

The basis of distribution of income tax has alwayvs been g maiter
of controversy. Various bases have been suggested for allocating
income tax:

{i} colleciion of income lax in the various Siates;

{ii) amount of income <ax realisad in respect of income,
wherever sarned, of individuals resident inn  the different
States;

(111} collection of income tax in the various States adjusted
with reference lo the origin of the income;

(1w} relative population of each State,

{(v) relative volume of industrial labour in each State;

(vi) needs of the different States according to various criteria;
and

{vir) different combinations nf the above factors.

S Three Union  duties  of excise, namely, those on  matches,
iohacco and vegetable products, are now divisible between the Centre
and the States, and 40 per cenl of the nel proceeds are distributed
among the States on the basis of populavion. The gquantum  of the
faxes 1o be iransferred to the States, the axeises to be continued or
made divisible and the basis of distributioa all fall 1o be considered
hw the Cominission,

4 The first Finanee Commission cecommended that grasts in-aid
of Tis 75 lakbs each to Assam and Bibar, Bs 15 lakhs to Orissa, and
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Rs. 150 lakhs to West Bengal be pa.d each year in lieu of the assign-
ment of a share of the export duty on jute. This Commission has to
consider whether any change in the figures suggested by the first
Commission and accepted by Government is necessary.

5. In chapter VII of their Report, the last Commission formulated
gertain principles to govern the payment of grants-in-aid to the States
which they themselves had applied in making their recommenda-
tions. This Commission will re-examine these principles in the light
of subsequent developments and changes in the practice in other
countries, and indicate any changes necessary in them.

6. The Commission have to make recommendations regarding the
States in need of assistance and the sums to be prescribed as grants-
in-aid of the revenues of such States. At present Assam, Mysore,
Orissa, Punjab, Saurashtra, Travancore-Cochin and West Bengal are
in receipt of general grants-in-aid as a result of the recommenda-
~ tions of the last Commission. This Commuission will re-examine the

financial position of all the States and make recommendations to the
President regarding the States ‘n need of assistance and the sums to
be prescribed as granis-in-aid of the revenues of such States. A .
large variety of considerations may enter into the determination of
the needs of the States and these may differ from State to S:ate. The
Commission will also consider the nature of the grants-in-a’d, such
as whether they should be fixed or progressive, general or specific,
conditional or uncond tional.

In addition to the general grants-in-aid which some of them may
be receiv'ng, Bihar, Hyderabad, Madhya Bharat, Madhya Pradesh,
Orissa, Patiala and East Punjab States Union, Punjab and Rajasthan
are-in receipt of special grants-in-aid for the expansion of primary
educa'ion. The Commission will assess the results achieved by the
specific grants g'ven te these States.

7. The net proceeds of the estate duty on property other than
agricultural land is now being provisionally distribu‘ed among the
States in the same way as the States’ share of the net proceeds of
taxes on income other than the corporation tax. In other words, it ise
being distributed by the percentage ratios fixed for the States for -
income tay except that the Centre does not retain any portion of the
receipts except those attributable to Part C States. A more
permarent basis of distribution has to be formulated by law of
Parliament. An important issue, in this connection, would be
whether the -dutv should be distributed on the basis of percentage
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4. Coniral loans tave been Joen too e Btates lov aoariety of

purposas canging from the construction of big irrigat.on wod mult:-
purpos:s projects to the cons.ruction of minor Wrigation wovds, grows
rore-food schernies, famine works, rehabilitation of Jisolaces persons
ete. Some of them have alse beern given loans fo cover budgetary
deficits, The rates of interest and ierms of repayment of these
loans vary for different categories of loans. These wili be rav.ewed
and any changes necessary in ine interests of scund finance indicated.
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8 The Finance Commission would welcome the views of those
who are interested in and have made a study of these guiestions.
They would be glad if such views could be embodied in a self-
contaised memorandum and sent to the Secretary, Finance Commis-
sion, to reach him on or before 30th November 1956



APPENDIX II

(See paragraph 4)

Tue FiNance CoMMISSION (MISCELLANEOUS Provisions) Acrt, 1951,
AS AMENDED RY THE FINANCE CommissioN (MISCELLANEOUS Pro-
VISIONS) AMENDMENT Act No. XIII or 1955.

AN Act

to determine the qualifications requisite for appointment as members
of the Finance Commission and the manner in which they shall be
Selected, and to prescribe their powers,

BE it enacted by Parliament as follows: —

1. Short title—This Act may be called the Finance Comm. ssion
(Miscellaneous Provisions) Act, 1951 (Act XXXIIT of 1951).

2. Definition~—In this Act, “the Commission” means the Finance
Commission constituted by the President pursuant to clause (1) of
article 280 of the Constitution.

3. Qualifications for appointment as, and the manner of selection
of, members of the Commission.—The Chairman of the Commission
shall be selected from among persons who have had experience in
public affairs, and the four other members shall be selected from
among persons who -

(a) are, or have been, or are qualified to be appointed =s
Judges of a High Court; or

(b) have special knowledge of the Finances and accounts of
the Government;

(c) have had wide experience in financial matters and in ad-
ministration; or :

(d) have special knowledge of economics.

4. Personal interest to disqualify members.—Before appointing a
person to be a member of the Commission, the President shall satisfy
himself that that persen will have no such financial or other interes:
as is likely to affect prejudicially his functions as a member of the
Cemmission; and the President shall also satisfy himself from time
to time with respect to every member of the Commission that he has

me
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