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+0. 2013 ——-'I‘he fo]lomng order s
Dy geneml m;[ormahon — ‘

n pursuance of t.he provisions o! article 280 of the Consutuhon of
3 and of the Finance Commission (Ivbscallaneous mes:ons) Act,

(XXXIII of 1851), the President. is pleased to constitute a Fin- -
Commissmn consxstmg of Shri ASholeumar Chanda -as the

- {1) Shri P, Govmda Menoh,
_ State. . ' :

(2) Shri Dwi;endra Nath Roy, Retlred ‘ ngh Court Judge,
Allahabad,

ormer hisef Minmter of Keralu .

(3) Prof. M. V Mathu:, Heai of the Department of Economics -

and Public 1A.dx;-umstratxon, n,ivers:ty of Rajasthan, Jaipur,
(4) Shri G. :B. Ks.mat—-Mmber-Secretary

2. The members of the Commmsion shaJl‘hold ofﬂce for a penod o

twelve months Irom the date on

hey respectively assu.me" !
ce, h L

3. The Chmmm of the Covmmxssion, Shri Ashok Kuma.r Chanda, ;.
il be part-time Chairman, whereas th members shall - render
nle-time service to thé Commissmn S ST

5. In add1tlon to the matters on which und.er the prov:sions of sub-

uses (a) and;.(b):of elause (3) of article 280 of the Constitution,

e Commission is required. tb‘lmalge}brecommendauons, the Commis- .

an should also make a-ecormnendaﬁons in’regard to— o
(a) the States’ which are in eed of assmtance by way of gra.nts- '
in-gid of théir revenues under article 275, and the sums to

be pa.id to those States -other than the sums specxﬂed in the’
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provisos to clause (1) of that article, having regard, among

other considerations, to—#% . -

(i) the requirements of the third Five-Year ['ian, and

(1) the efforts to be made;'_by; those States to raise a.udi-
tional revenue from the sources available to thein;

(b) the changes, if any, to be,'n‘:lade-“in the prineciples governing
the distribution amongst the States under article 269 ot che
net proceeds in any financial year of estate duty in respect
of property other than agricultural land;

(c) the changes, if any, to be made in the principles governing
the distribution among the States under article 269 of the
rnet proceeds in any financia] year of taxes on railway fares:
and ‘ '

{d) the changes, if any, to Be:‘_m_ad'e‘in the principles governing
the distribution of the net proceeds w1 any financial year
of the additional excise duties le\ne-d on each of the follow-
ing cummodities, namely-':__ e
(1) cotton fabrics,

{ii) rayon or artificial sﬂk fabncs,

(iii) woollen fabrics,

{iv) sugar, and

{v) tobacce, including ma‘u!actured tobacco, in replace-
ment of the States sales taxes formerlv levied by the
State Governments:, ...

‘Provided that the share accrumg to each State shall not b«

less than the revenue realised from the levy of sales fax ir

the financial year 1956—5’1‘ m that State.

5. The recommendations of the Commismon shall, in each of t¥
above cases, cover the period of fqmyem commencing from the 1
April, 1962. ‘

: “RAJENDRA PRASAE,
President.

(No. FC. 5(1)-A/¢
K. P. MATHRAD
Additional Secreta:



No. F. 4(14)-B/M)

GOVERNMENT OF INDIA
MINISTRY OF FINANCE

(Pepartment of Economic Affairs)

New Delhi, the 28th February, 1961.
Crom

Shri K. P. Mathrani, LC.S,,
Additional Secretary to the Government of India.

‘TO
The Secretary to the Finance Commission;
New Dem.

‘Sir,

I am directed to invite a reference to paragraph 4(c) of the Order
issued by the President on the 2nd December, 1960, regarding the
.constitution and terms of reference of the third Finance Commission
and to state that subsequent to the issue of this Order, it has been
decided, in pursuance of ‘the recommendations made by the Railway
Convention Committee, 1960, to merge the tax on Railway fares with '
the passenger fares from the 1st April, 1961. Accordingly, it is
proposed to repeal the Railway'Passenger Fares Act, 1957 with effect
from that date. With the repeal of this Act, the question. of the distri-
bution amongst the States under article 269 of its net proceeds will not.
arise. The Railways, however, have agreed to pay to the General
Revenues a ‘tied sum of Rs. 12 +5 crores per year during the qun-
quennium 1961-66 representing the average of the actual collections
during the two years 1958-59 and 1959-60. This amount. is proposed to

be distributed amongst the States as a grant under article 28% of the
Constitution.

2. The President has been pleased to decide that the Commission
may be requested to make its recommendations as to the manner in
which the said sum of Rs, 12-5 erores should be distributed amongst

the States, It is proposed to give effect to these recommendations
from the year commencing on the 1st April, 1961.

3 e ’
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3.1 am to request that this reference may be placed before the
Commission for necessary action. Accordingly, no recommendation
of the Commission will be necessary in regard to paragraph 4(c) of
the Order. ;

Yours faithfully,

K. P. MATHRANI,
Additional Secretary to the Government of India..










PBOCEDUBE ADOP‘I‘E.D

We met in maugural ‘session on December 15 1060, and completed L
our work within the period prescribed and signed our report on thi.s T

,day of December 14 1951- el

_‘_- g T

2. As 8 prelude to’the c0nstitut1on of the Commissmn the Gov- o

ernment of India“had’ taken preliminary-steps for the collection of
material required for the work of the Commission. Shri G. R. Kamat

was placed on'spe'cial duty in ‘the Ministry of Finance in September:

- 1960 for this purpose. : " Later, he was appointed Member-Secretary of .-

the Commission. In addition to assemblhig the staff of the Commis--

sion and making other  necessary. - arrangements for its work, he - -
. requested the Umon and State' Governments to prepare for our con-- -
- -sideration. forecasts Of their - revenue and expenditure for each of
* the five years of the. third Plan period,- The States were requested

also to turnish memoranda mcorporating their views on the various

issues which were likely to be in our terms of reference. Similarly, :

" ‘material was called for on g number ‘of other important points rele-
" .vant to a study of their cases (Appendlx V). Inforgration was also

called for from the State_ Gove:'ments on the action taken by them _.

‘on the various suggestmns made by the second Commission as also
“on the recommendatmm ot' the Taxation Enqu.lry Commission.

3. After assuming oﬁce, we deﬂded to adopt the rules of business([ o
~frarmed by the second Finance Commission with one or two minor . = .
-changes. to regulate. our worlk. ! We also decided to conform to the e

procedure followed: by our: predecessors in the matter of discussinns

.and consultation with the State Govemments an.d others.

4 To obtain the views oi all those interested in the questlons‘ i
before us, we issued a’ presa note on December 15, 1960 (Appendix o

- IV) We recewed a number o‘l.' me.moranda in response, -

5 We conmd.ered that, in. add.ltion to matertal a.lready called for,.
._:,we should obtain the views of the State Governments on the dual =~ - "
. alloeation of grants, qnder_a.rticle.._?\.'zs of the Constitution on the -« -

recommendations of the Finance Commission and under article 282 .- =

by the Union Government. Similarly, we requested the State Gav-

- -ernments to furnish detalls of their respective schemes of democratic




decentralization (Panchayati Raj) so that we could study their impact
on the revenue estimates of the States (Appendix V).

6. We also requested the Comptroller and Auditor General of
India to instruct his principal civil accounts officers to supply such
statistical material as we might call for and also to meet us for dis-
cussions when we visited their headquarters. We obtained from these
officers useful material and information, including the actuals of
revenue and expenditure of each State for the year 1960-61. We
should like to take this opportunity of thanking the Comptroller and
Auditor General of India for the co-operation he extended to us.
Similarly, we requested the Central Board of Revenue to instruct the
Commissioners of Income Tax and Collectors of Central Excise to
meet us and give us such information as we called for. We had
useful discussions with these officers at the time of our visits to the
States. We should like to thank the Central Board of Revenue and
these officers for the assistance they gave us. .

7. Though the period to be covered by our recommendations was
made co-terminus with the period of the third Plan, the necessity of
obtaining a fresh forecast of revenue and expenditure from each State
could not be dispensed with. Estimates had been submitted earlier
to the Planning Commission but these had been prepared even before
the constitution of our Commission. Though these had been taken
into account in the formulation of the Plan, we considered it neces-
sary to ascertain the latest position on the basis of trend of actuals
and other relevant data which had become available in the interven- -
ing period. These involved two separate and independent assess-
ments of needs of the States; but, in the present situation, this appears
to be inescapable. Our assessment, to the extent it differs from that
of the Planning Commission, has an impact on the resources of the
Plan and we suggest that this be taken note of,

8. Though we are required to make recommendations for the tour !
years commencing with 1962-62, we have considered it necessary to
examine, as a connected whole, lhe estimates of the five years covering
the period of the current Plan and make our recommendations
accordingly.

9. We had expected that the Stale Government would adhere to
ithe date indicated, namely, December 30, 1960, for the submission of
the forecasts, but, we regret to say that these were not made available
i1l much laier and mostly duving March and April 1961, The State



Govemments expiamed that, apa.t't !fofn thexr pre-dccupatiori with *he~'

preparaticn of the. budget estirrates for 1961.62, they were anxlous

to incorporate 1 their foreca.sts the latest avaulable information, based )
on the progress of actuals and other proposals having financial impli-.
catlons embodied in. the, budgét estimates. Unfortunately, this delay--
ed our. programme of dxscussxons vqth the State Governments, We-
utilised this period in studying materml already available and in.

visiting a ‘convenient. few of. the major developmen..al projects in:

some of the States. We also held discussions during this’ interregnum ‘

with the senior officials of several Umon Ministries to ascertain the-
pattern of assistance aflorded by them to the States, the measure of

coutrol and co-ordination eﬁected and the extent of their collaboration. .
with the Planning Commission. " Similarly, we had general discussions.-

with the two Members of the Central Board of Revenue in charge of, . - e

mcome—tax and excxse respectwely

. : 10 We were able to commence our. rou.nd oE dzscussxons and consuls : |
tations with the State Govemments only from' April 1961. This we™ .

concluded in October 1961, ' These discussions were conducted at the
headquarters of State Governments and commenced and concluded:
witil meetings with the Chief Minister; Firance Minister and other
Ministers. We had detailed’ discussions witn the'senior officials in the-

intervening penod for eluc'ldatmn and’ clarification of estimates and-

for examination of other relevant, material. All these  discussions,
held in private sessrons "svere frank'and informative and gave us a. .

clear plcture of their planis and programmes and of their problems and
difficulties. We wish to place on record our appreciation of the assist-

ance, co-operation and hoepxtaht-; we received from t.he State Govern-.

ments in an ample measure.

'11. In most places, we 'héd occ'aeron to meet the representatives of
& number of Chambet‘s of Comtrierce and Industry and other private-
Bodies and individuals, Thesé mcluded Members of Parliament and

State Legislatures, eminent dconornists and persons conversanit. with

administration of public finande (Appendu: VI). These talks . were- o

usefu] in the conmderatlon of alternafive soluf.i.ons to the Issues.
covered by our terms of tefé‘i‘é‘n'ce

12 A delegation of the Inter-Umversxty Board of Ind.ia met us in

March 1961 and apprised us ‘of the difficultiés of the State Untversitles.

arising out of the additional financlal hablhty which had devolved .

~ oft them 43 a result of thé décisibn of the Umversrty Grants‘ Com-

misﬂtm t disc'onﬁ.nue after 8 speciﬁ"ed period assistance . towards.

. .
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" schemes adopted by them with the encouragement and financial assist-
ance of that Commission. At the suggestion of the delegation, we
met, during our stay in the States and in the presence of the States’
Education and Finance Secretaries, the Vice-Chancellors of State
Universities. We explained to them that while the State Universities
being the responsibility of the State Governments, were not eligible
for direct assistance from us, we would be prepared to consider in
our assessmment of assistance, their requirements to the extent they
were accepted by the State Governments and mcorporated in the
forecasts presented to us,

13. Following the practice adopted by the second Commission, we
met representatives of the Press on the conclusion of our discussions
with each State Govrenment to keep them informed of the progress
of our work. These press conferences provided also a medium for
eliciting public reactioms to the various alternative principles placed
before us. We should ¢xpress our appreciation of the interest shown
by the Press in our work and their forebearance in not raising ques-
tions which might have proved embarrassing.

14. Towards the conclusion of cur labours, we held ‘discussions
with the senior officials of the Union Finance Ministry to obtain their
assessment of the requirements of the Union Government in the Plan
period. The purpose was to enable us to take a view of the resources
which must necessarily be left with the Union Government to fulfil its
responsibilities und functions adequately. This assisted us in  our
endeavour to establish a balance between the needs of the Union
and the States in the proposals we make in the following chapters on
the devolution of taxes and grants-in-aid. We had also a discussion
with the Planning Commission.

15. The two earlier Cornmissions had dealt extensively with the
constitutional aspects of our functions, the trends of Federal-State
relations and other allied mudters We feel that there is hardly any
scope for us to add to the material already presented. ‘We proceed,
therefore, to give in the following chapters our recommendations on
L. terms ol reference. In doing so, we propose to follow the
sequence of the articles of the Constitution having a bearing on each
of then.. We have added, however, a chapter embodying our gene-
ral observations on issues germane to a correct determination of
Union-State financial relaticns in terms of our Constitution.

16. The first task that engaged our attention was the determina-
iion of the budgetary needs of the State.. This invelved a detailed



analysis. of the Aotecasfs of rqvenue and expenditure of each of the.
States as presented to s, 1ts veconcxhatxon with the forecasts ‘gettlec:
with the Planning Cc:mmxs.mon and an examination of the trends of
- growth of revenue;and e\pend ture on the hasis of past actuals, alsc:
of additional demands :;ubaequently placed before us. We' undertook
this overall review independently, ‘but, obtained full and- complete
e‘:planat:onh o{ the State Gmernments on pomts of doubt during:i ouv

.gard t.c' a~=31stance +owarcs g unforeSeer
exnen,dxture om'” natural ‘calamities, such. as famine,.
d:ought.s and floods. . We have accordingly mc!uded in
»the,emnd:.ture eqtamates of the States the same prov;szom

- - anﬁm R . L 40. L
Uttar Pradesh . . ' " so
. WestBengd .- . . . . . . %o

. PR ST Tom .. Tess

il
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(b)" We have not included in our assessment the probable losg to . '

{ the States arising cut of introduction or extension of probi- -
¢ bition, as no firm decision on this question was made avail- -

able to us. We have naturally taken full account of _the.
impact of prohibition on the revenues of the States where o

this has already been mtroduced ' O

{¢) We have excluded from the forecasts the provmlon ‘Ior

Thaw

redemption of debt as we consider that there is no pulfpose'

in allowing this where the States are in revenue deficit. In -
the case of Muaharashira, however, which has a revem;e |

surplus we have allowed a provision for this purpose.

(d) We have included in our revenue estimates the grants from _

the Central Road Fund, but have excluded the grants made.

unde: the proviso to article 275(1) of the Constitution. "

{e} In computing the budgetary gaps of the States, we have
taken into ccnsideration the liability arising out of the
changed pattern of central assistance for post-stage II com- -~
munity development blocks, etc., grants to Universities to -

meet the committed expenditure on development schemes
sponsored by the University Grants Commission and ~the

special requirements of the States as given in their supple-

mentary . memoranda and subsequent communications.
These include revision of pay-scales in several States, re-
organisation of Police and district administration, introduc-
tion and extension of Panchayati Raj, continuance of
subsidised sale of food grains, special relief measures, etc.

18. We should add that in our scheme of affording assistance, we
ave adbered to tne principle that the budgetary needs of the States,

; assessed, should be met as far as poss1b1e by the déviolution of taxes,

nd grants-in-aid should be made to _prov1de residuary fiscal aid.



CATIL: 'DISTRIBUTION OF ASSIGNED TAXES

"f(x) Estate Duty

19, Artxcle 269 gives a list of dut1es and taxes which are to be 1ev1ed
and. collected by the Government of Indm, but are assigned to the’
 States. Of the perrmssible levies, mentzoned only two, namely, ‘estate-
.. duty.in Tespect of property other than -agricultural land’ and ‘tax on :

i_ 1'311“’33’ Passenger fares”. had hvherto been imposed. The Act tnpos- -

ing' a tax ‘on rallway passenge: fares. was, however, reoealed in Apr:tj}f
1961. 'I‘he 'only levy under this article. now m force is estate dt.\ty-_.
. on propert" other than agrl..ultural land ‘

21) Ar@cl 269 also p'owdes that the net proceeds of: thls dutyfti

afwﬂexolgﬁdtngathose atmbutable to Union territories are to-be dis-

o ftnbu;ed,gmongst the: States in accoraance with the principles formu-
' -lated%by": I’arlmmentmb 7-law.” We .are. Tequired to recommend the’
;.changes : inith prmctples on, whxch this d1stnbut1on is mnde

21 We agree"vnth ":he «econdmeance Cornmxssxon that these t.u:es
- have been “placed under %heLUmon Government to‘ensure umformny '
of taxatmn and convenients.of- collectmn and further that each State’
should recewe broad’ly the’ amounts which it would have raised rf it %
had the powe: to lew and collect them o By

_ 22 Some of. the States we1e content with the pnnclples lald t‘own

- by the. second Comnﬁsslon, but, some others - suggested a revision on ;

' the ‘lines subrnitted for the consideration of the second Commission. -
After. discussion:’ with’ ‘us, all. the- States. agreed that the principles:
_enuncmted by the second Comrmssxon might be left undisturbed. We:

| recommmd the contmuance of. these prmcxples which are reproduced
below

1 that‘out,of_the net’ proceeds of the. duty in each financial
,year, a sum equal to 1 (one) per cent be retained by t.he
_Umon as; proceeds attributable to Union terntones,

'a.od ‘other property in the ratio of the Jross value of a1l
"such n"opertzes brought mto assessment in that year B
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(3) the sum thus apportioned to immovéﬁle property be distri-
buted among the States in proportion to the gross value of
the immovable property located in each State; and

(4) the sum apportionsd to property - other .than immovable
property be distributed among the States in proporhon to
their population. .

23. The percentages iaid down by the Se.é("ﬁii:'COmmxssxon reed,
however, revision on the basis of 1981 census.- T'he rev!sed percentagﬂs
will be:

State Percentage
Andhra Pradesh 834
Assam . . YT
Bihar 10-78
Gujarat . . 478

. Jammu end Kashmir 083
- Kerala . . 39z
Madhya Pradesh 7081
Madras . 7-80
Maharashtra 916
Mysore . =77 T '5 46
Orissa 408
Punjab 471
Rajasthan 467
Uttar Pradesh . 17-10
" West Bengi.i B RT

(it) Ad hoe grant of Rs. 125 crores m“’lieu of‘ta:c on milway
) passeﬂger fqres , .

24. The Act imposing a tax on rallway passenger Iares was repeal-
ed by Act No. VIII of 1961 after the Commission had been constituted.
The Union Government has decided, however, to make to the States an
ad hoc grant for the gquinquennium - 1961—88 of Rs. 12-5 crores per
year representmg the average of the actual collect:ona during the two
years 1953-59 and 1853-60. Our terms of refe:enee were accordingly
modified and we were asked to recommend instead _the principles on
whmh this ad hoc grant should be distributed. ,

25. The estimates of revenue and expenditure submltted to the
Planning Commission by the States had takez; _nccoun_t of the receipts




on the same' footmg as’ before.
purpose of the grant We




' _to three matters, namely; - ©*

Iv. DEVOLUTION op UNION'TAXES/DUTIES |

5 (1) Incamt

2§. Article 27 0(1) of the Const1tut10n prm 1des for the obhga.tory
participation of the Union’and the States in the proceeds of taxes on
income other than agricultural- mcome.‘ C’orporatxon tax, the pro-
“ceeds atiributable to Union terr1t0nes and ‘taxes payableé in respect
of Unicn emnh.nents are spemﬂcally exdnded from distribution.

27. Under av ticle '2.70 we have to make recommendatmns fm,_rregard

{a) the’ percentage “of< the net
. assigned to the. States, T

(b) the drstnbutxon among them of the States share., and

(¢) the’ percentage of the net" proeaeds which shall represent :
proceeds attrlbutable to Umon terl‘tcrlPS o

reeeeds ef income-'tax' to be

- 28, Before we deal W1th them ‘we shomd like to’ summarise
. briefly the views placed before us by the State Governments, All

‘ '_ the States have pointed out that, as a Tasult of a cbange brought

about in the Income-tax Act by the Fmance Act of 1959, the income-
tax paid by companies is now class1ﬁed as corporation tax and is
thus excluded from the ‘pool of income-tax hithetto avaﬂahle for
distribution. This, they represent has'deprived them’ of an expand-
-ing source of revenue: {o which’ they_had, hitherto a constitutional
entitlement. The submission has, therefore, been made to us that
we should take into account-at least such part of the corporation tax
" as is attributable to tlus y1e1d if- not the ent:re fax. -

) "() Sugge stmn has also been made that the surcharge on income-

tax levied under d.rt1c1e 271 ‘which has been in force for about the
last 15 years, should now be merged in the basic rates. It was urged
that this would akate partly the impact of the loss sustained, as this
would indirectly brmg \mthm the pool o£ distribution an excluded
amount. : . ,

30. We, bowever,l made it clear to the State Gove'rnments that
‘the recommendations that ‘we would‘_ make should necessarily be



of reference We a]so pomted out that other measuresxw«ere avail-
able to tuke account of, t.he shrmkage of the dﬁﬂlbutab]e pool While 5
appreciating this posit:on, ‘all the States' claured that the perceutage *

of the tax 'o be assigned to them should be aubstan‘mlly increased;

some. even suggested that the. entire net ro"eeis should te ass:gned
tu the. States. Wr, suggested ;that, in the case of a divisible tax in" .
which- there was obhgatory partlcipatlon between ‘the Union and the

States-a sound maxim: 4o «adopt would. be .that.all . partlcxpamg‘_-"f'i“

(:overnments. more part:cularly -the ‘one respons:\ble for levy ﬂnd"r;'
‘collection, should have a s:gmﬂcant continujng interest in the “yield -
of the tax The States. generally apprecuated this point of view, but, °

variously suggested that a devolution of the order of 70 to Y0 per ...

~ cent would be appropriate. On the considerations mentioned above, : ..
we feel, however, that it should be adequate if 66-2/3 per cent of .. .
the neg proceeds of thls tax be assigned for distribution to the States.

31 The quest:on of d15tnbutxon of the share assigned to thek-

States ig not only a complicated issue but a contr. .wme:al one. Widely

™ divergent views have been -expressed, . rauging from distribution - -
entirely on the basis of collection to distribuiion whul]y on the basis -

of population. In between, there:are: suggestions that popalation.
gheould be weigked to fake account of. ﬂ*e proportion of scheduled

Ay Y e

castes ‘and tribes and backward classes in the population,-that the. |
area of. the State. should -be a relevant considerat jon, and that its’ ..
backwardness should not be ignored. . There are also Suggestions

that distribution should be based on cons.derauons of ropulation as -

also collect:on in vanous proportlons

.i" We are in general agreement w1th our predecessors that the

relevant censiderations are population Mllect1om We did not | ...

ﬁn.d it feasible to 1nt.roduce other factors in the distributicn of this | -
Ex In all previous schemes of distribution, there has been a blend-.
g

of these two principles, but in different’ proportions. While the - .-

first Finance Commission’  recommended , that distribution ' of  the:. .-
States’ share should be on the basis: -of 20 per cent for collection and = -

> 80 per cent for populatxon, the second Commission reduced the ele- -
ment of collection to 10 per cent and expressed the view that in due -

; course the factor of collection should be eliminated altoge ther and

f

i

distribution be made entirely on the basis of population

-33. We have considered ‘the matter de novo. The second Com-
misgsion itself recogn,sed that “there may be a case for weightage .
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being given to collection in the restricted field of personal income-
tax”. The first Commission had gone further and ‘stated: ‘It is
pertinent to bear in mind the fact that there is all over the. country
a core of incomes—particularly in the range of personal and small
business incomes—which could be treated as of local origin’. We
consider that these statements have 'a force. In our’ view, while
" population should remain the main factor for the distrlbution of the
net proceeds of income-tax amongst the States, the factor of contri-
bution should receive adequate recognition, It has been urged before
. us by the industrial and urban States, in whose territory large
amounts are collected by way of income-tax, that they should have
an incentive and the wherewithal to maintain the' environments
which would preserve and prornote industrial and trade activities.

34, Since the second Finance Commission made 1ts recommenda-
tions, the taxes on income paid by companies have been excluded
from the divisible pool. Bulk of this tax paid by companies would
have accrued from income of all-India origin. With the exclusion
of this element from the divisible pool, a higher percentage than
before of the total yield of iucome-tax now represents tax derived
from incomes of local origin. -

35. We consider, therefore, that a higher weightage should be
given to the factor of contribution in the distribution of ‘income-tax
than that recommended by the second Commission, ~"We have also
.been impressed with the submission that the industrial States having
‘larger collections have problems of their own. Large concentration
of population, more particularly of industrial labour, creates pro-
‘blems of law and order 2rd gives rise to an increased demand for
the administrative and social services. Further, the unit cost of
prov1d1ng these services is larger in such areas than elsewhere more
particularly in the non-urbanised parts. _

! 36. Taking all these consideraticns into account, we feel thsfnt it
'would be fair and equitable to restore the formula of the first Com-
gmission for the distribution of income-tax, namely,;: 80 per cent on

jithe basis of population and 20 per cent on the basis of collection.
v

37. As regards the actual manrer of distribution of the States’
share in each year, we zgree with the earlier Commissions that it
will be convenient both to the States and to the Union if the shares
are expressed as fixed percentages. We recommend that two-fthirds,
that is to say 66-2/3 per cent of the net proceeds in any financial
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ar of taxeéé on'incée ‘othét 'than agricultural ‘income, except in 5o -

r as those proceeds represent proceeds attributable to- Union terri-
ries or to taxes payable in respect‘of Umon emoluments, be a551gn-

- Smte B
Andhra Pradesh | :
Assom Do ..
Bihar . f'.;_"“'_.' o :

-Gujarat . -f_";
]mu and Kashnﬁr:
-Kerala - . "b- SO
Madhys P-adesh .-
Madras ..
Maharash 2 .
Mywre"'- S

On.ssa

- Pun}ab
Raj: \stha |

U .ar I-‘radnnh _

- Weat Bengal_‘ .

'(ii),.IIﬁioﬁ\lEmcwe Dutles .

32. A.rtlcle 272 of the Const1tutiomempowers Parhament to prowde .

by leglslatzon the dlstnbutmn to*the Statésof the' whole ‘or:a: part
of the net proceed of the Union’ dutles of ‘excise on specified : com-
modities, prescﬂbmg, at the’ same t1me the prmclples on which the
distribution should be made. " This' ‘permissive - prov151on was em-
bodied in our Constitution to: provid.e for add1t10n31 fmanclal asmst-
ance to the States, should the necessity arise | to augment sums
which could be  made avaﬂable under other prowsions of the
Constitution, - )
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40, Till April 1852, the proceeds of this duty were_not brought
into distribution and were retained wholly by the Uniop. ».The first
Finance Commission broke new ground by recommending the sharing.
of the proceeds of duties on three commodities between the Union
and the States. It was presumably influenced in this conclusion by
the growing financial needs of the States in fulfilling a complementary
role in the development of the national economy and the provision
of a higher level of social services. The second Commission expand-
ed the list of duties to eight commodities as in their view the taxes
on income were ceasing to be an expanding source of revenue and
increasing dependence should be placed for purposes of devolution
on the growing source of excise revenue. The impact of planning
on the States also called for a larger measure of devolutmn which

could be suitably prowded by using the permissive provxsxons of
article 272 more extensively.

41. The yield of the duty in the financial year 1951-52 was only
Rs. 86 crores, but, it has yielded Rs. 383 crores in the year 1860-61.
The range and depth of this duty was further enhanced in the year
1961-62. It is becoming evident that further expansion of this source
of revenue is inescapable to meet the growing fiscal needs of our
developing economy.

42. We consider that a more extensive use of article 272 for
affording assistance to the States is not only justified but is even
necessary. For one thing, the shrinkage in the divisible pool of

" income-tax has to be taken into account; for another, the larger
- Tevenue gaps caused by the impact of the committed expenditure of

two successive plans have to be filled.

43. Three alternatives have been canvassed before us, namely,
the distribution should cover the proceeds of Union excise duties
on (i) articles of common consumption, (ii) consumer goods, and
(iii) all the commofities on the present list. The majority of States
have demanded that the entire net proceeds of Union excises should

be made divisible. The arguments they adduce in suppert are two-
fold: o

(a) the expansion of the range of commodities subjected to
Union excises from time to time and the increasing inci-
dence of the duty have an impact on the levy and collec-
tion of sales tax. This in itself is a justification enough
to give recognition to the interdependence of the two



Ilewes by makmg the entu'e proceeds of Umon excise .
duties  divisible.": Additionally, sales: tax : constitutes  the :
. only significant ﬂex1b1e source of revenue available to them
and this flexibility is sub;eeted to restraint by the excise -

' ‘pohcy of the Umon Government' and A
_(b) the rate of duty on’ certaJ.n ar‘ncles of cornmon consump-
.tlon "like cotton textlles, is variable and has, in fact, been
~-varied from time-to- tune depend.mg on the stock position.

- and- market condmons Snmla: conmderatmns may arise.i.:

Py

-in the €ase of sugar. also, If-a.broader, base is adopted for o

--d_lstnbunon the buoyancy on-.certain ' art1c1es will make ,
‘good the shortfall on oth&s, mamtaming a steady flow of
: assmtance el ‘ .

44 W- have been 1mpressed by the 10g1c of thls approach. We,
con ider that- the inadequacy of resources that has developed in ‘the
Sta es is attributable mainly to the planning process and this inade-

:y may . become more pronounced with the completlon of each

st :essive Plan for some years to come. . The viability of the States | _“.

cot 1d best be secured by a larger.: de'volution‘ of the Union .excise A

du'jes and this should be effected_by.providing for the part1c1pat10n

of the States, by conventlo:g_,,_;”"the prcceeds of aJJ Union excises. B ¢S

would give a great deal of psychologlcal sa”usfactrontto, the States and’
dissipate any. suspicion that the Union s pursuing a pohcy of exces-
sive centralisation of resources. . We con51der thﬁ't'EG “per cent of the
net proceedm of excise .on all commodltles on which .
such duties are collected, would. be appropnate for. the purpose we
have in viéw. .:For -purposes. of, our; d.\stnbutlon, swe. have. included
all the commod.rties on which dutles were, collected in 1960-61 being
the last year preceding the tlm'd five year Plan, excluding (except
silk fabrics) those on which the yreld was below. Rs. 50 lakhs a year. .
We exclude,: however from., tl'us computahon the duty on. rnotor
spirit, as we, propose elsewhere. ‘that a sum..of RS, 36 crores being. -
about 20 per cent of its yield should be utilised for maintenance and

A .
imyrovement of cormnumcat:ons and dlstnbuted as.a special purpose .=

grant.

45, We 'have considered the other tWo ‘al;ternatives'als.o, _but‘have .
felt that there is no particular virtue or advantage in their adoption |

Selection of a list of consumer goods might well be questioned; nor

would it provide a more satisfactory basis of distribution. Similarly, * -

T

liniting devolution to articles in_ﬁ_commonAuse,‘_such as cotton textiles, . .
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sugar, etc., would not, in the present situation, assure the States of
a stable yield.

46. We now turn to the distribution of the States’f.'_sha:é“of the
divisible excises. The first Commission had suggested that consump-
tion of taxed commodities could provide a suitable basis for distri-
bution, but, in the absence of reliable data, they adopted ‘population
as the basis. Confronted with the same situation of non-availability
of reliable statistics, the second Commission felt that population was
the best basis to adopt, more partmularly, as distribution on con-
sumption, even if the relevant data were available, would benefit
the more urbanised and, in their view, ther:fore, the financially
stronger States. Both the Commissions were considering a limited
range - -ommodities which could be classified as consumer goods;
but, we poopose to include, in devolution, producer goods and inter-
mediaries also. Consumption would not, in our view, be the correct
criterion to apply for distribution. ‘

47. We consider that while population should continue to be the
major factor of distribution, the relative financial weaknesses of the
States, the disparity in the levels of development reached, the per-
centage of scheduled castes and tribes and Dackward classes in their
population, etc. should also be taken into account in determining the

’ share to be allocated to each State individually. In other words, we
" feel that in this permissive participation, an attempt should be made

to bring all the States, as far as possible, to a comparable Tevel of

? ﬁnancxal"ba‘lanc W_recommend thuef(m é'ﬁlcle 272

B of the Umon dutles of excise on all artlcles ‘scheduled below be pa1d
out 6T the Consolidated Fund of India to'the States and distributed
among them as given below:

Schedule of articles
1. Sugar.
2. Coffee.
3. Tea.
4. Tobacco.
5. Kerosene,

_.__6_Refned diesel oils and vaporizing oils.
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13.
14,
15.
16.
17.
18.
16.
20,
21,
92,
23,
24,
25,

26,
27.
28,
29,
30.
31
32,

‘33,

. Furnace 011 it
. Asphalt and thumen

10.
11,

12, ngments colours, pamts, enamels varmshes, blacks a.nd T

-Vegetable non—essentlal 0115

Soap.

' Paper.

Dzesel oil, not otherwise spemﬁed. B

Vegetable products

cellulose 1acquers i

Tyfes and tubes. .

Bea . e

Rayon and synthehc ﬁbres and yam.

Cotton fabrics.

Sille fabrics.

Woollen Iabncs

_Rayon or artlﬁcml sﬂk fabncs '

Cement. o

Pig Iron. v -

Steel ingots. |

Tin plate and tin sheets mcludmg tin taggers and cuttmgs
of such plate, sheeis or taggers,

Internal combus'ion engines.

Electric motors and parts thereof. - .

Electric Batteries and parts thereof. |

Electric lighting bulbs and fluorescent lighting bulbs.

Electric fans. '

Motor vehicles,

Cycles, parts of cycles other than motor cyeles.

Footwear.
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34. Cinematograph films exposed.
35. Matches.

Schedule of distribution

State Percentage
Andhre Pradesh . . . 8-23 .l/’
Assam - . . . 4°73
Bihar . . . . . 1156
Gujarat . . , . . 6.45
Jammu and Kashmir . . 202 "”
Kerala - . . . . 546 x"‘-f—"' }
Madhya Pradesh . . . 8-46
Madras . . . . . 6-08 g
Maharashtra . . . . 573
Mysore . . . . . 5 82 :
Orissa . . . . . 7-07
Pugjab . . « o« 6471
Rajasthan I . 593 - ar,«,,
Uttar Pradesh . . ) . 068 Lot

West Bengal 507
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V. DISTRIBUTION DF ADDITIONAL DUTIES OF EXCISE

48, We next deal W1th the addltwnal duties ‘of " excise, We are

required to make recommendations in regard to the changes, if any, * o

~ t6 be made in: the prmc1p1es goverm.ng the chstributmn ‘of the net
proceeds in any ﬁnam:1a1 year of the addztlona.l excise duties levied
on cotton fabrics, rayon- “or art:.ﬂcml sitk fabrics,” ‘woollen fabrics, -
sugar, tobacco’ including manuiactured tobacco, - provided . that the b
share accruing to each. State shall’ not be’ less than. the rayenue

realised from the levy of sales tax in the ﬁnanc1al year 1806-57 in
that State. o

49, Tn May 1957, the Government of India, in consultation with
State Governments, decided that-an’additional duty of excise should
be levied on mill-made . textiles,:"sugar.and {“bacco - including
manufactured tobacco, in replacement of sales tax ‘evied by the State
Governments, and that the net proceeds should be distributed among

the States, subject to-the then mcome der:ved by each State bheing
D.:.SU.I'Ed to it, ‘

50. The second Finance Commission was’ ;equired to_ recommend
the principles which should- govern -the™ distribution of the net

proceeds. It was required to determine also for each State the -

_ amount which should be assured to it és-being the income derived
to it from the levy of sales tax. 'As the additional duties were to
replace sales tax which was tax’ on_conéumption, it explored the
rossibility of adopting consumptibn as the basis of distribution. It
prepared its own estimates of consump.ion of each of the three
‘comrnodities on the basis of est1mates _prepared by the assocjated -
official agencies and the estlmates furr.ished by the State Govern-
ment and apphed population as a, correctwe It ‘came to the con-
clusion that the:estimates so compﬂed prowded the best index for

_determining the incomes of the S‘ratec mdmdually from sales tax on
these three commodmes

51. Some- of the States have questmned the correctness of the
amounts pguaranteed in pursuance of the second Commission’s
" recommendation, but, they have been unable to produce material any
more reliable than that submitted to that Commission. We consider

L1 5



that, at this distance of time, it is neither possible nor proper of;us
to undertake a re-examination of the question. A re-opening of the
matter would only complicate a settled issue and create problems
which are best avoided, -

52. The States urged that the guaranteed amounts_gl_l'buld'jbe
revised to take account of increases in rates of sales tax effected by
them after the amounts guaranteed had been determined.. "They also
complained that as a result of the surrender of sales ‘f.a':i,’:wthey”
lost over a period of years and that they should be insulated against
further future losses. The second Commission had rejected the
suggestion that not only the revenues currently derived but prospec-
tive revenues should also be taken into account in deterni,{ihing the
guaranteed amounts. So must we also dismiss the suggestion that
we should make an estimate of possible losses sustained and refix
the amounis of guarantees, For one thing, such an examination
would be outside the terms of our reference; and, for another, such
a determination would be impractical on statistical matenal now
available.

53. An additional excise duty having been introduced . n lieu of
sales tax on silk fabries as well, we have been asked to provlde for
its distribution as in the case of the other commodities. . e y1e1d
from this duty is small, being estimated at Rs. 4 lakhs a year.. In
our view, the amounts of guarantee prescribed by the: second
Commission should be adopted with a small addition to take’ accou.nt
of the yield from silk fabrics. SR

54. We consider that a sum equal to 1 per cent of the net”' p'roce'e-ds
of these additional duties of excise should be retained by ‘Ehe Union
as being attributable to Umon territories,

55. Further, we recommend that the 1% per cent of the “net
proceeds paid to the State of Jammu and Kashmir be appropriately
increased to 1% per cent a year. ln respect of other States, we
recommend that the annual guaranteed amouits with the -addition -
of additional excise duty on silk fabrics shoulr be as shown below:

State (Rupees in lakhs)
Andhra Pradesh . . . . . . 235:24
Asgsam . . . . . 8508

Bihar . . . . . 130°16

Guijarat . . . . . 323°45
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U Rerals 7 5 i " 95-08
.- Madhya Pmdbshj. L asserr
Madras . 2883
saharaghtra L T637-77
| " Mysore "‘Ioo.r:o o _
: _Orissa"v__vj_; _ 8510 -
" Punjab ST agsiie
Rajasthan L """90-.10
Utta:'Pradcéh g _.1‘:':515 ‘81
West ‘Bengal - CoihzBoegr b
L 325400

56. We have, however, to Tecommend -on what principles any
balance of net collections . _remaining after meeting the guaranteed
amounts should be distributed. ' We consider that,~in view of the
fact that this additional levy™ 15 ‘in liew of sales tax,-it would be
equitable to distribute the excess c¢ollections’ partly on the basis of
the percentage increase in-the ‘colléction of sales tax in each State
since the year 1957-58 when- the additional excice duties were imposed
and partly .on the bas1s ~of populatmn We recommend that in

addijtion to the amounts guaranteed ‘the, States’ ‘should participate in = h

the d_lstnbutlon of collectmns J.n exce :
the ratm gwen below —

. 1060
Mysose . 5v25
" lOrissa" 450
Puniiab._ PE S '5.-25' o
~ Rajesthan ST -
Uttar Pradesh | o i 15050
West Bengal '_ .. .. ' 9-00‘

-of amounts s0 prcmded in



VI. GRANTS-IN-AID

57. We now turn to the question of determining- the Stntes which
are in need of assistance and the amounts of the grants—m—md to be

recommmended for them under the substantive portlon of. a.rt.lcle 275¢1)
of the Constitution. Lo

58. Article 280(3) (b) requires us to make reco:;iheﬁ&ﬁtions to the
President as to the principles which should govern the grants-in-aid
of the revenues of the States out of the Consolidated Fund of India.

;

59. Grants-in-aid should obviously be made to meet the residuary

/ fiscal needs of the States, after offsetting the estlmnted amounts
made available by the devolution of taxes. Two .questions arise:

first, how these needs should be reasonably determined; and

secondly, how fiscal needs should be defined. Should it be done in

a comprehensive sense, including the requirements of the Plan, or

should it be in a limited sense, merely to cover the budgetary gaps

- of the period of the Plan?

"

60. The first Commission formulated certatn¥principles which
should regulate the assessment of fiscal needs and, in doing so, it
defined also their 'scope. It considered that the budgetary needs of .
the States should first be estimated by a detailed examination of
the forecasts of revenue and expenditure submitted and then these
should be reduced to a comparable basis by the. exclusion of
abnormal, unusual and non-recurring items of expenditure. Adjust-
ments in this analysis should be made to take account of the extent
of tax effort made by each State individually; and also the measure
of economy it had effected in administration. This would help a

. broad judgement on the quantum of assistance that would be justified.
That Commission, however, felt that this analysis should not, by itself,
/ ‘limit grants-in-aid, but that the level of social services reached in
a State and any special disabilities arising out of its: constitution
should entitle it to a further moiety of assistance. It added that
grants should also be made for broad purposes of national importance

to bring up deficient States to an acceptable minimum level.

61l. These principles are unexceptionable in  themselves, but,
difficulties as appreciated by the first Commission arise in their

28
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application. The comparative determination of the tax efforts of the {
States cannot be in absolute terms. It has to be related to their
‘tax potential, and this calls for a special study. Similarly, the
assessment of the measure of economy effected or the degree of
efficiency reached: in a State's administration is a complicatec [
exercise which, in any event, we could hardly undertake with the
organisatioh and time at our disposal. Yet, without reliable and
comparable information on these two essential jugredients of grants-
in-aid, it is difieult to determine the quantum of assistance that
would be necessary and justified. This and other considerations lead
us to the suggestion, which we make elsewhere, that an independent
Commission should be constituted to review, amongst other things,
the finaneial relations which, in the new situation of planned
development, should subsist between th.e Union and the States.

62. The"other principles mentioned by the first Commission are
now taken care of in the formulation of the natmna‘l 1 plan; but, the
question remaing whether we SRoUld not take note 1ote of their financial
implication in “our—sutreme of devolition and grants-in-aid. -

63. In. -the . enumeration of principles, the first Commission
‘acknowledged .that it was not sufficient to cover the amount of
budgetary needs but also the fiscal needs arising out of development
programmes undertaken. The second Commission re-affirmed that
fiscal needs should be considered in a comprehensive sense and that
grants-in-aid should subserve the requirements of planned develop-
ment. It added that the priorities and provisions in the Plan itself
should determine t the fiscal needs for development for the penod of
the Plan. = - T

64. Consistent with this concept of assistance to which we fully
subscribe, which accords also, in our view, with the spirit and
provisions of the Constitution, we should not leave out of considera-
tion the fiscal needs of the Plan. Our terms of reference also give
recognition to this principle by directing us specifically to take note
of the requirements of the third five year Plan. We have, however, |
to consider whether we should Mo the estimated
revenue component of the Plan or should limit it on prachca] or
other considerations. - '

685. Two points of view have been expressed before us on this
guestion. The first is that the Plan itself is Rexible and is subject
to adjustments at the annual reviews undertaken and there is the
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need to ensure that the States conform to the priorities andpromons
1a1d down, If full financial allocation is made by us, these reviews
would be rendered difficult. The other point of view;is that the
Plan having been endorsed by the National Development ‘Council
and approved by Parliament, it is only logical to gunxantee the
necessary resources to the States to enable them to forge ghead. It
is suggested that devolution and grants-in-aid by the , Finance
Commission would be more in tune with the provimgns of the
Constitution and that it would inculeate a greater sense.pf responsi-
bility in the States as the grants-in-aid would then. become an
integral part of their resources. It has further been urged that it
is inconceivable that the scope and targets of the Plan,-except in an
emergency, could possibly be revised downwards. Further, that, in
an emergency, the provisions we make would in any .cage come to
be suspended; and that there should, thus, be no impediment or

practical difficulties in the way of our providing for the ﬂscal needs
of the Plan even in full,

66. The considerations on which a judgement can be-‘%mde are,
therefore, somewhat conflicting. While we appreciate that in a
planned economy a measure of centralisation and even regimentation
is inescapable, it is no less necessary that States should not feel that
their autonomy is being unduly frustrated. There seems to be a
strong feeling in the States that the restrictions and conditlons, which
are attached to the grants which they receive for Plan’ 'purpostm tie,

their hands unduly and deprive them of necessary ﬂexlb:lity and
room for adjustments.

67. It seems to us that to draw a line necessarily ‘a"rbjitrary on
the basis of Plan and non-Plan expenditure in their treatment is not
really sound. We see little merit in inducing a State to continue
to incur expenditure on objects however desirable, whefi ‘the rest of
its resources are insufficient to meet the basic requirements of its
administration and the more pressing needs of other ‘programmes
which fall outside the Plan. It has to be remembered that a high
proportion of what is classified as non-Plan expenditure is itself due
to projects launched in previous Plan periods for which maintenance
and upkeep becomes- a non-Plan liability of the State. There is yet
another reason why we are inclined to regard the entire revenue
budget of a State—whether Plan or non-Plan—as an integral whole.
Some of the States will, as a result of the devolution, which we are
proposing, have a surplus position in the non-Plan sector of their
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avenue budget. It is but legitimate that this st_l;plus__qbguld be
armarked for the m all these considerations,
7& sec considerable advantage in devising a machinery for taking
n integrated view of Plan and non-Plan expenditure of the State
s a whole. This issue, which requires a more detailed examination
nd fuller consideration of many important inter-related questions of
Iniom-State finaneial relations, should also, in our view, be remitted
o the high-powered independent Commission, the constitution of
which we suggest elsewhere.

-

68. In order to ensure that, on the one hand, national priorities
are not distorted by the States and, on the other, that through
conditional grants and the financial inducements which they provide,
States are not made to embark on schemes which they themselves
might consider relatively unimportant to their economy and even
unsuitable to their environment, it seems advisable to examine
whether the assistance made available by the Union to the States
towards their Plan expenditure should not be on the following
basig:

—d

(a) assistance which is meant to fulfil what can rlghtly bew )
described 1s national purposes, such as power, flood control -~
major irrigation works, agriculture, family planning, etc
should coatinue to be governed by strict conditions resard-
ing their utilisation; and

(b) grants, which are meant to strengthen the State sector in\
matters which must necessarily be decided with fullest
regard to local rather than national needs, such as, educa-
tion, health, minor irrigation projects, etc., should te such
that the States have the freedom to reappropriate from
one head of such allocation to another while adhering to
the broad objectives of the Plan, '

69. We content ourselves with making these suggestions which ..
the Commission we propose would undoubtedly consider. -

- 70. We consider also that, with a view to kave a well co-ordinated
approach to Plan and non-Plan programmes, current as well as
long-term, the State Governments should develop a compact, efficient
machinefy for the formulation, execution and evaluation of these
programmes,

71, On the considerations placed before us, we recommend that
the total amount of grants-in-aid should be of an order which wouil


sfc 16
Rectangle


32

enable the States, along with any surplus out of the devolution, to
cover 75 per cent of the revenue component of their Plans. In
determining the revenue component, we have deducted in full the

Y amount of additianal tax to be raised by each State as incorporated
in the Plan itself. In making this recornmendation, we have been
influenced, amongst other things, by the fact that the Plan contains
repetitive schemes of continuing character. The expenditure on
these is unavoidable and is of the nature of committed expenditure.
One State has produced statistics to show that this absorbs 64 per
cent of the revenue component of its Plan. A similar position,
though possibly in differing degrees, subsists in the Plans of the
other States also.

72. The assistance to each State towards the fulfilment of the
broad purposes of the Plan, as provided by us, is given in the table
appended. The safeguard in the utilisation of this assistance for the
purpose intended is, in our view, provided by article 275 of the
Constitution. This being a grant-in-aid for a specific purpose, namely,
the Plan, it may be reviewed from year to year, should the necessity

- arise, by Parliament under article 275(1) or by the President under
"article 2v5(2) as the case may be. ' :

73. Our purpose in making these suggestions and recommendations
is twofold; first, to secure the observance of the prioritieé"af”the
Plan in regard to programmes of national importance, and secondly,
to encourage and enable the State Governmerits to plan their affairs
on a sounder and more realistic financial base and to djscourage
demoralisalion which dependence inevitably breeds.

74. We had not intended to make any special-purpose grant, but,

in the course of our visits to the States and the discussions we had
\& with their Cabinets, we became convinced that impetus should be
| given {o the development of communications more extensively.
! There is the pressing need to open up backward areas, to break
' down barriers of isolation and stagnation, to develop social services
and social sense, to mobilise economic resources, and above all, to
bring about a feeling of oneness in the minds of the people of thege
regions with the rest of the communily. Due to financial stringency,
the State Governments had, we noticed, made inadequate provision
for the prupsr maintenance of existing roads and for new construc-
, tior.  We feel that, in the special circumstances, an earmarked grant
shorld be made for improvement of communications in the interests
! uf national economy and national integration. We consider, there-
fure that it would be appropriate if a iotal surm of Hy 36 crores being

[



, 33
proximately 20 per cent of the . proceeds, of the duty on. motor
irits were to be distributed for this purpose. Keeping in view the
lative needs of the different Stgtes and the resources available to
em, we recommend the special grant of Rs. 36 crores be distributed
indicated below:

(Rupces in lakhs)

State Per year. Total for four

yeary 1962-66
Andhra Pradesh . . . . - 50 - - 200
Assam . . . . . . 75 300
Bikar . . . . . . : 75 300
Gujarat . . . . o I00 ) 400

Jammu and Kashmu e /?59 o200
Kerala . : e »75) 300
Madhya Pradesh . ... . . . 175 : 700
Mysore . . - - . 50 207
Origsa . . . . . 175 )
Rajasthan - . . . . 75 R - 30

75. In addition, we recommend the following grants-in-a’ 3 in each
f the four years 1962—66 to cover budgetary gaps where r. -eded and
i-per cent of the revenuz comiponent of the Plan. The assistance
»wards the Plan made available in our scheme of devolution and
ranti-in-aid in each of these years is indicated separately.

(Rupees in lakhs)

{.gsistance towards
"an included in

fitare . Grant-in-aid devolution and
. © grants-in-aid in
‘ column 2,

I 2 a
Andhra Pradesh . . . 1200, 300
Assam . . . n . . 900 375.
Bijar P, . . . Boo ' ) 300
Gujarat . . . . < 950 525
Jammu and Knshmlr . . oo 325- 175 .

s Kerala . . . . , S %50 300
Madhya Pradesh . R . . 625 "s00
Madras . . . AN oo . 500
Maharashtra . . e : o @lj-)«
MySOre . " . . . . 775 150
Srissa . . . . . 1600 450
Punjab . . .o v ae— 275 . 275
Rajasithan . . - - . B75 425
Uttar Pradesh . . - ~C’l/‘; -— 200 o >
[West Bengal . . . il e Bso 7 /\\L 850

76. We have every expectatmn that the provision we mske would
further the national purpoese to consolidate, to unite and to construct.
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VII. GENER . OBSERVA’' )NS

77. In all federal constitutions, it has been found difficult to
provide for allocation of resources to correspond to allocation of
functions. There is a measure of inter-dependence betwe
national and State Governments, which becomes more pron
in a developing economy. Our Constitution takes cognizance
position in its financial provisions. The division of resources b
the Union and the States, embodied in our Constitution, might not,
it was considered, make the States viable, and provision had, the
fore, been made for the yield of certain taxes being made divisible
between the Union and the States. There is provision both £
obligatory and permissive participation. Accordingly, the Consti-
tution has made the proceeds of income-tax divisible compulsor -,
its yield being (a) substantial and (b) historically it ha been a
divisible tax earlier. It was recognised also that even with a sh :
in the proceeds of income-tax, a few of the States, which had been
formed earlier on political, linguistic and other considerations, might
still be in need of additional financial assistance. Accordingly,
provision has been made for grants-in-aid of revenue in article 275
of the Constitution. The Constitution provides also for permissive
participation in the yield of excise duties either on the whole range
of, or of specified, commodities on which the duties have been imposed.

78. The scope and magnituide, which the successive five year Plans
will assume for the development of our national economy and the
level of social services, couid not be fully apprecialed when the
Constitution was drafted. It became necessary, therefore, from the
very beginning, to operate on the permissive provision of participa-
tion in the excise duties, and the first Finance Commission made
recommendations for division of the yield of excise duties on three
commodities in addition to other provisions of devolution and grants-
in-aid. The second Commission considered it necessary to expand
the list to eight commodities, along with some other adjustments.

79. A general weakness of federal-State financial relations, more
particularly in the field of devolution, is that federal assistance tends
to be discretionary in character, not necessarily on principles of
uniform application. To safeguard the position of the States, our
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ates, whether by way of loans or devolution of revenues, t
them both to balance their normal budgets and to ful the p
targets of the Plans. This would, we consider, be in harmc
the spirit and even express provisions of our Constitutis
would also make the Commission’s recommendations more realistic
as they would take account of the inter-dependence of capital
revenue expenditure in a planned programme.

83. The second is to transform the Planning Commission i1
Finance Commission at the appropriate time.

84. Most of the States have complained that there is a perceptible
trend of centralisation of resources, in addition to centralisatii
certain State functions. In evidence, they point out that the recent
amendment of Income-tax Act has removed from the definition of
income-tax the tax paid by companies and has thereby caused an
appreciable shrinkage in the divisible pool to which they e
constitutionally entitled. Though the amendment was made to
- simplify levy and collection, the indirect effect has, in fact, been a
diminution in the amount hitherto available for distribution.
Similarly, they cite the recent repeal of the Act imposing a tax on
railway passenger fares. This, they claim, was an expanding source
of revenue to which they were legally entitled in terms of article 269.
Though provision has been made for an ad hoc grant of Rs. 125 crores -
a year for five years, representing the average yield of the tax in
the past two years, they fear that even this amount may not be:
separately earmarked hereafter to compensate them for loss of
entitlement. In any event, it can only be a discretionary grant in
lieu of a legal right now extinguished. They have also complained
that the Union Government had not adjusted the rates of additional
excise duties levied on certain commodities in lieu of sales-tax,
though the basic rates of excise duty on these very commodities had
been recently revised upwards. Their grievance is that the benefits
of all these measures accrue to the Union at the expense of the States.

85. We mention this as there is a general feeling that the cc
of the autonomy of the States are being diluted not only 1
“prescription of detailed directions on subjects within the Sta
but also by unilateral financial decisions taken.

86. A more important and even disturbing feature is th
States are becoming dependent on Central assistance on an
increasing scale. This arises partly out of the impact of com:
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expenditure of the completed plan projects and partly for
reasons. This increasing dependence “is diluting, on the one hand,
the accountability of the State Cabinets to their Legis ures;
the other, it is coming in the way of the development of a !
sense of responsibility in their administration.

87. If it were possible to establish a proper balance between {
productive and non-productive components of a State F
productive projects, it might be expected, would generate
after a time-lag, enough resources to finance the maintena
of the non-productive schemes. But due to the uneven deve
of the social services and their inadequacy generally, these
be given an important place in planning. As a result, th
are unable even to balance their normal budgets with
resources available to. them. This is rendered more dift
additional taxation measures are earmarked and absorbed for
financing the revenue component of the current Plan. It has, th
fore, to be considered whether, in the present situation, the :atn
now accorded to completed Plan schemes should be continued. The
cost of maintaining the schemes, whether viable or not, now
becomes automatically a charge on the revenues of the State. Such
of these schemes (and many of them fall into this category) as do
not produce revenues sufficient to meet their maintenance charges

*" "o the financial liabilities of the States. Instead of creating
, these schemes create additional financial liabilities in most
The question, therefore, arises whether the schemes which
yet to become viable should not appropriately be a first charge
e resources of the immediately succeeding Plan. This arrange-
will provide, on the one hand, for a review of the working
> schemes, whether they are being efficiently and economically
listered and whether they are fulfilling the purposes for which
were designed, and on the other hand, make it possible to assess
xtent to which the different States are endeavouring to balance
‘normal’ budgets. We fee]l that the 1ssue we pose merits
ination in all its implications and should appropriately be
ted to the Commission we propose later. The increased need
sistance is not entirely a concomitant of planning; in many
it is additionally attributable to ineffective expenditure control
axity in fuller mobilisation of available resources.

The earlier Commissions had rightly stressed the importance
iciency and economy in administration and the tax efforts of
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more acceptable guide for assessing the assistance justified from
the Centre. This will, in our opinion, bring about the optin

mobilisation of resources by all the States. Equally, it will m

stop to the present undesirable system of affording assistance by
covering the revenue gaps, howsoever they have arisen or been
caused. Under the present dispensation, it is likely that the States,
which have done the least, may receive more than they would have

otherwise deserved.

96. To complete the picture of financial assistance afforded v
the Union to the States, we should refer to the present system of
dual allocation of grants, grants-in-aid of revenue made on the
reccmmendations of the Finance Commission under article 275 and
grants for specific purposes made at the discretion of the Union
Government under article 232, Though the assistance given
under article 282 was 487 per cent of the total in the year 1952-53,
it has now assumed the proportions of 80.2 per cent in the budget
for 1961-62. In other words, discretionary grants account for a
substantial part of total assistance.

97. We invited the views of the State Governments on the
system of dual allocations. Some of the States advocated that the
grants in their totality should be covered by the recommendations
of the Finance Commission as being in accordance with the basic
principles of the Constitution and that grants should not be left to
be made at the discretion of the Union Government. Some other
States suggested that the bulk of the grants should be covered by
the recommendations of the Finance Commission leaving the residue
to be made by the Union Government. This, they suggest, is
necessary as the Plan itself is flexible and a margin should, therefore,
be left for effecting adjustments should they become necessary. It
is claimed, however, by the proponents of full devolution that having
regard to the needs of our economy there is no scope for curtailment
of the Plan except:in an emergency. In evidence, they drew
attention to the fact that the Plan itself lays down a physical target
higher than the present financial target.

98. It has also been urged that article 282 is outside the provisions
of the Constitution governing ‘Distribution of Revenues between the
Union and the States’, and is one of the several ‘Miscellaneous
Financial Provisions’; that it is only a permissible provision to meet
a possible contingenéy and is not intended to be used in the manner

it is now being used.
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99. Another important matter, which deserves a mention, is the
need for overhauling the administrative, technical and executing
agencies to make them more efficient, quick in moveme
effective in execution. We have noticed that in their natural
to obtain larger State plans, there is a tendency to overstate re:
current and additional, and promise economies which &
susceptible of realisation. We should like to stress the imp
of ‘non-Plan’ expenditure pertaining, more particularly, to a
tration, even in a planned economy. Unless a balance
between Plan and non-Plan outlays and the need is reco
refashioning the machinery of government, we fear that
itself will be in jeopardy. In any event, it will be difficult
completion of projects to schedule or to obtain value fc
expended. In this connection, we have mentioned earlier that we
consider that it would be useful if the States were to up a
machinery to draw up their own development plans and also to
undertake a review, at suitable intervals, of the progress of €xecution
of projects and also other non-Plan programmes. 1 other words,
it should be a planning apparatus with added functions of audit of
performance. ’

100. Article 280(3) (c) empowers the President to call upon the
Commission to make recommendations on any matter which he
considers to be in the interests of sound finance. Under this provision
three questions have been referred to us which we have dealt with
elsewhere. There is one other important point, which, though not
specifically referred to the Commission, has been stressed before us
by the States and we feel that we should make some observations
on it., It is in regard to the mounting interest liability which is
devolving on the States both on loans raised by themselves and loans
granted by the Union Government. The importance of this question
lies in the fact that in most cases this liability alone abscrbs a
substantial portion of their current revenues. The position will
worsen in the foreseeable future. As our devolution must take
account of the revenue gaps, partly attributable to interest charges,
we consider that it would not be out of place if we were to give our
- appreciation of the position.

101. A general complaint, more particularly of the States which
have large multi-purpose river valley projects with considerable
~ financial outlays, (in some cases several times their tetal annual
revenues) is that the loans i1nade to them bear interest charges from
the dates on which they are drawn. This liability has, of necessity,






_ VIIL SUMMARY OF RECOMMENDATIONS
104. Our recommendations to the President are set out below:

I. Estate Duty:
For a period of four years with effect from April 1, 1962:

-(a) Out of the net proceeds in each financial year of estate
' duty in respect of property other than agricultural land,
a sum equal to 1 (one) per cent be retained by the Union

as proceeds attributable to Union territories;

(b) the balance of the net proceeds be apportioned between
immovable property and other property in the ratio of
the gross value of all such properties brought into assess-
ment in that year;

(¢) the sum thus apportioned to immovable property be d-s-
tributed among the States in proportion to the griss
value of ‘the immovable property located in each Str e;
and

(d) the swn apportioned to property other than immovsle
. property be distributed among the States as follows:

. Suate Percent: ge
Andhra Pradesh . . . . . . . 8474
Agsam . . L . ‘ . . 275
Bihar . . . . . . . . .10-78
Gujarat . . . . . P . . 478
Jamnu and Kashmir . . . . . . . o-83
Kerala . . . . . . . . 5702
Madhya Pradesh . . . . . . 7-51
Madras . . . . . . . R 780
Maharashtra . . ; . ; . . 916
Mysore . . . R . . . . 5-46
C_)risg.a . . . . . . . . 4-08
Punjab . . . . . . . . 47X
Rajesthan . . . . . . - . 467

. Utrtar Pradesh . . . . . . . 17°14,
West Bengal . . . . . . . 811

43
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II. Grant of Rs. 12-5 crores in lieu of the tax on railway pussenger
fares:

With effect from April 1, 1961 a sum of Rs. 12-5 crores be distri-

buted each year during the quinquennium 1961—66 among the States
as follows:

State {Rupees in Crores)
Andhra Pradesh . . . . . . . . 55§ U
Assam 034
Bihar . . . . . . . . . . 117
Gujarat . . . . . . . . . o568
Kerala 023
Madhya Pradesh . . . . | . . . 104
Madras . . . . ) . . . . 0-81
Maharashtra . . . . I-35
Mysore . . . . . . -85
Onssa . . . . . . . . . 022
Punjab . . . . . . . . . 1.01
Rajasthan . . . . . . . ‘ . o-8s
Uttar Pradesh . . . . . . . . 2-34,

Wesé Bengal . . . . . . . . 679

II1. Income Tax:
For a period of four years with effect from April 1, 1962:

(a) the percentage of ithe met proceeds in any financial year
of taxes on income other than agricultural income, except
in so far as those proceeds represent proceeds attributable
to Union territories or to taxes payable in respect of
Union emoluments, to be assigned to the States be 66-2/3
{sixty-six and two-thirds);

(b) the percentage of the net proceeds of taxes on income
which shall e decmed to represent proceeds attributable
to Uniorn territories be 24 (two and a half};



() the percentage of the net proceeds
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be distributed as follows: .

assigned to the States

State . Peocentoge
Andhra Predesh . . . . . . . 771
Assem N . . . . . 244
Bibar ’ L e 9-33
Gujarat . . . . . . 478
Jammu and K.nshmlr . . L. . . 070
Kerala . . L. - . 3-5%
Madhya Pradesh . . . . . . . 641
Madras. . . . . . . . 813
Maharashtra . . . . . . . 13°41
Mysore . . . . . . . 5713
Orisza . . . L. R 344
Punjab . . . . . . . 4'49
Rajasthan . .o . . . 3°97
Uttar Pradesh . . . . . . . 14°42

West Bengal- . . . . . . . 12-09

V. Union Excise Duties:

For a period of four years with effect from April 1, 1962 a sum
equal to 20 (twenty) per cent of the net proceeds of the Union duties
of excise on the articles scheduled below be paid out of the Con-

solidated Fund of India .to the

as follows:

-
SR -

13,
14,
15,

Scheduie of articles

. Sugar.

Coffee.
Tea.

. Tobacco.

. Kerosene,

. Refined diese] oils and vaporizing oils.

. Diesel oil, not otherwise specified.

. Furnace oil.

. Asphalt and Bitumen,

. Vegetable non-essential oils.

. Vegetable products. )

. Pigments, rcluurs, paints, enamels, varnishes. blacks

cellilose lacquers
Soap.

Tyres and Tubes,
Paper.

tates and distributed among them

and



31. Motor vehicles.

32. Cycles, parts of cycles other than motor cycles.

33. Footwear.

34. Cinematograph films caposed.

35. Matches.

Schedule of distribution _

State Percentage
Andhra Pradesh : . . . . . 8-23
Assam . . . . . . . 473
Bihar . ‘ . . . . . . 11°56
Gujarat . . . . . 645 .
Tammu and Kashmir . L . . 2-02
Kerala . ‘ . . . . . 5.46
Meadhya Pradesh . . 846
Madras . . . . 608
Muaharashira . . . 573
Alysore : 582
Orissu . . : . . . 707
Punjab ‘ . . . . . . 671
Rajasthin . . ‘ . . . 5793
Uttar Pradesh . ‘ : ‘ . 10°68
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. Rayon and synthetic fibres and yarn.
. Cotton fabrics.

. Silk fabrics.

. Woollen fabries.

. Rayon or artificial silk fabrics.

. Cement.

. Pig Iron.

. Steel Ingots.

. Aluminium.

. Tin plate and tin sheets including tin taggers and cuttings

of such plate, sheets or taggers.

. Internal combustion engines.

. Electric motors and parts thereof.

. Electric batteries and parts thereof.

. Electric lighting bulbs and fluorescent lighting bulbs.

. Electric fans.

West Bengal . . . 507
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s VL Addltional Dutiea oi Excme.

"For a period of -four years with effect from Apnl 1, 1962, out of
the total met proceeds of the additional duties of excise levied in
replacement of sales tax on cotton fabrics, rayon or artificial silk
fabries, silk fabrics, woollen fabrics, sugar and tobacco (including

. manufactured tobacco):

. (8) & sum equal to 1_".(one) per cent.of the net proceeds be
retained by the Union as atiributable to Union territories;

(b) = sum equal to 13 (one and a half) per cent of the net
proceeds be paid to the State of Jammu and Kashmir; and

(c) & sum equal to the balance of the net proceeds of the
duties, ie. after the deduction of the amounts mentioned
in sub-paragraphs (a) and (b) above, be distributed as
follows: ‘ ‘

- (1) the sums mentioned below, representing the income
of the States in 1956-57 on account of sales taxes by

whatever name called, on the six commodities, e
first paid to them: ‘

State L (Rupees In ‘lakhs}
Andhra Pradesh .. L W ';*I-. 23524
Assgm ; i 85-0%
Bihar 130-16
Gujerst 323-45
Kenla 95-08
Madhya f'rndeah . 155-17
Madrey 281-34
Mahgrashitra e 637-77
Mwore ; . . . . . . . . ?ofrm
Orissa e . 8s5.10

- Panjab ' 175-19
Rajasthan 90-10
Uttar Pradesh 475-81
West Bengal 280-41

P ey

325400
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(ii) The remaining sum, if any, be distributed as fo]]uwu

State Percentage
Andhra_Pradesh - - 175 o
Assam 25 .
Bihar ™, . .. -10-00
Gujarat . . . T o540
Keriala ' -‘4.'23 o
Madhya Pradesh ) 700 L
Madras . . . . . . 31
Maharashtra 1060
Mysore R .5-‘25
Orissa . 450
Punjab 5:25
Rajasthan 4°00
Uttar_Pradesh 15-%50
West Bengal

9:00

V¥I. Grants-in-aid: .

(1) Under the substantive porlion of article 275(1) of the
Constitution, in each of the four financial years beginning
on April 1, 1962, the sums shown in the table below be
charged on the Consolidated Fund of India as grants-in-
aid of the revenues of the States mentioned against ther:

State {(Rupces in lakhs)
Andhra Pradesh 1200
Aspam 900
Bihar 200
Gujarar . . . 950
Jammu and Kashmir . . 328
Kenal : 850
Madhya Pradesh . . 65
Madras . ‘ 8oo
Mysore . 715
Orissa . . . . - 1600
Punjab . .. . . 275
Fajasthan . . . . 875
Uttar Pradesh . . . . 200

West Bengpal . . . 2?”; A/q \
M
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(1i) Under the substantive portion of article 275(1) of the
Constitution in edch of the four financial years beginning
on April 1, 1962, the following further sums be charged
on the Consolidated Fund of India as grants-in-aid of the
tevenues of the  States mentioned agamst ‘them for
Amprovement: oi communications:

Stats - o - (Rupees in lakhs)
Andhte Pradesh - . . . S0 | .

., Assam . o e A ARTS: e -
Bihar . PRI . o - 7%
Gujerat . e . 100
Jammuy snd Ksshmdr . . 50 -

Kerala . Ce . 75
Madhya Predesh . . . 175 -
Mysore . . . . 50

OrissA e e mti s . 175

Rajasthan « . . ; e L
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- MINUTE OF DISSENT BY SHRI G. R. KAMAT .
1.1 regret to have to append this mmute of dJssent to the main
report of the Commission.

2. Although I have differed from my colleagues on some other
points which are reflected in the scheme of devolution recommended
in the main report, in the interests of unanimity, I have not thought
fit to express my disagreement on those points. On two points, how-
ever, I am constrained to write this minute of dissent.

3. First, I wish to dissociate myself from the recommendation
made in paragraph 71 of the report, that we include in our scheme
of devolution and grants-in-aid, 75 per cent of the revenue compo-
nent of the States’ Plan, I consider that the measure so recommended

is open to serious objections and that it has serious impact on theﬂ‘
concept and mechanism of national planning. Any grants that we -

so recommend, even if accompanied by the indication of the broad

purpose for which they-are made,.are in effect untied. and,,thereiore,
virtually unconditional. .

4, It has been recommended in paragraph 93 of the main report
that certain suggestions as to the manner in which Plan assistanee
should be made to the States, be examined by a high-powered Com-
mission, which we propose, for making a comprehensive review of
the Union-State financial relationship and other connected matters.
One would have thought th?t the more logical course would have,
therefore, been to suggest no change in the existing procedures of

Plan grants pending such e/review. My colleagiles, however, think
otherwise on this matter.

5. At present, grants. for the revenue component of the Plan are
made to the States by the Central Government on an yearly appraisal
of the requirements of the States and the Centre’s ability to meet
these requirements. These grants are made under artxcLe 282 of the
Constitution and they are tied to particular programmes with a view
to promoting and supporting planned development in the States in
specific directions. Important examples of the programmes to which
grants have been tied in recent years are a series of measures for
increased agricultural production, community development pro-

51
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grammes, technical education schemes, programmes for village and
small-scale industries and a number of health measures, This system
of tied grants ensures effective ~o-ordinatlion of the State Plins as.
these grants are determined after annual Plan discusstons and after
taking into account the performance of the States, both in respect
of efforts to raise resources, as well as the efficiency with which the
schemes are executed. The disbursement of these sanctioned grants
is made proportionate to the expenditure incurred by the States on
the schemes concerned. ) '

6. This procedure, like most procedures involving Central co-
ordination, might be found to be irksome at times by the State
Governments and that is why some State Governments -have express-
ed themselves to be in favour of having statutory .grants under
article 275 of the Constitution in lieu of this system, It is stated
that the present system results in undue interference by Central
Miristries in the affairs of the State Government and that it involves
irksome and needless discussions between the Centre and the States;
it has also been stated that grants given in a lump sum instead of
scheme-wise may well result in more efficient utilisation of the
funds than at present. ‘ ' T

7. If there are these «efects in the present system, they are
capable of being remedied. In fact, during the last three years,
there has already been considerable progress towards greater flexi-
bility in the making of these grants and in their re-appropriation
irom one scheme to another. Within the same group of schemes the
States have been free tc divert funds from one scheme to another.
It 15 only when the Staie Governments wish to transfer funds from
one group to another that a prior reference to the Central Ministry
is now required. Adjustments between different heads have als:
been fairly freguent after .consultation with the Planning Commis-
sion. ;

8. Measures 0 impart g greater flexibility to the present sysiem
have been reccently devised by the Planning Commission .and the
Ministry of Finance of the Union Government znd have been commu-
nicated 10 the States. In my view, sucl: defects of the present systen
as exist are canable of being removed by adjusting procedural
delails aller a joint comsultation between the Union and the State
Governments. But, to displace that sysiem by & system of statutory
Lrants, is like throwing the babyv out vith the bath-water.
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© 8, 'The proposition to. make devolution of - taxes and statutory
grants for the revenue component of the Plan is evidently supported
on the following grounds. First, it is pointed out that the second
Finance Commission also made grants towards the revenue compo-
nent of the second Five Year Plan. Secondly, the grants recom-
saended by the Finance Commission, being statutory, would give
- ap assurance to the States that necessary funds would be forth-
coming for the revenue component of the Plan. Thirdly, it has been
mentioned that this change in the system of grants would give
greater autonomy to the States in their administration. Lastly, it

has ‘been-pointed out, that our terms of reference require us to take

into- account the third Plan requirements of the States.

10, There seems to be some misunderstanding as to what precisely
the second Finance Commission recommended when it included in
its devolution a part of the revenue component of the second Plan.
“When that Plan was formulated, the Centre had not undertaken to
lunderw rite the State Plans.. Central grants were to be made accord-

v

- I'ing to a specified pattern of assistanee: but grants, which were to he '

thus made to the States, were madequate 10 enable them to fulfil the
targets of the Plan, even after ‘they had fulfilled their own targets
of additional-taxation. | In other words,, there was an-estimated gap

in the revenue plan off the States which was not covered either by -

its own resources or by the grants proposed by the Centre under
article 282. It is this/ gap that the second Finance Commission tock
into account in makmg its recommendations. What the second
Finance Commission gave, was not in liex of grants for the revenue
component of the Plan but what was needed by the States over and
atove the article 25}’2 grants as then estimated. The coordinating
machinery for making the Plan grants, tied to particular projects

and after annual Plan digcussions, was not, ;mpa,,red by\_tb,e second.

Flnance Commlssmn s reconmendatlons e

i1, The posmon now is dlﬁerent In the thu'd Five 'Year Plan it
has been: clearly indicated’ that, for financing St‘ate Plans ' which are
estimated to cost Rs. 3847 crores, there would be the States’
resources of Rs. 1462 crores and the Central assistance of Rs. 2375
crores (see page 102, paragraph 27 of the Third _Fi\}e Year Plan).
The figures include both revenue and capital. This statement made
in the third Five Year Plan is as clear an assurance as the Centre
can possibly give to the States to show that the Centre is prepared
1o support the Siates’ Plans almost fully provided the States did

e
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their part in finding resources as indicated in the Plan-and provided
the Centre had the resources as foreseen in the Plan. The question
as to what part of this amcun® of Rs. 2375 crores was to be in the
shape of grants and whet in loans was left over for later discussions.

12. As to the question of autonomy of the States, I si.:ggest that
the measure suggested in paragraph 71 of the main report does not

. make the States any more autonomous than what they are at present.
. 'We arc precluded from looking into the capital requirements which
form the greater part of the State Plans. For these, as well as for that

part of the Plan grants which is not covered by our devolution, the
system of annual Plan review and annual Plan discussions would
have to continue and the States would have to depend on the Centre
for assistance. A certain limitation on the States’ autonomy is, in
any case, inherent in any process of centralised national planning
and so long as we pursue the concept of a national plan, such limita-
tions have to be accepted. It may be stated that in other federations,
and notably in the United States of America, where the constituent
States jealously guard any encroachment on their autonomy even
more than the States ir. India, the federation makes a variety of tied
and conditional grants to the States and thereby promotes & number
of development measw'es in the social field. In my view, the correct
way 1o look at our planning process is not that it involves centyal
encroachment on the State autonomy, but, that there is a close i.od
continuous cooperaticn between the Union and the States at various
levels to evolve and execute development programmes which would
be of benefit to the country as a whole.

13. In the result, I do not see that the States derlve any major
advantage from this proposal; it certainly does not add to their
resources, nor doss it put them in a greater position of autonomy

" than at present. If, as I consider it to be the case, the poposal to

convert the Plan grants into rigid statutory grants is harmfu’ to the
planning process and to the execution of the Plan, the mere fact
that our terins of reference permit us to recommend such a measure
has no significance. {These terms can also be so interpreted that we
desist from making such a recommendation. Thus we should certain-
ly hzve had ‘regard, among other consicerations, to the requirements
of the third Five Year Plan’, if we take into account the fact that
these reniirements, insofar as they are not met from States’ own
iesources including additional taxation, will eventually be met from

grants that the Central Government mukes under article 282 after
the wnnual Plan discussions.



14, Apart from these principal argu.ments, two other a.rgumentn
have been stated in the main report in support of -this recommenda-
tion:. first, that some of -the States will, as a result of devolution of
taxes, as proposed in the report, have a surplus position in the non-
Plan sector of their revenue budgets; secondly, that one of the States

has repres_e_nted ‘to us that the Plan contains repetitive schemes of
a continuing character.. -

15, In my.view, both these" arguments are tenuous It ‘was withimr - *

the competence of the Commission to devise a scheme of devolution
of taxes in a manner by which no State is left with 'a significant
revenue surplus in its.non-Plan budget. In regard-to the plea that
the Plan contains repetitive schemes, the Commission has not exa-
mined the position in regard to the States, other than thé one which

made this plea. We cannot, therefore, base our conclusions on this
argurent,

16, In paragraph 63 of the main report the second Finance Com-
mission has been quoted as recommending that fiscal needs should
be considered in a comprehensive sense and that grants-in-aid should

subserve the requirements of the planned development. Paragraph

€6 -of the second Commission’s report, from which this view has been

quoted, also spec1ﬁes the :Eo].lomng principle as part of its recom- -
‘mendation: .

“Grants for broad purposes tnay also be given ........ Where
those purposes are provided for in a comprehensive plan, there will
be no scope for such grants.” 1

What my colleagues have su gested is precisely a broad purpese
grant of this type.

17. Let me now state my oljections to the course suggested As
stated in the third Five Year Plan, the Plan itself is flexible. It is
translated into actual programmes of work from year to ycar and
by means of annual Plan 'discussions. At these discussions, are
examined each State’s performance in the preceding and current
year, its programme for the future year and its ability to undertake
and carry out that p_rigrc.mme its 1'equ:rcment'= uf hnance its pro-
posals for additional taxation, the amount of finance that the Centre
could make available to the Sfates and any other circumstances
which would determine the optimum size of the programme for the
Centre and the States individually as well as collectively. In this
manner, there is an effective co-ordination of the Stale and the
Central Plans. After the annua! review, ¢his coordinated annual
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Plan is discussed by the National Deévelopment Council'ands receives.

its approval.

18. Having formulated the annual Plans in this way, it is important
that both the Centre and the States implement them in accordance
with the accepted priorities and objectives. Under the Constitution,
‘Economic and Social Planning’ is a concurrent subject. But, many
functions undertaken in furtherance of the Plan are entirely in the
State field, in respect of which the Centre has no constitutional
authority to require the States to execute the programme in any
particular manner. The only way it can do so is by prowdmg that

at least for that part of the programme which is consldered tobeof
: national importance, the States are given a financial inducement

in the shape of tied grants to undertake and implement these
schemes. 11 is in this way that it has been possible in the past to
‘niroduce under high priority, schemes like ‘grow mori food),
community cevelopment, technical education, etc. If a larg: part of
the finances required by the State is automatically assured to them
under the 1l: w, the Centre would not have the power to er. .ure that
the Siates did actually utilise the funds for those purposes. I am not
suggesting that the State Governments cannot be trusted. But, we
cannot overlook the fact that in this large and dj_ygré,g. country of
curs, there could be differences as to the most imbortam lines of
development, from the national as distinet from the State or regional
point of view. Increased food production is a nationzl objective. It
is imporiant that the States, that are currenily surplus in fvodgrains,
do not clacken their efforts towards further increases in their agri-
cultura. output and that they de not divert funds from ‘grow more
tuod' schemes to programmes which, from a strietly repional point
of view, may be more 1mportant My main objection to the untied

 and unconditional grants for Plan purposes is that they will weaken

thi2 machinery which now enables the Centre and the States to

«fTeCtively coordinate the formualion and implementation of their
Plans. A system of uncondjtions! lump sum grants from the Centre
tu the States for Plan purposes will, al its best, reduce this coordi-
nation to a little more than making a Central catalogue of States™
project< in several fields of development.

{9, Le1 e take an instance. lucrease of agrieultural production
is ¢ pregramme given national priority both by the Centre and the
States. Part of the finance required for this purpose is given as
yrents by the Cen.re to the States. If, in licu of thes: granis, a lump
o anonal grant i given to the Stlates {or the Plan as ;i whole, it



s possible for.a State to divert funds which should havé been utilised.

for this nationally .important.programme to ‘somne- other schemes of.
lesser priority, if desired by the local population. ‘-As ‘matters stand,

there is an unhm:ted field for social development in the State sector
and it cannot be denied that the States may feel compelled: to switch.
ever to local schemes of low priority by some local pressures and
- influence. The overall resources being limited, the programmes,
which are considered to be of national importance, may thereby
suffer. It is not suggested Lhdt this may happen in every State; but.
even if it happens in a small number of States, there would .be diffi-.
culties in achieving the natlonally accepted targets in 't.he more
important fields of development '

20. Another important objection is f.hat finance for makmg these
grants for the revenue component of the Plan is available almost
wholly from the yield of additional taxation proposed by the Centre.
The tion-PJlan needs of the Stafes and the Centre, the availability
of finance with the Centre and its own Plan requirements are such
that if we seek to make grants or devolution for the revenue compo-
" nent of the Plan, it can be done only by drawing upon the yield of
additional taxation by the Centre. .Only-a part of this additional
. laxation has been imposed; the greater part is yet to be raised. That.
we should seek to commit the Centre to make these grants in advance
ef the Centre assuring itself of being a‘lble to finance such grants is,
io my mind, wholly inappropriate; and to say the least unfair to-
the Union Government, o ;

21. The Plan is not a rigid one; 'it/is wrong to look upon it as a
mere list of the financial targets for expenditure; it enjoins the
. Centre and the States to raise certain resources. Then, certain

resources are postulated as coming from abroad as foreign aid .and

certain margins are left for being
in the shape of ‘deficit financing’. Se¢ far as the States are concerned,
provided they make the resources available as promised by them,
fhe Plan itsell contains a clear assurance that the Gentre would
make available to them the remaining amounts to achieve: the
financial targets of the Plan. These targets again are net rigid. l“The
resources position itself would require a continuous review and such
review may, at times, require a review and curtailment of tle Plan

targets both at the Centre and in the States in circumstances not

amounting to an emergency. Qur own assessment of the non-Plan

needs of the States, as covered by our scheme of devolution for non-

P’lan requirements, is significantly higher than that which was jointly-

pent in excess of the resources:

[
|
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worked out last year by the Planning Commission ' ‘and the
Stiate Governments. We have also been told that the Centre's non-
Plan liabilities would now appear to be higher than those assurmed
in formulating the third Five Year Plan. These circumstances may
themselves compel an imminent review by the Centre and the State
Govenments of the resources available for the Plan and to consider
what adjustments, if any, need be made in the Plan targets of

expenditure of both the Centre and the States. Further, it is possi- .

ble fromn time to time for a State to demonstrate additional needs
and, provided there is a saving of resources on some other project
in the same State or in other States or at the Centre,. adjustments
<an be made from year to year. Thus, when all other components
of the Plan, which are closely connected, are subject to review and
" variation from time to time, it would seem unwise to introduce
. statutory rigidity in respect of that component which represents the

transfer of revenue resources from the Centre to the States for fche
'Plan schemes.

22. We have reaso:as to believe that last year, in the hope of gettin:
a substantially large size of the Plan, some States at least had over
stated their resources and had given promises of:fresh.taxation
which might be difficult of fulfilment by them without a great de:l
of effort on their part. Annual Plan discussions, at- which the
resources, the size of annual Plans and of Central assistance tharefor
are discussed, indirectly exert a measure of compulsion on the States
to-make a sustained effort to keep to this taxation programme. Most
States will be unable to fulfil these tax targets without getting
into the more unpopular field of rural taxation. If the States have
an assured amount of Central grant for the Plan, there is a very
serious risk that some States will slacken in their tax effori, or just
postpone it, and in the latter event, it may become more difficult
for them to fulfil their respective tax targets. As the enutire Plan
is based on the stipulation that the Centre and the States would do
their respective parts in rajsing additional resources and closely con-
trolliny their non-Plan expenditure, the entire planuing process
would, in that event, meet with very great difficulties.’

1y

23. My observations, as above, are made on the assumption that
these grznis, being under article 275, will be untiedd and uncondi-
tional. Devolution of taxes under articles 270 and 272 of the Consti-
tution is, in any case, untied and unconditional. Hitherto, even the
grants-in-aid made under article 275 on the recommendation of #
Finance Commission have been looked upon both by the Centril
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and the State Governments as untied and u.nconditmnal. Paragraph

72 of the main report, however, states: ‘The safeguard in the utili-
~sation of this ass1stance for the' purpose *ntended is, in our view,
provided by article 275 of the Constitution.  This being a grant-in-
© aid for a specific purpose, namely, the Plan, it may be reviewed
from year to year, should the necessity arise, by Parliament under -
‘article 275(1) or.by the President under article 275(2), as the case
“may be’. - : . .

24, 1f, by théée observations, - my colleagues wish to imply that
their intention is that these grants should be subject to annual \
review and subject -to~such- conditions as may be stipulated by ;
Parliamentary legislation or Presidential Order, to secure the observ- / '
ance by the States of the priorities of the .Plan, it may be pointed
out that the procedure suggested would be more onerous and rigid
than what it is at present, In effect, this may mean the continua-
tion of present procedures, with the difference that the amounts of
grants to be made to each State each year will require to be approved
by a special Presidential Order, which may have to be subsequently
* placed before the Parliament, or by annual Parliamentary legislation,
as distinct from a mere vote for the grants, .I{ is not at all certain

that any State Government would welcomé such a procedure, as
" it derives no particular advantage from it. | Indeed, a review by a
legislative process at the Centre may well turn cut to be more
embarrassing and inconvenient to the States than the more informal
annual Plan reviews that are now made jointly by the executive
agencies of the Central and State Governments

25. The second pomt on which I wish tof express my disagreement
_ is the recommendation made in paragraph 74 of the main report.)
that an earmarked and special-purpose grant be made to the States
for ‘the improvement of communicatiojs’. I do not question the
- importance of a rapid development of rdad communication all over
the country and especially in packward régions; but, I do not consider
that this special-purpose grant is necessary for that purpose in the
context of overall planning which includes programmes for im.-\
provement and development of road communication. \

26. The third Five Year Plan has considerably stepped up the
financial provision for road development. The total allocation for
road development in the third Plan is Rs. 324 crores as against
Rs. 224 crores estimated to have been spent during the second Plan
period for this purpose. A large part of this road programme is to
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be executed by the State Governments, their allocation for this
programme being Rs. 218 crores (other than for Union territories)
as against Rs. 143 crores estimated to have been spent by them
during the second Plan period. The States will also henefit from
the Central sector programmes which relate mainly to construction
and improvement of National Highways and which are executed
through the agency of the Siate Governments. Paragraphs 33 to 40
of Chapter XXVIII of The Third Five Year Plan show that the
special needs of the backward and less developed areas have not been
.overlooked and that ‘a substantial part of the provision for road
programmes in the State Plans is intended for improvement of the
existing roads’ and it ‘includes widening the roads and upgrading
their surfaces and providing missing links and bridges ete.’. ‘

27. 1 do not, therefore, see the need for this additional grant for
road develoepment; the Plan allocation covers both special mainten-
ance and improvements, besides new construction. As for the ordi-
nary maintenance of existing roads, the devolution of taxes and the
grants-in-aid, that we recorymerd for covering the budgetary goaps,
contains, in my opinion, suff.cient margin to enable the State Govern-.
menils adequately to finance the needs of ordinary maintenance.

28. Lastly, I am doubtful if it is right on our part to recommend
revenue grants for financing expenditure, which, when it is incurred
on special ma‘ntenance ard improvements, besides new construction,
is classified, under the present accounting practice, as capital expen-
diture, '

New DELHI, N G. R. KAMAT
December 14, 1361, Member-Secreta -y
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OBSERVA.TIONS ON THE MINUTE OF DISSENT

We are unable to accept the negatwe interpretation wh1ch the
Member-Secretary of the Commission has placed on our terms of
reference’ which require us specifically to make recommendations
for grants-in-aid under article 275(1), “having regard,.among other
considerations, to the requirements of the third Five Year Plan".
We do not.also appreciate the suggestion that we have misunder-
stood the basis on which the second Commission had included in
its scheme of assistance a part of the revenue component of the Plan.
Similarly, we consider the vague reference in the dissenting note
to disagreements on aspects of devolution to be rather unfortunate.

2. The answer to the points raised by the Member-Secretary is
provided in the report itself and does not need any restatement, We
need hardly add that we are as anxious as any one else to secure
effective implementation of the Plan. We do not consider that our
recommendations in any way detract from this purpose.

3. We regret to add that the Member-Secretary does not seem to
have appreciated our basic.approach to. Union-State relations which
has been of mutua! understanding, trust and conﬁdence to ‘secure
the fuller realisation of the cbjectives of our welfare State

A, K‘. CHANDA
Chairman,

P. GOVINDA MENON
Member, -

D. N. ROY
Member,

!

M. V. MATRUR

. Member,
New DeLua,

iJecember 14; 1961,

61



ATPENDICES

63



| ‘APPENDIX I

PROVISIONS OF THE Consrrrvrmn BEARING ON WORK OF THE FINANCE
I N S Y Co\mussron S A RS

Dzstrtbutzon of Reuenues between the Umon and the States

XS iy A NI e

Article 269— oo
(1) The followmg dunes ard taxes shall be 1ev1ed and collected

by the Government of India byt shall be assigned to the States in the
manner provided in clause (2}, namely:—

(a) duties in respect of successmn to property other than agri-
" cultural Jand;’ :

(b) estate'duv'y in respect of property other than agrlcultural

land,;
oo éQprderming taxes on: goo;jgﬁomassengers carrled bYJIM.IWBYu
sea OI‘ a)r g L.
('d)\*taxes on railway- fares 'and ‘.freig‘hts o T

(e) taxes other than stainp duties on transactlons in stock-
exchanges and future markets;

(f) taxes on the sale or purchase of newspapers and on advertise-
"ments published therein;

{g) taxes on the sale_or.purchase of goods cther than news-
papers, where such sale or purchase takes place in the
course of inter-State trade or commerce.

(2) Thz net proceeds in any fmanc:al year of any such duty or
tax except in so far as those proceeds represent proceeds attributable
to Union territories, shall nci form part of the Consolidated Fund of
India, Lut shall be assigned to the Siates within which that duty or
tax is leviable in that year, and ghall be distributed among these
States in accordance with such principles of distribution as may be
formulated by Parliaraent by law.

(3) Parliament maj by law formulate principles for determining
when a sale or purchase of goods takes place in the course of inter- .
State trade or comimerce, :

At

65 L. r"
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Article 270—

(1) Taxes Hn income other than agricultural income shall be levied
and collected by the Government of India and distributed between
the Union and the States in the manner provided in clause (2).

(2) Such percentage, as may be prescribed, of the net proceecs in
any financial year of any such tax, except in so far as those prozeeds
represent proceeds attributable to Union territories or to taxes pay-
able in respect of Union emoluments, shall not form part of the Con-

| solidated Fund of India, but shall be assigned to the States within
which that tax is leviable in that year, and shall be distributed among

. those States in such manner and from such time as may be prescribed.

(3) For the purposes of clause (2), in each financial year such
percentage as may be prescribed of so much of the net proceeds of
taxes on income as does not represent the net proceeds of taxes pay-
able in respect of Union emoluments shall be deemed toc represent
proceeds atiributable to Union territories.

(4} In this aiticle—
(a) “taxes on income’” dces not include a corperation tax;
{b) “prescribed” means—

(1) until a Finance Commission has been onstituted, pres-
cribed by the President by order, and

(ii} after a Finance Commission has teeh constituted,
prescribed by the President by order after considering
the recommendations of the Finance Commission;

(¢} “Union emoluments” includes »1l emoluments and pensions
payable out of the Consolidat:d Fund of India in respect
of which income tax is chargeable.

Article 272—

Union duties of excise other than such duties of excise on medi-
cinal and toilet preparations as are mentioned in the Union List shall
be levied and collected by the Government of India, but, if Parliament
by law so provides, there shall be paid out of the Consolidated Fund
of India to the States to which the law imposing the duty extends
sums equivalent to the whole or any part of the net proceeds of that
duty, and those sums shall be distributed among those States in

accordance with such principles of distribution as may be formulated
by such law.
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Article 275—

(1) Such sums as Parhament may by law provide shall ‘be charged
on the Consolidated Fund of India in each year as grants-in-aid of the
revenues of such States as Parliament may determine to be in need

- of assistance, and different sums. may be fixed for different States:

. Rrovided that there shall be paidiout of the Consolidated Fund of
__(Indla as grants-in-aid of the revenues of a State such-capital and re- -
curringssums-as may' be necessary ty'éfiable’ that State to meet the " 7 s
_ - costs of such schemes; pﬁ.wdezve,wpment as may be undertaken by the f
-~ ~'State with the approval of the Goverfiment of India for the purpose
' of promoting the welfare of the Scheduled Tribes in that-State or rais-
~ ing the level cf admm1strat1on of the Scheduled Areas therein to that
of the administration of the rest of the areas of that State

Provided 1urther that tnere shall be paid out of the Consolidated
Fund of Indi:- as grants-in-aid .of the revenues of the State of Assam
sums, capita! and recurring, equivalent to—

(a) th. average excess. of- expendxture over the revenues guring
f_"j "“ "th.stwp years unmeglateg,g,v ,p:ecedmg the commencement of
PR "this Constitution, in espect, of the admmlst{etlon_wgi,‘j,bﬁ
ARy .:mumnp L}h&

tribal areas specitied in Part A of the table appended \o
paragraph 20 of the Sixth Schedule; and

(b) the costs of such schemes of development as may be u.nder-
taken by that State with the approval of the Government
of India for the purpose of raising the level of adm1mstra-

‘1,10n of the said areas to that of the administration of the
rest of the areas of that State,

- (2) Until provision .is made by Parhament under clause (1), the
- powers:canferred on Parliament” ‘1i8r-that clause shall be exercisable
by ihe President by order and any order made by the President- un&er =

this clause shall have effect sub;ect tp any provision so made by
Parliament : .

Provided that after a "Finance Commission has been constituted
no order shall e made under this clause by the President-except
after considering the recommendations of the Finance Commission.

Article 280—

(1) The President shall, within two years from the commencement
of this Consiitution and thereafter at the expiration of every fifth
. year or at such earlier time as the President considers necesearv hv
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order constitute a Finance Commission whieh shall consist of a Chalr«
man and four other members to be appointed by the Presideant,

(2) Parliament may by law determine the qualifications which
shall be requisite for appoiniment as members of the Commission and
the manner in which they shall be selected,

{3) It shall be the duty of the Commission to make recommenda-
tions to the President as to—

- (a) the distribution between the Union and the States of th:
' net proceeds of taxes which are to be, or may be, divid:d
between them under this Chapter and the allocation %e-
tween the States of tiie respective shares of such proce:.ds;

(b) the principles whicn should govern the grﬁnts—in-aid of the
revenues of the States out of the Consolidated Fund of
India;

(c) any other matter referred to the Commission by ‘he ’resi-
dent in the interests of sound finance.

{(4) The Commission shall determine their procedure and shall
have such powers in the pérformance of their funetions as I’arliament
may by law confer on them.

Article 281-—

The President shall cause every recommendation mate by the
Finance Commission under the provisions of this Constitut.on together
with an explanatory memorandum as to the actior takern thereon to
be laid before each House of Parliament.

Miscelluneous Financial Provisions .

Article 282—

The Union or a State may make any grants for any public purpose,
notwithstanding that the purpose is not one with respect to which
Parliament or the Legislature of the State, as.the case may be, may
make laws, o



 APPENDIX II
THE FI.NANCE Conmxssmn (‘MISCELLANEOUS Pnov:sxons) Ac'r 1951, as

am:rm:n BY THE an«fcn ConnmssIon. (MISCELLANEOUS Pnovxsxons)
AmmmrAcrNo XIII or 1955,

‘*“tv deter'mne the" Quahﬁcanom reqmsl‘trfor appmntment as members« Laian
RS Trtsmee Commission-antisthe Ttinmer- ‘inwhichsthey 'shall™be
selected, and to pre scnbe their powers.

Be it enacted by Parhament as follows

" 1. Stort title~This ‘Act may be called the Finance Commission
(Miscel aneous Prov1sxons) Act 1951 (Act XXX of 1951)

2. D finition.—In this Act “the | Com.m1551on” means the Fmance
Comrr: ssion constituted by the President pursuant to clause (1) .of
m_'tmle 280 of the Constitution. :

IR R

Gy

TR Uuahﬁcamons Jor, appom,_mgent g5, and, the manner oj _tael,gcmon e,
of meémbers of the Commtsszon —The- Chalrrnan of . the Commission
shall be selected from among persons who have had expenenee in

puablic affairs, and the four other members shall Be- selected from
among persons who -

w
o

I

(a) are, or have been, or are: quahﬁed to be appointed as *J udges
of.a High Cou.rt or :

(b) have spec1al“1mow1edge Eof the Fmances and acc unts of
the Government; or

o "’*‘Mﬂ%}‘h‘ave had wide Méhdenun fmanmal matte']s' indiin
- administration; or, ;. - . -, : ) )
(d) have special knowledge of ecoriomics, e

4, Personal interest to dtsqualtfy members —Before appointing a
person to be a member of the Commission, the President shall satisfy
himself that that person will have no-such financial or other interest
as is likely to affect prejudicially his functions as a member of the
Commission; and the President shall also satisfy himself from time to
time with respect to every member of the Commission that he has no
such interest and any person who is, or whom-the ‘President proposes

€9



70

to appoint to be a member of the Commission shall, whenever requir-
ed by the President so to do, furnish to him such information as the
President considers necessary for the performance by him of his
duties under this section.

5. Disqualifications for being a member of the Commission.—A
person shall be disqualified for being appointed as, or for being a
member of the Commission—

(a) if he is of unsound mind;
{b) if he is an undischarged insolvent;

(c) if . he has been convicted of an offence mvolvmg moral
turpxtude and

{d) 1f he has such financial or other interest as is likely to affect
prejudicially his functions as a member of the Commission.

8. Terms of office of members and eligibility for re-appointment.—
Every member of the Commission shall hold office for such period us
may be provided for in the order of the President appomtu'-g him, bat
shal!l be eligible for re-appoiniment:

Provided that he may, by letter addressed to the President, res'gn
s cflice.

7. Conditions of service and salaries and gllowances of member .~
The members of the Commission shall render whole time or part t me
service to the Comrmission as the President may in each case spe:ify
and there shall be paid to the members of the Commission such lees
or salaries and such allowances as the Central Government may, by
rules made in this behalf, determine. '

8. Procedure and powers of the Commission.—~(1) The Commission
shall determine their procedure and in the performance of their ‘unc-
tions shall have all the powers of a civil court under the Code of Civil
Procedure, 1808 (Act V of 1908) while trying a smt m respect cf the
following matters, namely:—

(a) surnmomng and enforcing the attendance of thnesses

(b) requiring the production of any document; and

(¢) requisitioning any public record from any court or office.
(2) The Commission shall have power to réquire'hny person to

furnish information on such points or matters as in the opinion of
the Commission may be useful for, or relevant to, any matter under



- M

the consideration of the Commission.and any person so required shall,
notwithstanding anything contained in sub-section (2) of section 54
of the Indian Income-tax Act, 1222, or in any other law for the ‘time
being in force be deemed to be legally bound to furnish such informa-
tion within the meaning of section 17€ of the Indian Penal Code.

(3) The Commissio{x shall be deemed to be a civil court for . the
purposes of sections 4;80 and 482 of the Code of Criminal Procedure,
1898 (Act V of 1893). C S .

Explanation.—For the purposes of enforcing the attenddrice of ,‘ivit-
nesses, the local limits of the Commission’s jurisdiction shall be the
limits of the territorj of India.
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APPENDIX III
RULeEs oF PROCEDURE OF THE FINANCE COMMISSION

1. Formal meetings of the Commission shall be held as and when
mecessary for hearing evidence or for meeting representatives of the
Central and State Governments and other public bodies. The time
and’ place of such meetings shall-be fixed -by"the- Chairman after
'ascertammg\the convenience ‘of the othef members.. .

2. Internal meetings of the Commission shall be miormal.

3. All meetings of the Commission shall be held in private session.

4. Meetings shall ordinarily be so arranged that all the members
are present. But if for any unavoidable reason any member is unable

. to be present, a formal meeting may still be held if at least four

| members, including the Chairman, are present and an informal

1

meeting if three members, including the Chairman, are present.

5. Such officers of the Commission as the Chaiithan may, after

'consu]tmg the members, ‘ditect shall be present at the meetings of

the Commission.

6. No record shall be kept of the proceedings of the informal
meetings of the Commission. But if any decision is taken at such
a meeting, a record of the decision shall be preparad by the Member-
Secretary ‘and circulated to the members of the Commission after

__approval by the Chairman.

7. No verbatim record of the proceedings of 1:he|r formal meetings

of the Commission shall ordinarily be kept, but the Commission may,

direct that such a record be kept of the proceeding'sf of any particular
meeting or meetings. When no verbatim record'igé kept a sumrary
-of the proceedings of the meeting shall be prepared by or under the
direction of the Member-Secretary as soon as possible and, after
verification as provided in the succeeding rule, it'shall be circulated
t0 other members of the Commission including any member who
‘may have been absent from suczh meeting.

8. Summaries of proceedings of meesings with representatives of
Central and State Governments shall be agreed by the Member-
‘Secretary with a senior officer nominated by that Government and

T2 ' v
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attending the meetmg When a verbatim record is kept the portion
relating to each witness or member shall be agreed with him.

9, No information relating to the meetings or the work of the
Commission shall be furnished %o the press by any member of the
staff except under the direction of the Chairman or, Member-Secretary.

10. The Mer}mber-Secretary of the Commlssmn under tne general

direction of t Cha:.rman, shall be in overall charge of the office

of the Commmsmn and shall be responsible to the Commission for
" its proper wo::kmg y - /’

' !
11, All commumcatxons from the Commlssmn, other than a

formal report, shall be signed by the Member-Secretary or by an
officer authorisec. by the Commission to sign on his behalf; but no
communication purporting to express the views of the Commission
shall be issued except with the prior approval of the Commission

obtained at a :neeting of the Commission or, if so- directed by the |

Chairman, by cu'culatzon among the members. . |

o . \
12. The Member—Secretary shall submit to the” Commission “a]l

.. ... -~ COmMmunications or proposals relating-to the terms and cofiditions of
service of the members of the Commission or in any way personally
concerning a member and shall take no action on such matters except

with the approval of the Commission or the member concerned.

13. The Member-Seeretary shall keep the Commission inform

from time to t1me of all important matters aﬂectmg the office of the
" Commission. :

" 14, The Chairman or any member of the Commission may direct
_the office to. obtain for. him-any publication; reports, statistics or
other material required in connection with the w0rk_ of the Com-
~-mission. All such material shall be obtained by the office as quickly

as possible and shall be circulated to all the members of the_“'

Commlssmn for theu' m.formatlon

15."All appointments to gazetted posts of the Commlssmn shall

be made with the approval of the Chairman, including appointments

made by transfer from other Govern.mento or Government depart~- -

ments.

16. All appomtments of mnnstenal staff, mcludmg staﬁ Obtained'-»-'-

on transfer from other Governments or -Government departments
ghell be made by the Member-Secretary x : R
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17. All appointments of Class IV officers shall be made by 1
Member-Secretary.

18. The provisions of rules 15, 16 and 17 shall be subject to the
condition that in respect of appointments of the personal staff of the
members of the Commission, the member concerned shall be
consulted.

19. The Member-Secretary may grant leave, whether regular or
casual, to any member of the staff of the Commission, but, he shall
take the orders of the Chairman before granting any regular leave
to a gazetted officer. In the case of the personal staff of the Chairman
and members of the Commission, he shall consult them before

granting any leave.

20. The budget and the revised estimates of the Commission sha
be submitted to the Commission for approval before they are com-
municated by the Member-Secretary to the Finance Ministry.

: 21. All communications received by the Commission dealing with

the matters on which they have to submit a report to the President
shall be treated as confidential and no part of such communications
shall be communicated to any outside authority except with the
approval of the Chairman.



APPENDIX IV.

Press Note
(Issued on December 15, 1960)

The 'I'hu'd Finance Commission held its first meetmg today in
. New De];hl and has begun its work,

2. The quesnons on Wthh the Finance Commmsion has to make
recommendatmns arele— - : /

M

(2)

(3

N
the distribution of the net proceeds of mcome-tax between -
the Union and the States and the allocation of the States’
share among the States [vide articles 270.and 280 (3) (a)
of the Constitution]; - . '

the allocation of other dlvisible central taxes, like Union
excise duties on specific commodities; and the distribution
of the net proceeds of additional excise duties on certain’

cornmodities levied in lieu of sales tax;™™ |

the principles which should govern the grants-xh—a:d of
the revenues of the States out of the Consolidatéd Fund
of India [vide article 280 (3) (b) read with article 275 of

‘the Constitution]; and . 1

\
(4) the principles which should govern the dlstnbutxoi;x of:

(a) the net proceeds of estate duty in respect of property

other than agricultural land (vide article 269 of the -
Constit_ution); and

~ (b) the net proceeds of the tax on railway passenger fares. -

3. Having considered various alternatives, ti;e'two earlier Com-~
missions had adopted mainly population: and collection as the bases
for their recommendations for the allocation of Central levies, The

. present scheme of devolution of revenue from the Centre to the

States, which is based on the recommendations of the second Finance
Commission, is as follows:— '

(a) 60 per cent. of the divisible net .proceed.é of income-tax

(other than Corporation Tax) are assigned to the States
and distributed .amongst them on the basis.of population
(90 per cent.) and collection, (10 per cent.};

()
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(b) 25 per cent. of the net proceeds of the Union duties of
excise on certain specified commodities are distributed
amongst the States on the basis of population (90 per cent.)
and other adjusting factors (10 per cent.);

(c) the entire tax on railway fares is distributed to the States
on the basis of passenger earnings in respective States for
the three year period ending March 1856;

(d) the net proceeds of the estate duty are distributed

between the States in proportion -to” their populations,
except that the amounts collected in respect of immovable

properties are distributed on the basm. -of 1ocat10n of those
properties;

(e) the net proceeds of the additional duties of excise on
: textiles, sugar and tobacco, levied in lieu of sales {ax, are
\dlstnbuted among the States at spec1ﬁed percentages

, determined on the Statewise consmnptlon of these com-
\modn‘aes and the relative population of each State; and

(f) granis-in-aid of the revenues of specified. amounts are nuade
ito the States on an assessment of their needs based on a

review . of their budgetary posmon, the gize of their -

development expenditure out of revenues, Central ascist-
ance afforded towards the execution of their plans uand an
estimate of additional resources they are expected to find
by increased taxation.

4, The third Finalice Commission will review all these arrange-
ments. It will consider what modifications or adjustments, if any,
are called for in the principles hitherto followed either in the deter-
mination of the percentages to be distributed and/or the basis of
their distribution among the States. In making its recommendations,
the third Finance Commission will also take into account the
budgetary position of the Central and State Governments, the larger
magnitude of the third Five Year Plan involving increased expendi-
ture on revenue account under development heads, and cha"nges in
taxation structure such as the conversion of income-tax on companies
into Corporation tax.

In regard to the excise duties the Commission will consider
whether any alteration should be made iz ihe list of commodities,
the duties on which are at present distributed, the proportion of the

collections that should be so disiributed and the basis on which this
should be done.

-
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After examining the budgetary position of States and taking. into-
account stich considerations.as may be urged for the assessment of
their needs, the Commission will determine the States which require
grants-in-aid of the revenues, the amounts of such grants to be given
and their nature, whether they should be fixed or progresswe, general
or specific. conditional or unconditional.

{ 5. The Commission would welcome the views of those interested

'in these questions. Suggestions to the Commission should he sent-

!in the form of a self-contained memoréndum, addressed to the-
}Member-Secretary, Finance Comrmssmn, New Delhi, on or before
February 28, 1961. , ..



" APPENDIX V
CORRESPONDENCE WITH UNION AND STATE GOVERNMENTS.

1) Letter No. 22-OSD/60, dated the 26th September 1960 from
Shri G. R. Kamat, Officer on Special Duty, Ministry of Finance,
to the Finance Secretaries of all States.

The third Finance Conumssmn is likely to be appointed very
shortly. As on the last two loccastons, it will be an advantage if,
in anticipation of the appointment of the Commission, the State
‘Governments prepare financial and other data which will be reguired
by the Commission. Thig letter, which I am writing after consulta-
tion with the Chairman designate, indicates the detailed informaticn
that will be n¢eded by the Commission for its work It will he
‘noticed that the information asked for is generally similar to that
which was made available .by the State Govermments fo the first
and second Finance Commissions.

2. This letter may be regarded as the first request for information
.on behalf of the Commission. When the Commission is constituted
and its terms of reference defined, this letter will be placed before it.
“The Commission may then wish to call for such additional informa-
‘tion as may be needed for its work. I shall indicate these further
requirements to you at a later date, -

3. The Commission will have in any case to make recommenda-
‘tions to the President as to—

(a) the allocations of income-tax and other divisible taxes
under articles 270 and 272 of the Constitution; and

(b) the States which are in need of assistance by way of;
grants-in-aid from Central revenues and the sums to be
paid to them under the substantive part of ariicle 275(1)
of the Constitution.

"If the President requires the Commission to make recommendaticns
‘on other matters, the State Governments will be addressed in due
<course for such additional material as mav bc ueeded by the Com-
smission in respect of those matters.

78
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4. As regards the allocation and distribution of income-tax, the
Commission will have before them the various considerations which
have influenced the past settlements. It is, therefore, not necessary
in such representations-as the State Governments may wish to make,
to go into the past history in any’ great detail. But it would assist,
the Corrmission if each State Government sends up a self-contained
.. Memorandum- expressmg its . viewson - the -existing basis of the

division of proceeds of 1ncome—tax and puttmg forth its case for
modifications, if any.

R S L I e

‘B, ‘As ri*egards +heallocation &F the =-Cenu'ai excise duties, ke Com-"

mission will wclcome any comments the State . Governments may
have on the existing division and any suggestlons in regard to the
future allocation of ‘the d,utles of Central excise.

6. For dete’rmming‘the‘ States in need of assistance and grants-in-
aid 1) be paid to them under the substantive part of article 275(1),
the (‘ommission will require from all States a forecast,  year by year,
of t e estimated revenue and: expenditure for the years upto 1965-66.
This fareeastimay be prepared.in the.form appended as Annexure I
totnis letter. Appended.-to-théform -are a number of notes indicating -
- thenbasisron which the rforecasmhdu'ld e-prepared and the adchtmnal
details which the Commlssmn is likely to require.

.

7. The second- Fmance Commission had also asked Ior detailed
naoles on several subsidiarv points relating {o financial and jeconomic
matters. The points-on which similar detailed notes are hkelv to be
requu‘ed by the third Finance Commission are listed in Armekure 11.

1 shall be glad if you kindly arrange to send a detailed note on each

of these _points.

U8 Tshall be grateful if the miemiorandum and the statements

asked for in this letter are sent to the Secretary to the Commission
by the 15th December 1960 with 10 spare copies. '

9, If there is any point on which you require -clarification or
further instructions, would you kindly write to me?


sfc 16
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ANNEXURE I

FORECAST OF REVENUE AND EXPENDITURRE

State
{Rupees in lakhs)

1959-60  1960-61 196I-62 1962-63 1963-6‘ 1064-65 1965-66
Heads (Actuals) (Revised 4 5 198

Esiimares)

Revenue

Total Revenue

Expenditure met
froom Revenue

Towsi Expenditure

Surplus
Deficit

Net

NOTES

1. Figures socald b2 given by mayjor heads of accouat. Whate tiae forecasts under
any of the Major hsxds of Rivenue or Expenditure are aot based on the actuals for the past

years, suitable annotations should be added to explain the varigtions and the busis of the
I'JIELJSIS

2. If the fizures given in the above forzcasts ditfer from those arrived at atier the

recent discussions between the State Governments and the I’lannmg ‘Conmuuission, such
differences should be indicated und briefly prhmed.

) - 80



3. In the Rcvenue Estimatesem - - -

(a) the State’s share of incoma-tax and divisible excises and any grant received

-under the substantive provision of article 275 of the Constitution showid be

shown as nil receipts on account of tax . on rallway fares, estate duties

. and the additional duties of exeise collected by the Centre inliew of sales tax

" should be excluded from the estimates but shown separately in brackets under
the respective heads of account and the basis of the forecasts explained ;

(b) full d=tails should be giver .of any other grants from the Centre included in the
* estimates, indicating’the maj or headg of account under which they are shown ;

(¢} any amount included for a.nucxpatcd improvements in revenue or any a.llowancc
_made for the abandonment of any cxzstmg sources of Siate Revenue or the
“':.‘*:rcducnon inthe yield should be 'cxplamed in supplcmcntary notes,, indicating -~ - -
“the amounts involvedin each-year ; - Co
hm(dj credit showld b takeis-foriadditionz} fncomes or ‘receipts au:nungﬁ-om com-:
: pleted, continuing or fresh projects of development ; and -

{¢) any amounts included in the forecasts, on account of additional receipts attri-
butable exclusively to measures of fresh taxation proposed to be undertaken
in connection with the third Five Year Plan should be shown scparately for
each year and cxp!amed in a scpa.rate note,

4. Pigures of * gross receipts’ and worlung expenses’ included in the forecast in rcs—\Q
:pect of each commercial and industrial undertaking, such as road transport and electricity
-schemes for which commercial accounts are kept, should be shown year bv vearin a separate '
-wrarement. .

5. In the expenditurc estunates-- .

vy werallowance should be made for fresh ‘expanditure on dcvelo;vm:zt hut details-

mveaof such expendirure should be given:in brackets under each major head for
each year, For this purpose, all expenditure on the Third Pian to be met from

U B therevenue budget mav\bvemmﬁ as fresh expenditure on development: ;

. (byif the estimates include any specml item of. expendxrurcu this should be indi-
g “cated in explanatory notes; in pamcular, any major increase in non-plan ex-
- penditure due to reasons such as administrative reorgamsanan, general revision
of emoiuments, included in the estimates, should be specified, in the explanatory
notes, giving full details of the mcrease in expenditurc attributable to each
such measure; i

AR AL

(¢) provision should be mc!uded for maintenance cxpend:;jun: en cap:tal schemes
o of development as well as recurring -expenditure on these schemes of the first
A and second Five Year Plans, financed from revenue budget. which will not
form part of the third Five Year Plan ; a separate stateshent should be appendcd -
giving amounts so provided for each year:
©tesiveny - {d¥ provision should be included-for, the»\normal growth of expenditure.

6. Provision for dcbt setvices should be oonﬁned to interes "‘chargcs It should not -
snclude any provtsxon for depreciation, amortisation or repayinent of loans but should
-include provision for any obligatory sinking fund or depreciation charges in respect of
public loans, The amounts so included in  each year should be. separately indicated. .
"Provision for debt services for leans ourstanding at the end of second Five Year Plan
should be shown separately from that made for fresh net borrowings expected tg be
reccived during the third Five Year Plan,

7. A separate statement should be appended showing the amounts included in these \

forecasts by way of transfers to and from any reserve funds with explanations as to the
rature of those funds. . J

-

*1n respect of Central loans sanctioned up to the end of 1957-58, the rates of interest
<houtld: be those as revised in-the. Mmlstry of Fmance lerter No. 15 (rx)—B!S‘?, dated the
24th Febmuary, 1958, .






2. Basis and rates of land revenue assessment (including surcharge,

special rates etc) in l%b-‘h a:ji_rc‘nmges during the period upto
1960-61.- : = o :

3. Excise revenue in 19‘56‘-"57',: the changes thereirn and” the future
plans of the State Governments. in regard to prohibition.

4. Particulars of the cesses levied by the State, their purposes, the
_total proceeds of each cess, the amounts, if any, thereof- transeferred

to local bodies or spent directly by .the State Governments during
1957.58, 1958-59 and' 1959-60 L

5. The nature of e-conom],r measures if any, carmed out bv the

Srate Government in the years 1956 57 to 1960-61 inclusive and their
msults

6. Revisions of pay and allowances of (i) State employees and
" (ii) of employees of local authorities and other quasi-Government
bodies financed by the State Government in each of the last five
-years and the consequent increase in expenditure.

7. Important measures of administfative reorganisations, if any,
carried out during the years 1957-58 to 1960-61, the purpose of these

reorganisations and their impact on the revenue budget of the State
Government. -

8. Financial results of the working of State commercial and indus-
trial undertakings like road transport, electrxcxt) schemes, indusiries

ete., for whick commercial au.ccunts are maintamed duz'ng each of
the years 1956- 57 to 1960 61.

9. New State enterprises estabhshed or jddltmn to and expansion
of existing enterprises during 1957-58 to 1$60-61 and those proposed
10 be established during 1961-62 to 1965- 66 {only schemes costing
Rs. 10 lakhs and over need be given).

10. Debt position of the State showing separately the total out-
standing debt to the public, to the Central Government and to any
other institution on 1st April 1952, 1st April 1957 and lst April 1961
.and the interest yleld*ng assets held against such debt (see for illus-

tration the statement at pages 83 and 84 of the Explanatory Memo-
randum on the Central Budget for 1960-61).

11. Position of taccavi and land improvement loans—advances,

recoveries and remissions and write-offs during each-of the five years
upto and inclusive of 1860-61 .and total outstandings and .overdue
arrears at the end of each of these years,
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12. Revenue (indicating seperately grants from State Govern-
ment) of local bodies and expenditure incurred by them on roads,
education, medical and health services in the last three years for
which actuals are available.

13. Mileage of national hizhways and A, B and C class roads o
Ist April 1948, 1st April 1952. 1st April 1956 and 1st April 1960. /

|
[

!
14. Strength of establishment under Police {with separate figures.

for border police where such police is maintained separately), Generak
Administration, Justice ard Jails on 1st April 1948, 1st April 1952, 1st
April 1936 and 1st April 1960.

15. Number of primury schools, pupils and teachers therein on lst
April 1948, ]st April 1652, 1st April 1956 and 1st April 1960.

16. Number of hospitals and dispensaries, total rumber of beds;.
nurses, doctors and midwives, rural and urban separately, on Ist
April 1948, 1st April ~952, 1st April 1956 and 1st April 1960.

17. Programm= or agrarian reforms in the State, their effect on:
revenue and exjenditure during 1859-60 and their probable effacts:
during the year 960-61 to 1965-66,

" 18. Grow Mr e Food Schemes, 1956-57 to 1960-61. Give for each:
year particulars of (i) gross expendituve, (i) loans and (iii) grants.
received from t' e Cenire. Also give increase in food production over:
this period.

14, Details uf the programme of community development, giving.
espe’ ially the progress so far of opening of Community Development
and National Extension Service blocks in each of the five years 1956-
57 to 1960-61, as well as the programme for the extension of the-
scheme during, the third Five Year Plan period.

20. Kilowa'ts of energy generated in 1948, 1952, 1956 and 1960 by
(i) state undertakings {excluding purchases from the Damodar
Valley Corporation in the case of West Bengal and Bihar) and
(ii) private undertakings.

21. Financial and other details of each of the major irrizaiton and.
hydro-electrie projects, relating to the period 1956-57 to 1960-61, indi-
cating the capital outlay, running costs and the revenue derived each.
year and other tangible benefits of the project.
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' “(2) Note dated the 2Tth September, 1960, from Shri G. R. Kamat,

SR - T

. Officer on Special Duty, to the Government of India, Ministry of

Fman.ce (Budget Dwzswn)

Wﬂl the Budget Division k:ndly arrange to collect the following

material for the miormatxon and use of the Fmance Comnussmn"

(a)

WL el
\ i ('h)'

Gl | (C)

“ ’1&..

A forecast in 'Lhe attached form, of the revenue and expen-
diture of the Central Government by maJor heads of
account for the years upto, 1965-66. N

A statemen'b showing 4 for dach of the ﬁve years endmg 1960-
61 the grants made to the States from revenue with brief
notes regarding the basis on which the grant was caleulated
and the purpose of the grant. (For the purpose of this
statement the payment of the States’ share of income-tax
and Union excises, and the allocations to the States of
estate duty, taxes on railway fares and additional duties
of excise, in heu of sales tax, should not be treated as
grant)

L EI

-

A staftemﬂxf. showmg the cap:tal gra.nts «(but not loans) i ;;jl:;k?_a?

.any, made to, the States in_the last five ‘years and provided
"fof “in"the budget for the'current year w1th explanstions - -
as in (b) above '

2, Ten copies of the matenal assembled may be kept -ready and
sent {0 me by 1st of December 1960,

4 -

- Fo-reca.st oj Reve-nue and E:cpendtmre

f . (Rupees in lakhs)
. Heads 195960 1960-61 1946:-62 1962-63 1963-64 1964-65 1965-66
. (Actualy) oo T |
Revenue
~“Total Revenue T T
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determined, the authorily determining the amounts of
grants and the amounts to be paid each year;

(e) measures, if any, taken to encourage Panchayati adminis-
trations to tap additional resources;

(f) savings, if any, in the administrative cost of the State Gov-
ernment arising out of decentralisation;

{g) the nature of supervision exercised by the State Adminis-
tration on the accounts and the financial administration of
the Panchayati units and additional cost, if any, involved;

(h) arrangements, if any, made for evaluaﬁon of the system
of Panchayats; and :

(i) a brief appreciation of the results so far achieved from the
introduction of the system and likely developments in the
Third Plan period.

Allocation of Resources . -

In addition to taxes and duties assigned to the States or shared
between ihe Union and the States in accordance  with the | provisions
of articles 269, 270, 272 and grants-in-aid of the revenues of the States
in accordance with article 275 of the Constitution, financial assistance
is also afforded to the States for development projects included in the

Five Year Plans and for other purposes. This assistance has been
made under the purview of article 282, '

4 The growing tempo of developmental activities has called for a
I,arger allocation of resources to the States in recent years. Of the
provmmn of Rs. 382 crores of allocation in-the Union estimates for
1960-61, Rs. 169 crores or 4424 per cent. are in the shape of special
jassistance.

!

/" While the amounts covered by articles 269, 2'16, 272 and 275 (other

than its proviso) are determined on the basis of principles formulated
by an independent statutory Commission, the natureiand quenium
of special assistance are defermined each year by the Union Govern-
ment for each State separately after a review of its developmental
expenditure. This assistance is discretionary in character.

While the allocations based on the recommendations of the Com-
mission have hitherto been unconditional, spe*mal grants are for
specific projects or groups of projects and are adJusted from time to
time on the basis of the actual expenchture mcurred on the pro;ects
concerned.
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- The third Fmance Commission proposes to cons:der the economiec,
financial and administrative aspects of the présent bases of alloca-

tions and make such recommendations as may 'be appropriaie in the
interest of sound finance.

.The Commission would, therefore, welcome the views of the Union:

and State Governments on the system of dual allocations and, in.
particular, on the fol]owmg points;

(i) do they regard the channeling of reSources in the two ways
mentmned as satisfactory; if not, in what respects are

:.mprovements ‘necessary and how best should they be
brought ahout?

(ii) are dual independent allocations conducive to. efficient and

effect_ive use of resources and ensure maximum beneficiak
. Tegults to the communily as a whole?

(#) Letter No. FC. 5(2)-A/60, dated the 10th March 1961, from

* Shri R, Saran, Deputy Secretary, anance Ccmmission, to the
Finance SecfetaﬂeS\:)f all States.

I am directed to invite a reference to the terms of reference of the

third Finance Commissioh mentioned in paragraph 4 of the President’s
Order of the 2nd December 1560, constituting this Commission, Para-
‘graph 4(c) of this order| required the Commission to make recom-
mendation as regards the 'changes, if any, to be made in the principles.
governing the distribution among the States under article 269 of the
net proceeds in any financial year of taxes on railway fares.

In their\ letter No. F.4(14)-B/60, dated the 28th February 1961, the
Government of India, Ministry of Finance, Department of Economic
Affairs, have informed this Commission that, in pursuance of the
recommendation made by the Railway Convention Committee, it has-
been decided to merge the tax on railway fares with the passenger .
fares from 1st April 1961 and that the Railway Passenger Fares Act,
1957, is accordingly proposed to be repealed with effect from that
flate. The Government of India have, however, agreed that, in lieu.
of the net proceeds of this tax which used to go to the State Govern-
ments, a sum of Rs. 12-5 crores representing the average of the actual
collections of this tax during the two years 1958-59 and 1959-60 would:
be distributed among the States per year during the qmnquemnu.m.
1961-66 as a grant under article 282 of the Constitution.

i






- APPENDIX V1

ORrGANISATIONS, UNIVERSITSES AND INDIVIDUALS WHO SUBMITTED MEMO-—
RANDA AND WHO APPEARED BEFORE THE COMMTISSION AND GAVE ORAL

EV}'DENCE
{

i

__[_m___'.

(a) ORGANISATIONS WHICH;/ SUBMITTED MEMORANDA TG

P I A

= o

10.
il.
12,
13.
C 14,
15.
16.
17.
18.
19.
20.
. District Bar Aﬂsocztatlon Silchar,

- THE COMMISSION

. Junagadh Chamber of Cofmme rce, Junagadh tGujarat).
. Sorath Chamber of Commerce, Veraval (Gujarat).
. Morvi Chamber of Commerce. Morvi (Gujarat).

U.P. Cham‘oér_ of Commerce, Kanpur.

. Madh'ya Pradesh Chamber of Commerce and Industry, Gw-alior..
. Bhaxat Chambe1 of Commerce, Caleutta

Gu]arat Vepari Mahamardul, Ahmedabad.

. Assam Chamber of Comnierce, Shillong.
. Federation of ‘Andhra P.adesh Chambers of Commerce anct

Industry, Hyderabad.

Indian Chamber of Commerce, Calcutta.

Bihar Chamber of Commerce, Patna.

Scuthern Indian Chamber of Commerce Madras

Bengal National Chamber of Commerce and Industry. Calcutt&
Berhampur Chamber of Commerce, Bexhampur (Orissa). .
Rajasthan ("hamber of Commerca and Industry, Jaipur.
Rajasthan \’yapar Udyog Mandal Jaipur. .

Mybore Chamber of Commerce, Bangalore

Alembic Cheml_cal_Wor ks Company Limited, Baroda.

Garo Hillé D'i's'trict Council, Tura (Assam).

Eastern India ECOI‘IOIIHC Soc1ety, Silchar.

Gokhale Institute of Public. Aﬁalrs Bangalore. .
Coal and Coke Traders’ As_s_oc:at;on,_ Shillong. -



24,
25.
26.
27.

26,
2.
. 30.
31.
32,
33.

35.

92

United Planters’ Association of Southern India Coonoor.
All India Coffee Manufacturers’ Association, Madras.
Mikir Hills District Council, Assam. )

Communist Party of India, Karnataka Provmcml Council,
Bangalore.

Bihar Pradesh Congress Committee, Patna. SR
Indian Merchants’ Chamber, Bombay. Tl
Mahratia Chamber of Commerce and Industnes Poona
Maharashtra Chamber of Commerce, Bombay,

The Millowners' Association, Bombay.

Poona Munieipal Corporation, Poona.

. Peoples' Privilege Forum, Socialist Party Office, Koottlickal

{Kerala).

Gujarat State Road Transport Corporai.on, Ahmedabad.

(by UNIVERSITIES WHICH SUBMITT..D MEMORANDA TO THE -

f= T Y R ' A T

-1

o

COMMISSION

Maharaja Sayajirao University of Baroda, Baroda.

. Karnatak Univ.rsity, Dharwar.

. Sri Venkateswura University, Ty apati,

Gauhati University, Gauhati.

. Osmania University, Hyderabai.
. Jadavpur University, Calcutta.
. University of Rajasthan, Jaipur.

University of Punjab. Chandigarh.

. Gujarat University, Ahruedabad. !

i
Andhra Univarsity, Waltair,

. University ol FPormbay. Bombay.

. University of Iagpur, Nagpur.

. University of Porna, Pdona.

. University of Marathwada, Aurangabad.

. Shreemati Nathibai Damodar Thackersey Women's Umvexblty,

Bombay.






18.

19.

25.

26.
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Shri M. Gopalakrishna Reddi, Depurtment of ECL
Snmology, Andhra University, Waltair.

Dr. T. M, Jos}x Head of the Department of Economxcs 1
son College, Poona; and Professor-in-charge, Departme. . of
Economics, University of Poona. ‘

. Prof. 8. V. Ayyar, Directon, Indian Institutd” of Economics,

Hyderabad.

. Prof. D. G. Karve, Ex- -Vice Chancellor, University of Poona,

Pocna,

. 8hri K. P. Choube. Assistant Professor of Economic Administra-

tion. Indian School of Public Administration, New Delhi.

. Shri Santosh K. Bhattacharyya, Reader in the Depurtmem ol

Economics, Calcutta University, Caloutta.

. Dy D. B. Kerur, Professor and Head of the Deﬁart'ment of Eco-

nomics and Chairman, rlanning Forum. Si- Paraéhurambhau
College, Poona.

B

hyi D, 8. Subrahmanyam, Pr1nc1pa} C. R. Reddy College, Kluru,

"M.L.A, Andhra Pradesh”"“and" President, - Affiliated Colleges

Teuchers’ Association (Andhra).

Prof. D. R. Gadgil, Director, Gokhale Ins.itnte of Politics and
Economics, Poona.

. Lepislators from Rayalaseemu, Andhra Pradesh:

(i} Shri N. Venkata Subbayva, M.L.C.. Kurnool.
(i1) Shri I. Sadasivan, M.L.C, Anantzpur. f'

rgivi) Shri D. V. Subba ASust‘cy, MLC, I\Lqrgoo!.

(tv) Shri Y. Eswara Reddy, M.L.C,, Cuddﬁapah.'
{v) Shri R. Seetharamayya, M.L C,, Cudd#pah. _

- {viy Shri M. Lakshmi Narayan: Reddy, M".L.A., Kurnool.

28.
26

(vii) Shr1 Kallur Subba Rao, M.L.A., Anahtapur.
(viit} Shri Ram Reddy, M.L.C., Anantapur.

{ix) Shri K. Adikesavalu Naidu. M.L.C., Chittoor.
{x) Shri Challa Sutbarayudu, M.L.A. , Anantapur.
Shri A. B. Bardan, M.L.A. (Maharashtra), Bombay.

Shri Vadilal Lallubhai, Ahmedabad.
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30. Siri V. R. P111a1 Professor of Economics, University of Kerala,
M'rivandrum.. - - o

31. Shri 8. Chandra Sekhar, Research Section, Department of Eco-
nomics and Sociology, Andhra University, Waltair.

32. Shri Chandromont Patnaik, Ex-Manager, Jarada Estate, Hill-
patna, Berhampur’ (Orlssa) ' : : ~ S

{d} ORGANISATIONS WHOSE REPRESENTATIVE.S APPEARED‘
BEFORE THE COMMISSION<AND GAVE ORAL EVIDENCE

1. Inter-University Board of India.

.-Assam Chamber of Commerce, Shillong.

. Mizo Hill District Council (Assam).

. United Khasi-Jaintia Hil_ls Council (Assam).

. Garo Hills District Council (Assam).

. Eastern Tndia Economic Society. Silchar.
West Bengal Chamber of Commierce, Calcutta.
. RBengal National Chamber of Commerce, Calcutta.
. Indian Chamber of Commerce, Calcutta.

. Bharat Chamber of Commercs, Calcutta.

11. Orien'tal‘Chamber of Commerce, Calcutta.

@ o 1T O G o W B

[y
o

12. Mysore Chamber of Commer:e, Bangalore.

13, Communist Party of India, Karnataka 'Provi'neial Council,
Bangalore,

14. Bangalore Trades Association, Pangalore -
15 Bihar Pradesh Congress omm1ttee Patna..
16. Bihar Chamber of Commerce, Patna

17. Federation of the Andhra Prafesh Chambers of @ommerce ‘and
Industry, Hyderabad. :

18. Indian Merchants’ Chamber, Bombay.

" 19. Bombay Chamber of Commerce and Industry, Bombay.
20. Maharashtra Chamber of Commerce, Bombay.
21. Mszhratta Chamber of Commerce and Industries, Poona.

B

22. The Millowners’ Association, Bombay.
23. Gujarat: Vepari Mahamandal Ahmedabad
24, Planning and Development Department of the Gujarat Prades]n

Cangrease Qaomasts Ahweadalnd
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. Rajasthan Chamber of Coinmerce and Industry, Jaipur.

Panchayat Samities and Local Bod.es in Rajasthan.

. Rajasthan Vyapar Udyog Mandal, Jaipur.

Kerala Grartharhala Sanghom, Trivandrum.

(e) INDIVIDUALS WHO APPEARED BEFORE THE COMMISSION

1.

AND GAVE ORAL EVIDENCE

M. S. Ramayyar (retired Depvty Comptroller and Auditor Gene-
ral), Deputy Director of the Indian Institute of Public
Administration.

2. Shri M. V. Rangachari, Deruty Governor, Reserve Bank of India.
3. Shri Williamson Saugma. former Minister for Tribal Areas

w e ~oo;moWn

19.

{(Assam).

. Dr. P. 5. I_okanath'an, Director Genera.l of National Council of

Applied Economic Resescch.

. Shri Vishnu Sahav, Cakb net Secretary, Government of India.
. Shri H. F. Kattiman;, V.L.C. {(Mysore).. .

Shri T. K. Kambli, 11.L.A, (Mysore).
Shri Ramaswami R :ddy, M.L.A. (Mysore).

. Shri T. R, Neswi, .[.P., Bangalore,
. 8Smt, Lakshamma, M.L.C. (Mysore).
. Prof. S. V. Ayyar Director, the Indian Institute of Economics,

Hyderabad.

. Shri Vavilala Gopalakrishnayya, M.L.A. (Andhra Pradesh),

Hydervbad.

. Prof. T». R. Gadgil, Director, Gokhale Institute of Politics and

Economics, Poona,

Dr. V. L. D’souza, Ex-Vice Chancellor Umverslty of Mysdre,
Bangalore. .

. Shri N. Dandekar, Bombay.
. Shri V. D. Mazamdar, Ex-Commissioner of Income-tax, Bombay
. Shri B. V. Poidar, Chairman, Executive Committee, Mahratta

Chamber of Commerce and Industry, Poona.

. Shri 5. G. Barve, Chairman, Maharashtra Irrigation Commiss.on

and Chairrhan, Co-ordination Comrmttee for Poona Fluod Relief,
Bombay.

Shri V. B. Worlikar, Mayor of Bornbay, Bombay.
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"20ﬂ Prof C. N. Vak11 Ex—D1rector Department of Economics, Um-
Vers1ty of Bombay, Bombay. . '

_ 21 ' Prof. T. M. Joshi, 'I-Iead of the Department .of Economlcs, Fergu-
¢ son College Poona.. - ‘ |

5--','-"22 Prof. T. LD, Lakadawala Department of Econormcs, University
i . of Bombay, Bombay. .. - Cae T o

.. 23. Shri 8. M. Joshi, ML.A. (Maharashtra), Bombay. : \
240 Shri'R. D: Bhadare"M.LA (Maharashtra), Bombay ST . ‘
“*'95. Shri Datta Deshriukh; M.L.A. {Msharashtra), Borbay, = = = -
,. 26. Shri A, B, Bardan MLA (Mahmashtra), Bombay |
- 27. Shri V. D. Deshpande MLA {Maharashtra), Bombay
" 28. Shri Devii Rattansy; M.L.C. (Maharashtra), Bombay.
"' 29. Shri Ishwar Lal Parekh, ML.A. (Maharashtra), Bombay.

30. Dr. V. K. R. V.'Rao. Director of the Institute of Economic’
Growth, Delhi Umversxty, Delhi.

31.:Shri-E.-P, Wada Costa, Editor- oi-Eastern Economrst New Delhi.
“32.Shri Vadilal Lallubhai Mehta,” Ahmedabad.
88" Shri Sndharan Secretary, Praja Socialist Party, Trivandrum.

34. Dr. K. B. Menon MP., Trwandrum _ ‘
“35. Shri E. M. S Namboodlrrpad ML.A. (Kerala), Trivandrum. -

36. Shri Salamon,. ‘M.P,, Tr:vandrum - ; ’
' 37. Shri T. C. Narayanan, MP, Tnvandrum

38. Shri C. 1. Abraham Retired Finance Secnetary, Travancore- >
Cochin Govemnrent Trivandrum.

39. Prof.: Vw R.. P111a1, Protessor. of Econom1cs, Umversxty College,
Trivandrum. - .|

‘ ,""’40."Prof K. J ‘Math wTharaLan Professor of Economrcs Shii Nara-
: yana College, 'i\!;lvandrum

41, Shri Srikantan Nair, M.L.A. (Kerala), _'I‘nvandrurn
42, Dr. A. Lakshmanaswami Muda_har :Madras.

. 43, Prof. D. D. Naruls, Department of Economics and Public Admin-
. istration, T mversrty of RaJasthan J a1pur

44, Dr. J' M. Joshi, Department of ‘Economics and Public Adminis-
" tration, Umvers1ty of Rajasthan, Jaipur.

. __ 45, Shii’V. K. Alagh, Departmeént of Economics and Public Admin-
8 - istration, Umversxty of Rajasthan, Jaipur.
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46. Shri Balwant Rai Mehta, Ahmedabad. o
47. Shri Indulal Yajnik, Ahmedabad.
48. Shri Bhavanji A, Khimji, A hmedabad.
49, Shri M. L. Parikh, Ahmedaocad. ,
30. Shri B. K. Bhatt, M.LL.A., Ahmedabad.
31, Shri H. M. Patel. Ahmedabad. .
52. Legislators from Ravalascerna, Andhra Pradesh:
(i) Shri N, Venkata Subbayya, M.L.C., Kurnool.
(i1) Shri I. Sadasivan, M.L.C., Anantapur.
(iii) Shri D. V. Subba Sastry, M.L.C., Kurnootl,
(iv) Shri Y. Eswara Reddy, M.L.C., Cuddapah.
(v) Shri R. Seetharamayya, M.L.C., Cuddapah.
(vi) Shri M. Lakshmi Narayana Reddy, M.L.A., Kurnool.
{vil) Shri Kallur Subba Rao, M.1.A., Anantapur.
(viii) Shri Ram Reddy. M.L.C., Anan apur.
(ix) Shri K. Adikesavulu Naidu, M ..C,, Chittoor.
(x) Shri Challa Subbarayudu, ".I.L A., Anantapur.

53 Skri V. V., Chari, Member, Cen ral Board of Revenue.
34. Shr! B N. Banerii, Member, Ce 1{ral Board of Revenue.

55. Dr. I J. Anjaria, Ch.ef Econor .c Adviser, Government of India,
Ministry of Finance and Plai: .ing Commission.

56. Shri L. K. Jha, Secretary, Mi istry of Finance.

57. Shri S. Bhoothalingam, Secre ary, Ministry of Finance.
58. Shri P. N. Kripal, Secreiary, Ministry of Education.
539. Shri B. R. Tandon Secretary, Ministry of Health.

60, Prof. M. S. Thack:r, Secretary, Ministry of Scientific Research
and Cultural Affairs.

61. Shri P. V. R. Rao, Addilicnal Secretary, Mmlstry of Commumty
Development and Co-operation.

62. Shri G. D. Goswami, Co-cperation Commissioner, Ministry of
Community Developmeni and Co-operation.

63. Shri V. Viswanathan, Secratary, Ministry of Home Affairs.

64. Shri Shankar Prasad, Secretary (Kashmlr Affan-s), Ministry of
Home Affaim.
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1. Populat.i..b;f ’drf ‘S.t:a.te“s '

el .

_j.‘1961‘Cénsus' '
State | liiif et }'Ir’c.spulntion  ‘Percentage : -
1961 Distribution
e s
Andhrn Pradésh " S - ;':,5,97‘7,-999 . 834 .
Assam . o - 11,860,059 25
Bihar . R L . 46,457,042 1078
Gujarat | e ...'20352%133:' ' o478
Jammu and Kashmir Ce | 3,583,585 0-83
Kerala . <. . _ 16,875,199 392
Madhys Pradesh . - .. 32,304,375 751
Madras L . n - 33,650,917 - 7-80
Mahamshtrn.-????*‘:ﬁ-::" . ;,:3{9',504394_ ' . 916
Mysore * o - . 23,547,081 RS _'»_5,-46 -
Orissa . ST e 17,565,645 PIYY ERANES
Punijab ._ S Lo . 20,208,151 471
Rajasthan .+ oo T 2B,I46,I73. 467
. Uttar Pradesh L. 73,752,914 o170 -
West Bengal . . .. UL 34,967:634 8-11
‘I ToTAL 431,202,351 10000
| .
Source - 1961 Census, T e a
.. {provisional populmon tomls)

""
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2. (a) Yield of Dw:szble Taxes and Duties and Transfers* to States

therefrom
i (Rupees n !akh;)
Taxes 1957-58  1958-59  1959-60 1960-61
. Re vised
1. income Tax ) J
Total Collections . . . . 16370 17201 14885 12750

States’ share - . . . . 7343 7580 7932 8698
' (44-86) {(gg07) (53°29) (68-22)

Grants to States fn lieu of loss in
Income tax share . . . . e 301 2415

2. Union Excise Dutiea . ‘ _
(i) Total Collections (Basic Dutics) 27101 29682 3323; 35429
2y Transfers to States . . . 2871 31349 3579 3675
(ro-59) {1r-28) {re-77} (1037}

i

(1t Total Collections . . 261 | 1812 ~ 2832 4069
{Additional Bxcise Duucs) | .

{ivj Transfzrs to States . . 1151 k 3950 3801 1835

Total of () and (fv} . 4022 ‘ 7299 7470 7510

3. Estate Duty
Yol Cullectiung . . . 230 270 291 300
Transters to States . . . . 240 238 276 291 '

4 Vaxes un Ruailway Pusaenger Pares

Tatal Collections ", . . . 363 1224 1281 1367
Transfers to States . : . L 481 1089 1307 1379
Total Collections of divisible Tuxes 4 44330 49989 §2522 53915

Total transiers to States inciuding
granis in leu of reduction in income-
tax share and States’ revenue from
additional excise duties . . 12086 16206 17286 20293

*Transfers to States a1 actuals after making necessary adjustments,
{Figures in brackets indicate percentage to total cellections).
Source: Central Government Budgets.



2. (b) Grants-in-gid and Grants to States

to States

(Rupees”la lakhs)
1957-58  1958-5¢  1959-60  1960-6I
T, Statutory Grants-in-aid and Gfanu
. . -
() Grants-in-aid under arti le 273 315 318 s
{rf) Grants-in-aid under article . -
275 (1) substantive provision 3500 3625 3633 3950
{&7) Grants-in-aid under the ;:mvxsos to
article 275 (1) - 665 $3IL 788 931
|
I
(iv) Grants under Section 74 {2) of .
the States Rcorgamsat:on Act 135 120 102
|?
* ToTaL 4624 4591 4843 4881
2. Other grants zncludmg grants under
article 282 . 5167 7687 10971 11378
Total grants-h-aid and grants 9991 12278 15814 16259

“Source: 1957-58 to 19%9-60~State Budgets

1960-6 I —Accountants-General.
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3. Revenue Resources of the States

1857-58 )
(Rupecs in lakhs)
Tax Noa Tax Devolution Grants-  Total
States Revenue Revenue of Central in-aid Revenue
Taxes
Andhra Pradesh . . . 3189 1246 1007

o7 (20-0) (16-1)

Assam . . .

. . 1274 501 325
(43-2) (17-0) (rr'1)
Bihar . ' . . . 1987 808 1167
(40-0) (16-2) (23'8)
Bombay . . . - . 7364 2960 1938
74 (33-0) (r5-1)
Jammu and Kashmir . . 102 302 145
(r-n (33°7) (162
¥ erala . . . . . 1324 663 436
(46-8) (33-5) (15-9)
Madhya Pradesh . . 2121 1495 821
4o-6) (28-6) (15-7)
Madras P . . . 3181 1462 990
(50-8) (az-0 (r5-8)
Mysore . . . . . 1748 25718 641
(30-1) (¢3-31. (1r1°0)
Orissa - . < . 646 482 447
(299 (21'9) (20 3)
Punjab . : . . 1937 1527 554
(44" 2) (34 8 (12:6)
Rajasthan . - . . 1463 533 514
(47 -6) i. (74 (167}
Uttar Pradesh . . . 5005 2486 1975
(47°7) (237 (18- 8
West Bengal - . . . 3621 1007 1112
(53-0) (148 (16-3}
ToTAL . 34932 17990 12072 9591 74985

(46°6) (24-0) (x6-1) (r3-3 (100°'0)

Source 1 State Budgets.
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3. Revenue Resources of the States—contd,
1959-60 .

(Rupees in iakhl)

Tax Non Tax Deyolution Granis- Toial

. States Revenus Revenue of Cenrral  in-aid  Revenue
Taxes*
Andhra Pradesh . . . 3932 1582 ﬂzs’ 125 81

&0y - (9  U7@ (15°3 {1000

.Assam . . . . 1332 . 646 To466 1240 3684
(36°2) (r7-5) (12:6) Gy (eo0) |

‘Bihar . . . . . 2855 1016 1490 1500 6861

- s (10 (ar-7) (2r-9) (r00-0}

ABombay . . . . 7350 3235 3044 1325 -14994

(49°3] (ar-6) (o 3) (&8 (rooo)

Jammu end Kashmir . . 150 453 206 509 1318

) Geeo  Us8) §-6) (100°0)

Kerala . . . . . 1701 876 587 | 658 3819

4s5) {229y sy Urypd  looo

‘Madhya Pradest . . . 2477 1678 1X46 132 6433

(38 5) (26-1) {17:8  (f-6) (roo-a)

Maedras . . . . . 3696 1891 1412 1‘1‘112 8111

(45°6) (25" (17 4) (:9_1'7) {100°0)

_Mysore . . . . . 2300 3095 853 21 7374

(31:2) (42-0) (r1-6 (r52) (100-0)

~“Orissa . . . R . 754 628 602 872 2856

(26-4) (az-0) (ar-1) (ze:5) (100-0)

Punjab . . . . . 2369 1993 .. 83z 643 237,
40'6) Qa1 (g Groy (regro)

‘Rujasthan . .. . 1772 647 722+ BOS 3546

(44°9) (ré-4; (r8-3 (z0-4) (rov o)

Unar Pradesh . . . 5233 3288 2876 1558 12955
(4080 (254 (22°2) (r2-0) (mo o

“West Bengal . . . N 4452 1100 1529 2087 9164
486y | (120} (166) (22-8) (roo'o)

ToTaL . 40413 22131 17188 15814 95546
(42°3; (23-2) (r80) (r6-5) . (roco-o)

'[nc]ud.lug compensalory grants t‘or lc}ss in shnrc of income tax due to change
o classification,

Source :  State Budgets.
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4 Yield of Income Tax and Cdqurqﬁon Tax

{Rupees in lakhs)

1957-58 * 195B-59  1959-60 I960-61  1961-62
o . Revised Budget

Income Tax . . 16370 17201 ‘1..4.885 12750 13300
1. Ordinary Collections - 15554 16235_ ‘ 13540 | 11735 12685
2. Surcharge (Central) . 654 : 833; ‘ _ .'azs" 750 Bso*
3. Surcharge (Spccial) . 24 94 '.;183 250 250
4. Bxcess Profits Tax . 86 39 ?;40 10 i 10
5. Business Profits Tax . 12 3 4 5 5
SR e

) Corporation Tax . 5613 5433 - 19656 ‘ 13750 14100
1. Ordinary Collections . 5621 " k340 _1066_8 13685 1‘,}035*" :
2. Surcharge . . . . 7 14
3. Excess Profits Tax . . —15 71 —6 [ila] 60
4. Business Profits Tax . . B ' -6 5 5

*Includes effect of budger proposals (4 2,00)
**includes effect of budget proposals (+I,6:>5

Source : Explanatory Memoranda on the budgets of the Central Government for
the years 1959-60, 1¢60-61 and 1961-62.



5. Statewise Collection of Income Tax |

(Rypees in lakhs)

‘States 19758 19sBse  1959-64 196061
‘ . (Provisional) (Provisional)
Andhra Pradesh . i . 45 410 453 699
Asam . . . B ,:"H | 196 173 157 184
Bihar . . . .. rasr 375 227 487
Guijarat .. . / 3 e "662'-‘@_.'_“ v. 807 10758 ‘:59
Jammu and Kashmir - - Joo L et 16 20 25
Kerala . .. . caefl ast - 234 283 " 399
Madhya Pradesh ~ L o 15:4' o193 245 297
Madras . - ;,r '., ’. 1074 . IOLT -+ 1103 1333
Maharashtra » " 4619, 5100 6099 5263
Mysore . . . _ 323 313 472 563
Origsa . C ‘ O » e ; 50.' _ 58 68 ) /’132
: Pun;ab . v c‘:).7t 233 265 549
Rajasthan . S ., . - 6 e 132 131 . I7s ¢
Uttar Pradesh o s 476 504 660
West Bengal . R ' 36%4 5414 4000 49561
‘TO‘TAL_ . ' 1257\ . 15051 15102 16496

 Note.—Figures exclude central surcharge, tax on Union .emoluments, advance
payments under Section 18-A and miscellaneous items.

Source ¢ Accountants-General.
R

_\;  '.

- 100"
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6. Commoditywise Collection of Union Duties of Eaxcise

(Rupees in lakhs)

1957-58 1958-59 1959-60 1960-61
Revised
1. Basic Duties—
Motor Spirit 3085 3as52 3540 3875'
Kerosene 306 415 681, 765..
Sugar. 4275 5227 5000 4540
Matches 1508 1921 1796 175¢
Steel Ingots 625 729 1034 1220
Tvyres and Tubes 387 716 1044 1250
Tobacco 4549 4509 5089 4810
Vegpetable Products 352 386 549 500
Coffee 132 134 146 135
B .
Tes 386 471 774, . 7658
Caotton Cloth 6460 5740 4675 3785
Artificial Silk 169 194 207 189
Cement 1117 1391 1676 1756
Foolwear 07 103 116 150
Soap 176 223 210 205
Woollen Fabrics . 61 L6 75 . .62
!
;' Electric Fans 46 53 72 110
. Electric Bulbs - - 30 33 40 .70
Electric Bartteries £o o8 116 170
Puper s3g 678 797 825
Paints and Varoishes 120 127 137 140
Vegelable non-cssential Oils o8e 1002 1335 1225
Refined Diesel Oils and
Vaportsing QOils 701 960 2450 3800
Industrial Fuel Qils 324 477 II#I 850
]
Rayon and synthetic Pibre amd I _
Yamm . , . . ze 86 2?2 270
Alover Vehicles 32 29 63 8P
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6. Commoditywise Collection of Union Duties of Excise—concld.

1957-58 1958-59 1959-60 1960-61
N Revised
Asphall aad Bitumc-nr . .. . . : 100
Aluminium . . . .. .. 9 110
Tin Plate . s . .. . . 120
Pig Iron .. . . . . .- H 100
Silk Fabrics . . .. .. 6 s
Cycles and parts thereof . .- .. 6 125§
Internal Cbmb'uution Bngines o .. 4 135
Electric Motors . - . .. . 4 75
Cinematograph Films . .. .. 3 75
Salt Cess .I . . .. .. 82
Coal esk . . 268 325 316 37%
Cess on Copra . . . 12 13 - 10 1c
Cess o'n Oils and dilsccds . 91 41 54 25
Miscellaneous . - . - 474 173 472 31
TotaL Gross Revenue . 27451 29487 33907 315879
Deduct—Refunds and draw- —350 —30% -——674 —450
backs.

ToTAL-—NET -annmm . 27101 29692 33233 35429

| |

Ii. Additional Duties—
Sﬁglaf .. . . 679 B2 1290
Te#(tiles 5§22 1489 1996
T(ji!bacco . . . . .. 411 si8 783
/

TotaL . . 261*% 1612 283z 4069
GRAND TOTALmU‘Nlbﬂ 27362 31294 36065 319498

DuTiEs or Excisk

*Distribution not available,

Source : Explanatory Memorande on the budgets of the Ccmral Government for
the years 1959-60, 1960-61 and 1961-62.
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7. Sales Tax Collections™

" (Rupees in lakhs)

States . f95758  I95B-59  1959-60  1960-61
- Andhra Pradesh ' . . ik 962 ‘921 1166 -, 1282
; Assam . Ce e ' 239 273 227 277
Bihar . . - . . 546 849 9125, 1054
{*Gujarat . - 1137
‘Bombay 3769 3486 3640 .
. Maharashtrg . - 3131
" Jammu and Kashmir . 10 15 13 22
. ,f
Kerala . . . . - 492 617 744 902
Madhva P;-adesh . 503 438 jf'{ 605 720
- Madrs ., L . 1332 1476.' ‘I‘ 1675 L1912
Myson:' A . . e v 706 719 813
Orissa N 199 L 213 242 314
Puinjab 503 547 663 746
Rajasthan . . . 322 297 - 309 ‘370
Ultmr Pradesh . . 1046. » 884 | 1039 1170
~West Bengal . . 1253 1665 1711 1973
ToTAL . ‘117"23'- ;238'}" 13683 15823

*Fxgmcs are mcluszve of n:cexpts under- mter-State sales tax, sales tax on  motor

_spirit and general sales tax.

Sourcg ;  1957-58 to 1959—60—-State budgets.,

. 1960-61—Accountants-General,. .



8(a). F mcial Results of ‘igation (Commercial) Worl

(Ru

1958-59 1959-60 1960-61 (Revised)
ate ) t06I
Net Interest Interest Profit/ Interest Profit/ Interest  ofit/ t/
- Receipts Loss Loss L L1058
Andhra Fradesh 88 260 354 304 —453 334 —269 —I191I
Assam J E
Bihar C e 5 35 —26 36 —32 37 —20 —172
Bomb Gujarat : 152 —164 7 .
ombay 75 30 —198 0 —271 oo R
Maharashtra . -3 ? . 7 194 —II3 i_gIS
Tammu and Kashmir . .. . .. .. .. T e
Kerala . —4 37 —45 6  —60 62 . —60 —214
Madhya Pradesh g L . L
Madras {A 199 —1I128 216 —I155 ’244 —179 ‘—530
Mysore —1I13 108 —I12§ 198 —I199 210 —202 —§50
Orissa —I12 1 —24 2 —I9 16 —30 —g6
Punjab 227 118 -—4 ‘134 146 152 —2 271
Rajasthan 35 23 3 3. I8 23 9 39
Uttar Pradesh 156 418 —227 448 —328 432 —329 —1104
West Bengal —19 20 —30 22 —36 23 —30 —I1x4

NoTte.—(1) No irrigation (commercial) schemes are reported to be in existerice in Assam, Jamrau and Kashmir and Madhya Pradesh.
(2) Figures pertaining to Gujarat for the year 1960-61 are for 11 months.

Profit +
Loss —

Source : State Budgets.
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8(b). Area irrigated by Meyw lriigation Schemes
(Thousand Acres)

1960-61

1959-60

1957-58 1958-59

.
134 . 104 313

Sratcs

Andhra Pradesh . . . ‘ 55

Assain . . .
1053 1058 1086

Bihar | . . . .
Gujarat 32 25 31
155

Jammu and Rashmir . .
150 152
]

Kerala
Madhya Pradesh . .
. 376 414 | 405

Msedras . . . .
NA N

Maharashira . .
. NA NA

Mysbn: . . . .
Orissa . ‘. 5 17
1436 I712 2091 2250

190*

Punjab . .
Rajasthan . . 7% 267
7862 7312 Bgsz | NA

Uttar Pradesh

West Iiengal

stUpto Ocrober, 550,
NA—Not available.

NOTB ;— (i) No meicr irfpatice projects are reported ia Assam.

(#) No information from the States of Jammu and;Kashmir, Madhya Pra-

desh and West Bengal.

Source ; Stuate Governments. 114
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8(c). Financial Results of Electricity Schemes ‘
{Rupees in lakhs)

1960-61 Net resul

I I T

' " Profit/Loss 1959-60
States - ;
1957-58  1958-59  1y57-39 Net Interest  Profiv/ Net”  TInterest Profit/
. Receipts Lass Receipts Loss T050-61  1g57-6F
~ Andhra Pradmh C . . —BR —265 —353 163 341 —178 193 - 358 -~165 --343 656
Assam .0 . Lo 5T = 4 e . .. .. . T . 4
Bihar . . ¢ .. —Ga ‘e -—60 . . - .. —&6o
" Bombay . T s S —I0 —38 . —8  —24(M) —24 Tem32* | g2
Jamumu and Kashmn- s B 13 2L 7 7 - 15 15 22 43
Kerala o o <L . .- . . . ' .
‘Madhya Pradesh . 4 4 . .- 4
;. Madras .0 . --50 . —50 . : ; \ —50
- Mysore .. 31 _— 31 . . a1
Orissa v« v «- ~3 67 64 ‘24 C39” —15 103 45 - 58 43 107
Punjab . 59 29 88 88
- Rajésthan . .. 2 o 2 L . ] 2
Uttar Pradesh . —21 -8 —29 96 —96 27 - —127 —223 25z
West Bcnga] . . . .
{M) Maharaahtra =
*3 for composite Bumbay and 24 for Maharashira
Profit 4 - :
LOS.J — -
Source : btate Budgcts ’ o
‘ : 115 T r—
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9. Financia]l Results of State Transport Undertakings
‘ {Rupees in lakhs)

1958-59 195960
. .o Opceratine Cost . Opecrating Cost
Transporthldertaking - e e
States st T Gross Cost of  Depre- Interest Tatal Net Gross  Cost of Depre- Interest Total Net
e e "Reve- Muaterial,  ca- on Reve-  Reve- Material, ciation on Reve-
—_— nuc  Persennel  tion capital e nue Personnel capital hue
and and
Qver- Over-
heads . : heads
(1) (2) (3) 4 (2 (6) (7 ® A (10 Gany * (12) (13 (4
Andhra Andhra Pradesh State —
Tradesh Transport Corpoeration, . B -
Myderabad . 270 194 27 12 233 37 373 280 46 15 341 32 <«
Assam . State Transport, D -
. Assam, Shillong . 145 91 19 ,ﬁ«»---ﬂﬁ"”;g""xsﬁ 109 21 6 136 20
Bihar . Bihar State  Roead
Transport Corpora- ) :
tion, Patna T~ \mii\ B 23 - 9. . 119 |, —13 127 96 21 9 126
Bembay . (/) Bombay Electric S ’ PR : I ‘ ' o
Trapsport Under- . " e ‘ S
taking, Bombay . 485 3’8 . 83 % 461 - 24 555 . 456 92 . 548 7 o
{if) Saurashtra State A,
Road Transport
Corporaticty,- S ' )
Rijkot . 1ch 57 15 4 76 30 113 67 16 4 87 26

(1::'1') Kutch State Road
Transport Corpo-
ration, Bhuj .24 21 2 I 24 .. 26 22 3 1 26
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Transport Undertakii i —contd.

!

5) (6) ©)) (€)) © (10)
, T 68 12 89 67 8 2
9 4 [V 29 127 69 7 5 81

(vi) Bombay State Koad
Transport Corpo- . .
ion, Bombay . 1200 922 148 76 1146 54 1384 1116 159 73
(vit) Ahmedabad Muni-
cipal Transport
Service, Ahmeda-

—

bad (a) . 91 69 17 4 90 ‘ 1 105 - 82 17 5 104
mu and Jammu and Kashmir
«~ashmir, State Transport (b). 116 78 11 .. 89 27 117 80 11 .. 31
Kerala. . State Transport De- '
partment, Trivan- .
drum (c) . 227 167 25 10 202 25 240 187 25 11 223
Madhya (i) Madhya Bharat .
Pradesh. Roadways, Gwa-
lior (d) . 90 62 8 3 73 x7 90 62 8 3 72
(1) Centrai Provinces .
Transport Servi- : 4
ces, Jabalpur(e) . 52 32 5 . NA 37 15 68 ST s T 5c
Madras . State Transport De- R .
partment, Madras 182 136 30 ., 1II 177 5 198 138 30 ic 173
Mysore . Mysore Government

Transport Depart- i —
ment. Bangalore . 470 343 61 29 433 37

n

N

w

R

[o]
o
1

0
(V)
)

4
;

Vg

.

(PP}
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9. Finaucial Results of State Trﬁnspbrt,_ If}zderfakings%bnc;ld.l

{Rupces in lakhs)

(1)

(n (@) ®» @ . e m ® © () an (a3 ()
risea State Transport Ser- ) - o . R SR T :
7 vices, Cuttack . 87 47 18 1 . 68 19 101 54 .2 3 78 23
‘injab . {f) PEPSU State Road : - ‘ - -
: Transporr Corpora- - o - ‘ : ' . L
tion, Patiala T 18 B N ¢ 23 - 10 41 23 5 Yo 29 a2
(s1) Punjab Transport ) : . o R S
Service, Chandi- - S ST R S '
L garh . . 67 87 - .18 . 5§ 1o 57 0 200 106 20 C7 - 1337 .67
|ajasthaf ™~y Directarate”  of o o ' L : ' o L S
: Transport, Jaipur . - ) S 3 i = .o
(Abw) (f3 - 5 3 1 (048 4 I 9 5 T 1 7,2
() SU‘OthOtGE Ser- . . o NN A : R _ CoL T
SLo .. vice . 3 2 - (0-46) . (015) ° 2 1 . S
Ittar Pra- * U. P. Roadways, : o : . LT . L P
desh. - Lucknow - 670. 410 B4 26 520 150 879 508 128 35 668 - 211
Vest Bengal Directorate of Trans- . ' ' L o c E -
¥ port, Calcutta 267 . 199 - 39 .07 .25% R 4 324 245 36 ! 18 299 25

“*Included in Deprecidtion. ?.' 7
NA—- Not avaﬂable D

59
,(b) Qn thc basns of ﬁgurcs for the quarter ended Iune 1958. -

(d; Figures relate to_1956.
Figures relate to 1955-56.

(&) Figures estimated on the = Basis of quarters ended June and December, 1959,

1959-60 © .

(») Figurcs estimated on the basis of quarters end'ed June and Dc:embcr, 1958,
(¢) Figures relate to the year 19%8-39.
(d) Figures relate to 1956.
(e} Fipures estimated on the basis of quarters ended ]une and Septcmber, 1959

(f) Figures relate to the year 1959.
Ministry of Transport and Communications (Statxshcal Bullenn of Road Transport Underta.kmgs in Indxa)

Sauvr:e :

GMGIPND -T. S. Wing—332 M. of Finance- (5331)~11 1-62—3,500-
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