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APPENDIX 1

PROVISIONS OF THE CONSTITUTION BEARING ON THE
WORK OF THE FINANCE COMMISSION

Article 268-—

(1) Such stamp duties and such duties of excise on medicinal
and tcilet preparations as are mentioned in the Union List shall be
levied by the Government of India but shall be collected—

(a) in the case where such duties are leviable within any
Unien territory, by the Government of India, and

(b) in other cases, by the States within which such duties are
respectively leviable.

(2) The proceeds in any financial year of any such duty leviable
within any State shall not form part of the Consolidated Fund of
India, but shall be assigned to that State.

Article 269—

(1) The following duties and taxes shall be levied and collected
by the Government of India but shall be assigned to the States in
the manner provided in clause (2), namely :—

(a) duties in respect of succession to property other than
agricultural land ;

(b) estate duty in respect of property other than agricultural
land ;

{(¢) terminal taxes on goods or passengers carried by railway,
sea or air;

(d) taxes on railway fares and freights ;

(e) taxes other than stamp duties on transactions in stock-
exchanges and futures markets ;

(f) taxes on the sale or purchase of newspapers and on adver-
tisements published therein;

(2) taxes on the sale or purchase of goods other than news-
papers, where such sale or purchase takes place in the
course of inter-State trade or commerce.

{2) The net proceeds in any financial year of any such duty or
{ax. except in so far as those proceeds represent proceeds attribu-
table to Union territories, shall not form part of the Consolidated
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Fund of India, but shall be assigned to the States within which that
duty or tax is leviable in that year, and shall be distributed among
those States in accordance with such principles of distribution as
may be formulated by Parliament by law.

(5) Pariiament may by law formulate principles for determining
when a sale of purchase of goods takes place in the course of inter-
State trade or commerce.

Article 270—

(1) Taxes on income other than agricultural income shall be
levied and collected by the Governmeni of India and distributed

between the Union and the States in the manaer provided
in clause (2).

(2) Such percentage, as may be prescribed, of the net proceeds
in any financial year of any such tax, except in so far as those
proceeds represent proceeds attributable to Union emoluments, shall
not form part of the Consolidated 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

payable in respect of Union emoluments shall be deemed to represent
proceeds attributable to Union territories.

(4) In this article—
(a) “taxes on income” does not include a corporation tax ;
(b) “prescribed” means-— '
(1) until a Finance Commission has been constituted,
prescribed by the President by order, and

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

(¢) “Union emoluments” includes all emoluments and pensions

payable out of the Consolidated Fund of India in respect
of which income-tax is chargeable.

Article 271—

Notwithstanding anything in articles 269 and 270, Parliament may
at any time increase any of the duties or taxes referred to in those
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articles by a surcharge for purposes of the Union and the 'twho]e
proceeds of any such surcharge shall form part of the Consolidated
Fund of India.

Article 272—

Union duties of excise other than such duties of excise on medicinal
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 formu-
lated by such law. :

Article 274—

(1) No Bill or amendment which imposes or va}ries any tax.or
duty in which States are interested, or which varies the meaning
of fhe expression “agricultural income” as defined for the purposes of
the enactments relating to Indian income-tax, or which affects th'e
principles on which under any of the foregoing provisions of t?ns
Chapter moneys are or may be distributable to States, or whlc}1
imposes any such surcharge for the purposes of the Union as is
mentioned in the foregoing provisions of this Chapter, shall be
introduced or moved in either House of Parliament except on the
recommendation of the President.

(2) In this article, the expression “tax or duty in which States
are interested” means—
(a) a tax or duty the whole or part of the net proceeds whereof
are assigned to any State; or
(b) a tax or duty by reference to the net proceeds wljlereof
sums are for the time being payable out of the Consolidated
Fund of India to any State.

Article 2756—

(1) Such sums as Parliament may by law provide shall be. cha‘rged
on the Consolidated Fund of India in each year as grar‘).ts-m-ald ?f
the revenues, of such States as Parliament may determine tc-) be in
need of assistance, and different sums may be fixed for different
States -

Provided that there shall be paid out of the Consolidated Fund of
India ns prants-in-aid of the revenues of a State such capital and
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recurring sums as may be necessary to enable that State to meet
the costs of such schemes of development as may be undertaken by
the State with the approval of the Government of India for the
* burpese of promoting the welfare of the Scheduled Tribes in that
State or raising the level of administration of the Scheduled Areas

therein to that of the administration of the rest of the areas of that
State :

Provided further that there shall be paid out of the Consolidated
Fund of India as grants-in-aid of the revenues of the State of Assam
sums, capital and recurring, equivalent to—

(a) the average excess of expenditure over the revenues during
the two years immediately preceding the commencement
of this Constitution in respect of the administration of
the tribal areas specified in Part A of the table appended
to paragraph 20 of the Sixth Schedule; and

(b) the cost of such schemes of development as may be under-
taken by that State with the approval of the Government
of India for the purpose of raising the level of adminis-

tration of the said areas to that of the administration of
the rest of the areas of that State,

(2) Until provision is made by Parliament under clause (1), the
powers conferred on Parliament under that clause shall be exercis-
able by the President by order and any order made by the President

under this clause shall have effect subject to any provision so made
by Parliament :

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

Article 279—

(1) In the foregoing provisions of this Chapter, “net proceeds”
means in relation to any tax or duty the proceeds thereof reduced by
the cost of collection, and for the purposes of those provisions the
net proceeds of any tax or duty, or of any part of any tax or duty,
in or attributable to any area shall be ascertained and certified by

the Comptrolier and Auditor-General of India. whose certificate shall
be final

(2) Subject as aforesaid, and to any other express provisicn of
this Chapter, a law made by Parliament or an order of the President
may, in any case where under this Part the nroresde nf anw dirte
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or tax are, or may be, assigned to any State, provide for. the mannext
in which the proceeds are to be calculated, for the time from ot
at which and the manner in which any payments are to be madc..
for the making of adjustments between one financial year and anotlier,
and for any other incidental or ancillary matters.

icle 280—
A“E;l)e The President shall, within two years fro?n tl_'le commencevan;‘ltzltl}:
of this Constitution and thereafter at the explra?uon of every o
year or at such earlier time as the President con51‘ders neces_s..ar).',)E 3a
order constitute a Finance Commission which shall consxst. :1) ;
Chairman and four other members to be appointed by the Presi e.n .
(2) Parliament may by law determine the qualifications v’vh.xclrl1
shall be requisite for appointment as members of the Commissio
and the manner in which they shall be selected.
(3) It shall be the duty of the Commission to make recomImnen-
dations to the President as to—
(2) the distribution between the Union and the Statesdc?f. C!ihz
net proceeds of taxes which are to be, or may be, 1v1t'e
between them under this Chapter and the alloca 13;1
between the States of the respective shares of such
proceeds ; . - f
(b) the principles which should govern the g'rants-ln-axt 2f
the revenues of the States out of the Consolidated Fun
India ; o . e
(c) any other matter referred to the Commission by
President in the interests of sound finance.

{4) The Commission shall determine their procec.iure and Sl;-".ln
have such powers in the performance of their functions as Parlia

ment may by law confer on them.

Arlicle 281— . ' .
r'I‘he President shall cause every recommendation made by the

Finance Commission under the provisions of this Constitution togethir
with an explanatory memorandum as to the action taken thereon to
be laid before each House of Parliament.

ticle 282 : -
o ’II":hZ Union or a State may make any grants for any (Ppublic

. . t to
urposc, notwithstanding that the purpose 1s not one with respe:n -
S.fhich I;arliament or the Legislature of the State, as the case 3

be, may make laws.



APPENDIX II

THEAilNANCE COMMISSION (MISCELLANEOUS PROVISIONS)
T, 1951, AS AMENDED BY THE FINANCE COMMISSION

)

An Act

to determine the qualifications requisite for appointment as members

of the Finance Commission and the .
manner in which th
selected, and to prescribe their powers. ey shall be

Be it enacted by Parliament as follows :—

Mll Short title.—Tllli.s Act may be called the Finance Commission
(Miscellaneous Provisions) Act, 1951 (Act XXXIII of 1951).

2. Definition.—In this Act, “the Commission” means the Finance

Commicsion constituted b i
: y the President pursuant
article 280 of the Constitution. d o clause () of

. 3. Qualifications for appointment as, and the manner of selection
oh;lr;nembersl-of the Commission.—The Chairman of the Commission
5 be selected from among persons who have had experience in

public affairs, and the four other member
» s shall
among persons who e selected from

(a) are, or have been, or are i i '
) ) qualified to be appointed
of a High Court; or pponted as Judges

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

(c) have had wide experience in financi
b ancial matter i
administration; or ® endin

(d) have special knowledge of economics,

4. Personal interest to disqualify members.—Before appointing a
pt‘arson to be a member of the Commission, the President shall satigsfy
hm}sel_f that that person will have no such financial or other interest
as is lfkely to affect prejudicially his functions as a member of the
Comsion; and the President shall also satisty 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
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proposes to appeint to be a member of the Commission shall, when-
ever required by the President so to do, furnish to him such infor-
mation as the President considers necessary for the pérformance 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; _
(¢) if he has been convicted of an offence involving moral
. turpitude ; and '
(d) if he has such financial or other interest as is likely to
affect prejudicially his functions as a member of the
Commission. ‘

6. Terms of office of members and eligibility for re-appointment.—
Every member of the Commission shall hold office for such period
as may be provided for in the order of the President appointing him,
but shall be eligible for re-appointment :

Proviled that he may, by letter addressed to the President, resign
his office.

7. Conditions of service and salaries and allowances of Memboers.—
The members of the Commission shall render whole time or part
time service to the Commission as the President may in each case
specify and there shall be paid to the members of the Commission
such fees 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 Commis-
sion shall determine their procedure and in the performance of their
functions shall have all the powers of a civil court under the Code
of Civil Procedure, 1908. (Act V of 1908) while trying a suit in respect
of the following matters, namely —

(a) summoning and enforcing the attendance of witnesscs |
(b) requiring the production of any documents ; and
(c) recquisitioning any public record from any court or office.

(2) The Commission shall have power to require any person to
furnish information on such points or matters as in the opinion of
+he Commission may be useful for, or relevant to, any matter under
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