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4. The State Governments were requested to send the material

" so as to reach the Commission by the middle of July 1964. It had
been originally planned that on receipt of the material from the
State Governments its scrutiny would be completed by the end of
August 1964 and that the Commission would visit all the States

- from September onwards. This time schedule could not be adhered
to on account of the delay in the receipt of the material from the
State Governments. Material from some States was received as
late as January 1965.

5. On account of the delay in the receipt of the forecasts, the
Commission had to abandon the initial proposal to visit the capital
of every State for discussions with the respective' State Govern-
ments. In order to enable the Commission to submit its report by
the prescribed date, the Commission decided to hold discussions
with the State Governments at four selected centres, viz., Bombay,
Calcutta, Delhi and Madras. The States were’ ‘given 'the option
to choose any of the Centres according to their convenience. The
‘discussions started in January 1965 and were completed by the end
" of May 1965.* Appendix IV gives the dates of the discussions with

the different States. The procedure generally adopted by the Com-
" mission was that the initial discussions were held with the Chiet
Ministers, Finance Ministers and other Ministers of the State Govern-
ments, on matters of policy and on general principles that should
régulate and determine the devolution of resources. The detailed
"estimates and the States’ forecasts were thereafter discussed with
. the officials of the State Governments.’ Important policy issues
emerging from the discussions with the officials were again taken
_up with the Ministers at the concluding meetings. By arrangement
with the Comptroller and Auditor General of India, the Accountants
General of the respective States were present throughout the dis-
cussions. After the conclusion of the discussions with the repre-
sentatives of every State Covernment, separate discussions were
also held with the Accountant General of the State concerned.

6. In the course of our work, we also held discussions with senior
officials of the Union Ministries of Finance and Home Affairs. The
Ministers of Commerce and Prof. V. K. R. V. Rao, Member, Planning
Commission, met us and pressed on us certain’ points including the
necessity of affording relief to States by way of compensation for losses

*On account of a change in the Government apd the introduction of
President's rule in Kerals, the representatives of Kerala were invited t0
meet the Commission st Bangalore towards the end of May, 1065.

i

:'E
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5

in revenue that might arise if the Tea Finance Committee's recom-
mendations are implemented. We had an opportunity of exchanging
views with the Deputy Chairman, Members and senior officials of the
Planning Commission. Towards the end of our discussions, we had a
meeting with the Comptroller and Auditor General of India.

7. A press note was issued on May 19, 1964 inviting views from
persons and institutions interested in the subjects covered by the
terms of reference of the Commission. We received a number of
‘Memoranda from Chambers of Commerce and Industry, Members '
.of Parliament and State Legislatures, Universities, Economists and
others (list given in Appendix V). Some of them also requested for
interviews with the Commission; during the Commisson’s sittings
at Bombay, Madras, Calcutta, Bangalore and Delhi, discussions were
‘held with such individuals and representatives of non-official organi-'
zations (list given in Appendix VI) in the respective zones.
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each federation has sought to adapt its system of financial relations
"to changing political and economic conditions is very instructive,

13. A special feature of importance in India is the introduction of
Five-Year Plans and the consequent distinction that has evolved be-
tween plan and non-plan expenditure. Many States urged upon
the Commission to include expenditure on the Fourth Plan in the
estimates for the coming five years. Some States supplied detailed
expenditure forecasts on new projects and also on the likely revenue
components of their Fourth Plan outlays. The Commission has, how-

- ever, felt it desirable to leave all such expenditure out of its consi-
deration. This decision is based not on grounds of any Constitutional
limitation of the powers of the Finance Commission but on practical
considerations consequent on institutional arrangements relating to the
Five-Year Plans.

14, When the provisions regarding the Union-State financial rela-
tions were incorporated into the Constitution, it was not possible for
any one to anticipate the importance and magnitude of our successive
Five-Year Plans. There was no reference to Plan expenditure as such
in the terms of reference of the First Finance Commission (November
1951~-December 1652) and that body did not find it necessary to draw
a line of distinction between plan and non-plan expenditure. In fact,
it emphasised the need for taking into account development expen-
diture of various types in determining the transfer of resources from
the Centre to the States. The Second Finance Commission (June
1956—September 1957) was, however, specifically asked to take into
account both the requirements of the Second Five-Year Plan and the
efforts made by States to raise additional revenues. The dimensions
of Plan expenditure, however increased rapidly and it became the
normal practice to make grants for plan expenditure under the dis-
cretionary provisions of article 282 instead of making statutory grants
under article 275, on the basis of the pre-determined plan allocations
as phased and modified by the annual plan discussions. The Third
Finance Commission (December 1960—December 1961) recommended
grants under article 275 to cover 75 per cent of the States' revenue
expenditure on the Third Plan, but the Government of India did not
accept this recommendation.

15. The terms of reference of the Fourth Finance Commission do
not expressly mention plan expenditure. The fact that the Commis-
sion 5 to make its recommendations in the light of its estimates of
revenue receipts of the States in the coming five years on the basis
of taxation levels likely to be reached in 1965-66, takes additional

9

taxation outside its scope. And the fact that the Commission is ‘Spe-
cifically asked to take into account the committed expenditure on the
maintenance and upkeep of the completed Third Plan schemes may be

taken to imply that new outlays on Fouth Plan schemes are not.
expected to enter into its estimates.

16. The Constitution does not . make any distinction between_ plan
and _hon- p!an expendlture and it is not unconstitutional for the Fin-
ance_ Commlssmn to go, mto the whole Question of the total revenue
expendlture_ of-the States. I;__}_xas been poxnted out to us that the
refg_r_@_ce to “Capltai and recurnﬁg sums" in the first prov:so to article
275(1) of the Const1tut1on suggests that even capital expenditure need
not necessarxly be outmde the scope of the Finance Comnuss:on. It
is howevez.wnecessary to notethat” the 1m_p;_rtance of planned econo-—
mic development is so great t and its 1mplementatlon S0 essentlal " that
there should not be : any lelSlOIl of reSpbnnbxhty in regard to any
element of plan expendlture "The’ Planning Commission has been
specially constituted for advising the Government of India and the
State Governments in this regard. It would not be appropriate for
the Finance Commission to take upon itself the task of dealing with
the States’ new plan expenditure.

17. The present Finance Commission has, therefore, confined itself
to non-plan revenue expenditure vis-a-vis the revenue receipts anti-
cipated in the coming five-year period on the basis of taxation levels
in 1965-66. We have not, however, taken the view that the function
of the Fmance Commsssmn is simply to recommend such devoluation
and grants -in-aid as would merely fill up the non-plan revense deficit
as reported by the States because such an approach will be extrexmely
mechanical. We have reassessed the States’ estimates in the manner
detailed in a subsequent Chapter. We have not taken budgetary

deficits as a criterion for distribution in thé case of divisible taxes and
duties.

18. In regard to income-tax, the Constitution does not say thhat it
should be distributed on the basis of budgetary needs. In fact, Jhow-
ever great the budgetary needs, a State will not get a share, if_ for
some reason or other, the tax is not leviable in that State. And, even
when there is no budgetary need in a particular case, a State cainot
be denied some share in the income-tax proceeds if the tax happens
to be levied within that State. In the case of the Union exises also,
the provisions are almost similar, though the Union Government has
in this case the option of not distributing any share among the States.
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