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CHAPTER 1
INTRODUCTORY

This Finance Commission, the fifth Commission to be set up

under Article 280 of the Constitution, was constituted by an Order
of the President dated the 29th February, 1968, which is reproduced
below: —

“In pursuance of the provisions of article 280 of the Constitu-
tion of India and of the Finance Commission (Miscellaneous
Provisions) Act, 1951 (33 of 195!), the President is
pleased to constitute wilh effect from the 15th March,
1968, a Finance Commission consisting of Shri Mahavir
Tyagi, former Union Minister of Rehabilitation, as the
Chairman and the following four other members, namely:

* (1) Shri P. C. Bhattacharyya, former Governor, Reserve
Bank of India,

(2) Shri M. Seshachalapathy, retired Judge, Andhra Pra-
desh High Court.

{(3) Dr. D. T. Lakdawala, Professor, Department of Eco-
nomics, Bombay University,

(4) Shri V. L. Gidwani, former Chief Secretary, Govern-
ment of Gujarat, Member-Secretary,

2. The members of the Commission shall hold office until the
31st day of July, 1569,

3. Shri Mahavir Tyagi shall render part-time service as Chair-
man of the Commission unti] such date as the Central
Government may specify in this behalf and thereafter, he
shall render whole-time service as Chairman of the Com-
mission. Of the other members, Shri P. C. Bhattacharyya
shall render part-time service as member of the Commis-
sion until such date as the Central Government may specify
in this behalf and thereafter, he shall render whole-time
service as member of the Commission. The other three
members will render whole-time service.

4. The Commission shall make recommendations as to the
following matters: —

{a} Lhe distribution between the Union and the States
of the net proceeds of taxes which are to be, cr may
be, divided between them under Chapter 1 of Part XII
of the Constitution and the allocation between the
States of the respective shares of such proceeds:
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(b) the principles which sheuld govern the grants-in-aid

(c)

of the revenues of the States out of the Consolidated
Fund of India and the sums to e paid to the States
which are in need of assistance by way of grants-in-aid
of their revenues under article 275 for purposes other
than those specified in the provisos to clause (1) of
that article and other than the requirements of the
Five Year Plan, having regard, among other consider-
ations, to—

(i) the revenue resources of those Siates for the five
years ending with the financial year 1973-74 on the
basis of the levels of taxation likely to be reached
at the end of the financial year 1968-69;

(ii) the requirements on revenue account of those
States to meet the expenditure on administration,
interest charges in respect of their debt, main-
tenance and upkeep of Plan schemes completed
by the end of 1968-69, transfer of funds to local
bodies and aided institutiohs and other committed
expenditure;

(iii) the scope for better fiscal management as also for

economy consistent with efficiency which may be
effected by the States in their administrative,
maintenance, developmental and other expendi-
ture;

the changes, if any, to be made in the principles gov-
erning the distribution amongst the States of the grant
to be made available to the States in lieu of the re-
pealed tax on railway passenger fares;

(d) the changes, if any, to be made in the principles

(e)

(£

governing the distribution amongst the States under
article 269 of the net proceeds in any financial year ot
estate duty in respect of property other than agricul-

tural land;

the desirability or otherwise of maintaining the exist-
ing arrangements under the Additional Dutieg of
Excise (Goods of Special Importance) Act, 1957, in
regard to the levy of additional duties of excise on
sugar, textiles and tobacco in lieu of the States’ sales
taxes thereon, with or without any modifications and
the scope for extending such arrangements to other
items or commodities;

irrespective of the recommendation made under item
(e) above, the changes, if any, to be made in the prin-
ciples governing the distribution of the net proceeds
in any financial year of the additional excise duties
leviable under the 1957 Act aforesaid on each of the
following commodities, namely,

(i) cotton fabrics,
(il) silk fabrics,
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(iii) woollen f{abrics,
(iv) rayon or artificial silk fabrics,

(v} sugar, and
(vi) tobacco including manufactured tobaceo,

in replacement of the States’ sales taxes formerly
levied by the State Governments:

Provided that the share accruing to each State shall
not be less than the revenue realised {rom the levy of
the sales lax for the financial year 1956-57 in  that
state;

(g) the principles which should govern the distribution
of the net proceeds of such additional items or commo-
dities as may be recommended under item (e) above
for leavy of additional excise duties in lieu of the
States’ sales taxes thereon;

(h) the scope for raising revenue from the taxes and duties
mentioned in article 269 of the Consttution hut not
ievied at prescnt;

(i) the scope for raising additional revenue by the various
State Governments from the sources of revenue avail-
able to them; and

(j) the problem of unauthorised overdrafts of certain
States with the Reserve DBank and the procedure to be
observed {or avoiding such overdrafis.

5. The Comimission in making its recommendations on the
various matters aforesaid shall have regard to the re-
sources of the Ceniral Government and the demands there-
on on account of the expenditure on civil administration,
defence and border securily, debt servicing and other com-
mitied expenditures or liabilities.

6. The Commission shall make an interim Reporl by the 30th
September, 1968 covering as many of the matters mention-
ed in para 4 above as possible and in particular, in respect
of the financial year 1969-70; and make the final Report by
the 31st July, 1969 on each of the said matters and covering
a period of five years commencing from the 1st day of
April, 1969, indicating in its Reports the basis on which it
has arrived at its findings and making available the rele-
vant documents.”

The date for submission of the interim Report was extended to
31st Octlober, 1968, by the President’s subsequent Order dated 24th
September, 1968.

1.2 During the earlier stages of our work a question arese as
regards advance tax collections being included in the net proceeds of
income tax divisible between the Union and the States. We took up
this rnatier with the Comiptrolier and Auditor-General of India and
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the Government of India. Subsequently on the 1st May, 1969 we
received a supplementary reference from the President which is
reproduced below: :

“Whereas since the commencement of the Constitution, Ad-
vance Tax collections made under the Income-tax Act
have been taken into account in determining the net pro-
ceeds of taxes on income for purposes of article 270(2) of
the Constitution only on completion of regular assessment;

And whereas successive Finance Commissions have recom-
mended the distribution between the Union and the States
of the net proceeds of taxes on income under article 280
(3) () of the Constitution on the said basis;

And whereas the Comptroller and Auditor-General of India has
also certified the net proceeds of taxes on income under
article 279(1) of the Constitution in each of the financial
years until and including 1966-67 on the said basis;

And whereas it is now considered that the Advance Tax col-
lections made in a financial year should be taken into
account in determining the net proceeds of taxes on income
in that year and not be left over for such determination in
subsequent years on completion of regular assessment as
hitherto;

Now, therefore, in pursuance of sub-clause (a) and (¢) of
clause (3) of article 280 of the Constitution of India, the
President is pleased to refer the following further matters
to the Finance Commission, constituted by S.0. No. 812,
dated the 29th February, 1968, namely: —

{a) the distribution of the Advance Tax already collected
and not included in the net proceeds of taxes on in-
come in the financial years until and including 1966-67
as certified by the Comptroller and Auditor-General of
India;

(b) the changes, if any, in the distribution hetween the
Union and the States of the net proceeds of taxes on
income as prescribed in the Constitution (Distribution
of Revenue) Order, 1965, in so far as the taxes on
income collected in the financial years 1967-68 and
1968-69 are concerned, in the event of the net proceeds
thereof eing certified by the Comptroller and Auditor-
General of India after taking into account the Advance
Tax collected in the respective years; and

(c) the distribution of the net proceeds of taxes on income
in each of the financial years 1969-70 to 1973-74 as
determined on the revised basis.

2. The Commission shall take into account the effect of the
recommendations made by them on the matters specified
in paragraph 1 above in making their recommendaftions



under S.0. 812 aforesaid, as to the distribution between
the Union and the Staies of the net proceeds of taxes which
are to be, or may be, divided betwecn them and the alloca-

tion between the States of the respective shares of such
proceeds under sub-clause (a) of clause (3) of article 260
of the Constitution and also as to the determination of the
sums to be paid as grants-in-aid of the revenues of fthe
States in need of assistance under clause (1) of article 275

of the Constifution.”

1.3 We assumed office on the 15th March, 1968, The Chairman
served on the Commission on a part-time basis upto 31st July, 1968
and thereafter rendered whole-time service. Cf the other Members,
Shri P. C. Bhattacharyya rendered part-time service till the date of
his sudden demisc on the 13th February, 1969. His untimely death
has been a great loss to the Commission, and we place on record our
appreciation and gratitude for the valuable contribution made by
him in the Commission’s deliberations with his keen intellect, pro-
found learning and wide experience.

14 In place of the late Shri P. C. Bhattacharyya, the President
by his Order dated the 19th February, 1969, appointed Shri G.
Swaminathan, former Additional Deputy Comntreller and Auditor-
General of India, as a pari-time Member of the Commission. Shrj
Swaminathan zssumed office as Member on the 21st Fehruary, 1969.

1.5 We held our first meetingd on the 16th  March, 1968 and
adopted rules of procedure similar to these framed by the Fourth
Finance Commission. A Press Note was issued on the same day indi-
cating the terms of reference of the Commission and inviting written
memoranda selting out views and specific sugdgestions from those
interested in the matter.

18 Before the actual appointment of the Commission our
Member-Secretary  was appointed as Officer on Special Duty to
attend to the precliminary work in the Union Minance Minisiry. He
addressed the State Governments and the Accountants General in
advance for supply of material required in connection with the work
of the Commission. The State Governments were requested to supply
the forecast of revenue receipts and non-Plan revenuer expenditure
for the 5 years 1969-70 to 1873-74 and information on various sub-
sidiary points by the 5th'April, 1968, The Union Finance Ministry
was also requested to send its forecast and other information hy the
15th April, 1968. These dates were later extended. The State Gov-
ernments were asked to submit the information in so far as it was
relevant for the interim Report by the end of May, 1963 and their
forecasts and Memoranda for the iinal Report by the end of Septem-
ber. 1968. However, due to certain Constitutional changes and mid-
ierm eleclions in certain States we received the required material
from some of them as late as in March, 1969,

1.7 The Comptroller and Auditor-General of India was requested
to insruet his princinal civil Accounts Officers to supply such statis-
tical material as the Commission might call for and also to meet it for
discussion when the Commission visited the State headquarters.
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1.8 In view of the limited time available {for submission of the
interim Report, we invited the State Governments to send their repre-
sentatives fo New Delhi for discussions in respect of all matters to
be covered by the interim Report. These discussions were held
during the period June to August, 1968,

19 Our interim Report covering items (c), (d) and (j) of para-
graph 4 of the Presidential Order and making interim recommenda-
tions for devolutions and grants in respect of the financial year 1968-70
was submitted to the President on the 31st October, 1968. A copy
of the interim Report is included as Annsxure to this final Report.

1.10 We commenced our discussions and consultations with the
State Governments for our final Report in November, 1968, and
visited the headquarters of each State for this purpose. Owing mainly
to the delay in receipt of forecasts and other necessary material
from certain States we were able to complete our visits to all the
States only in April, 1969. The dates of the discussions are indicated
at Appendix II. They generally commenced with meetings with the
Chief Minister, Finance Minister and other Ministers or with the
Governor and his senior advisers in case of States then under the
President’s rule. Thereafter, we had detailed discussions with senior
officials for clarification and elucidation of their forecasts and exami-
nation of the memoranda and other material furnished. A final
meeting was also generally held with the Chief Minister and other
Ministers or the Governor. The Chief Minister of Jammu and
Kashmir, whom we were not able to meet when we visited the State,
was kind enough to come to New Delhi for discussions soon after our
return. The Chief Minister of Orissa also held further discussions
with us at New Delhi, At the time of our visits to Bihar, Punjab,
Uttar Pradesh and West Bengal, these States were under President’s
rule. After the formation of representative Governments in these
States, the Finance Minister of Punjab and the Chief Minister and
Finance Minister of Uttar Pradesh had supplementary discussions
with us at New Delhi. All these discussions with the representatives
of State Governments at various levels were held in private sessions,
and they were frank and informative and gave us a clear picture of
their various problems and difficulties as well as their policies and
programmes in various matters. We wish to place on record our
sincere appreciation and gratitude for the assistance, co-operation
and hospitality which we received in ample measure from all the
State Governments.

1.11 Both at the time of discussions with Staite Governments® re-
presentatives at New Delhi in connection with the interim Report and
at State headquarters for the final Report, the Accountants General
of the respective States were present. The Commission had also
separate meeting with the Accountant General at the end of discus-
sion with the State’s representatives. Our thanks are due to these
officers and to the Comptroller and Auditor-General for all the assist-
ance which they have readily rendered to us.

1.12 In some State Capitals, on the conclusion of our discussions
with the State Governments we met representatives of the Press 1o
keep them informed of the progress of our work, though it was



obviously uue possible for us to indieale to them any views or con-
clusions  on varicus matters, which wa had still to formulate sfter
uumglctiun of the discussions with all State Governments as well as
the Government of India. We should like o express sur appreciztion

of the interest shown by the Press in our work.

113 Towards the conclusion of our work, we had diseussions with
the Cabinet Secretary and the Secretaries of the Finance Ministry,
Government of India, and with the Chairmen of the Railway Board
and the Central Board of Direct Taxes. We had zlso the epporinniily
of exchanging views with other distinguished persons including Dr.
V. K. R. V. Raop, Minister of Education and Youth Services, Dr. K. L.
Rao, Minister of Irrigation and Power, Shei K. Santhanam, Chair-
man of the Second Finance Commission, Shri A, K. Chanda, former
Complroller and Auditor-General of India and Chairman of the Third
Finance Commission, Dr. . R, (Gadgil, Deputy Chairman of the
Planning  Commission, Shri I5. Venkatappiah, Member of the
Planning Commission and Shri N, Rajagopala Ayyangar, Chairman
of the Press Council of India. A complete 1ist of persons who appear-
¢d hefore the Commission is given in Appendix 1V,

1.14 In pursuance of the Press Noie issued by the Commission
number of memoranda was recoived from the variers Chambueres of
Commerce and Industry, Universities.  Feonomisls, Members of
Parlizment and Siate Legislatures and oihers. A list of the arpanisa-
tisns and individuals whe sent memeranda is given in Appendiz= TIT
The Commission also held discussions wilth a number of individuals
and representatives of Chambers of Commeree and other organisa-
liuns at the various State headyuarters and at New Delhi as indi-
cated in Appendix IV. We are grateful io all the persons and organi-
sations who have assisted us in our work. for sending their wrilten
memorenda  and responding to onr request to meet us for personal
discussions a! New Delhi and various State headquarters,

1.15 We wish to place on recoed our sense of appreciation of  the
very useful work done by our officers and  the members of cur staff.
Our Joint Secretarv, Shri (4, C. Katoch, and Deputy Secretaries, Shri
1. ¥. Mukherji and Dr. V. . Kachwaha, cefficiently carried nut their
oncrous responsibilitios of  collecting,  analysing and placing {or our
ennsideration a lagpe mass of information from several sourees and
assisted us in our deliberations. Our Under Secretary, Shrej G H.
Bijlani, and our team of Senior Research Officers eonststing of Sarva-
shri T. S, Rangamanmar, T D, Gupta, G G Nair, 8§ T Sharma and
K. V. Nambiar and the technicsl stafl did excellent work, often at
creat pressure, in  collecting and processing the budgetary data and
other statistics and material Tor our use and in detailed secrutiny of
the [lorecasts furnished by the State Governments and the Govern-
ment of India. Qur Superintendent, Shri I Seshadri, and the staff
under him efficiently locked after the Tunning of the office: and our
personsl stafl ungrudeingly carried out the dutics assigned to them
ab all times. But for the diligence and willing co-operation of a1l the
#licers and members of our stafl it would not have been prssible for
the Cemmission to complefe its task satisfactorily, and we are deeply
grateful to them all.



CHAPTER 2

THE PROBLEMS—OUR APPROACH
I—Union-State financial relationships

2.1 In our Constitution, India is described as a Union of States.
Due to a number of provisions in it tending towards a strong Centre,
eminent Constitutional writers have described the Indian Constitu-
tion as quasi-federal. The imbalance between the functional res-
ponsibilities assighed to the States and the financial resources allo-
cated to them, which is a general feature of many full-fledged fede-
rations, also exists in India. Many economic, social and develop-
mental services like education, medicine and public health agricul-
turc, cooperation, small industries, etc , require local supervision and
nearness of the governing authority, and they have been naturally
included in the functions of States which are in more direct contact
with the people. In a developing economy thcse services have to
grow rapidly. On the other hand, in regard to distribution of powers
of taxation, the Constitution has recognised adequately the econo-
mic allegiance of taxes and has assigned each tax exclusively to ene
or other of the two layers of Government which is best in a position
to levy and collect it, thereby altempting to avoid overlapping of
tax jurisdiction. In view of the increasing trend of the economy
towards integration under modern conditions, the taxes assigned to
the Union have been producing increasingly larger yields. This has
resulted in the Union having relatively larger resources than the
States, and consequently there is need for substantial transfers to
the States. The changes in the assignment of tax powers which
have been adopted hitherto, for instance the amendment of the Con.
stitution regarding tax on inter-State sales and the arrangements in
respect of estate duty on agricultural land, have been in the direc-
tion of giving further tax powers to the Union. In the current dis
cussions on the question of Union-State financial relationships, while
increase in the functions and powers of States is being generally
demanded, no clear suggestions have yet emerged regarding the tax
powers which should be transferred to the States. On the other hand
there is a large school of opinion that advocates the centralization of
the tax on agricultural income. There is a chronic gap between the
States’ own revenues and their expenditure commitments and con-
sequently there is persistent and growing need for larger transfers
of funds to States.

2.2 A distinguishing feature of Union-State financial relation:
ships in India is the explicit recognition in the Constitution of the
varying naturc of this need and the provision of a periodical review
of the situation by a quasi-judicial body. Aware of the experience
of ather federations regarding the great disparity between the States’
capacity to raise revenucs and their need to effectively discharge
their essential functions, our Constitution-makers made specific
provisions for remedying this imbalance.

8
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2.3 A number of taxes, though levied by the Government of

India, are collected and retained by the States (Article 268); the nel
proceceds ol seven items of taxation, Lthough levied and collected

by the Government of India, are entirely assighed to the States and
distributed among them in accordance with the principles of distri-
bution formulated by Parliament (Article 269). In addition, a per.
centage of the net proceeds of income-tax is assigned to the States
(Article 270). The proceeds thus assigned to the States do not form
part of the Consolidated Fund of India. Union excise duties can
be shared with the States if Parliament so decides (Article 272),
and almost from the commencement of the Constitution, excise
duties have been so shared. In 1950-51 the receipts from income-
tax and excise duties formed nearly one-half of the Union tax re-
venues so that the divisible pool was by no means inconsiderable,
Further, Article 275 recognises the necessity for grants-in-aid of
revenues of States which may be in need of assistance. Different
sums can be fixed for different States, so that the weaker States
can be given specific assistance to meet the necessary expenditure
in the proper discharge of their duties to their people. Article 282
provides for grants by the Union and the States for any public

purpose.

[

2.4 None of the Articles 270, 272,275 and 282 however mentions
what amounts are to be so given to the States, or lays down the
principles according to which they are to be distributed among the
States. Some eminent persons have expressed the view that it would
have been better if at least the States’ shares in the divisible pool
of income-tax and Union excise duties were specifically laid down
in the Constitution so as to obviate controversy and uncertainty.
In our opinion, the case for such a change is by no means clear. All
the four Finance Commissions have recommended progressive en-
largement of the divisible pool of taxes to be shared as well as the
States’ share therein, as the following table indicates :(—

Transfers from tax sharing 1nder
Finance Commaissions’ Awards

fRs. crorcs)

Commissions First vear of Devolution of  Devolution of

the Commission’s taxes in the ™ taxes in  the

perod preceding vear ¥ first vear of the

Commission’s
period
First . . . . . 1952-53 32766 7323
Second 957-58 7H-23 120-72
Third . , . . . 1962073 192-86 236-58

Pourth | . . . . 1966-67 28856 384-08
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The priciples of distribution of income-tax and Union excise duties
among Statpes inter se have also been varied by the Finance Commis-
sions from time to time. These facts constitute a strong case against
rigid determination of the States’ share in the Constitution itself.
Grants under Article 275 must in their very nature be variable and
they have to be related to the needs of particular States. But re-
course to Article 275 or Article 282 may not be sufficient in itself
to meet the needs of additional transfers to States. The founding
fathers of our Constitution were aware of this situation and have,
therefore, made the provisions relating to federal transfers suflici-
ently flexible to deal with changing conditions.

2.5 The Constitution, therefore, provides for a regular statutory
machinery to deal with the devolution of taxes and grants from the
Union to the States. The President has to constitute a Finance Com-
mission to carry out this task at the expiration of every fifth year or
at such earlier time as he considers necessary. It is the duty of
the Commission to make recommendationg regarding the distribu-
tion of income-tax and Union excise duties between the Union and
the States and the allocation of the States’ share among them,
and also as to the principles which should govern grants under
Article 275. The President may also refer any other matter fo the
Commission in the interests of scund finance. Under this last pro-
vision, guestions like the distribution of additional excise duties,
taxes under Article 269 and grant in lieu of the tax on railway pass-
enger {ares have been referred to the Finance Commissions. Grants
under Article 282 are outside the purview of the Finance Commission.
Tt is under this Article that the Government of India give Plan grants
to promote new programmes, and other grants to meet difficulties
of States arising during the interval between two Finance Commis-
sions. In order to meet greater needs arising in their own sphere,
the Government of India are also empowered under Article 271 to
levy surcharges on the taxes and duties mentioned in Article 269 and

on income-tax.

2.6 The constitutional arrangement under which a statutory
body is charged with the duty of periodically recommending a major
part of transiers of Central funds to States is a unigue feature of the
Indian Constitution. No such machinery for periodical readjustments
- has been provided for in any of the older federations. The only near
" parallel is the Australian Commonwealth Grants Commission, which
examines annually the plea of the claimant States of Australia for
. Commonwealth assistance. This body, however, is not cunstituted
- under the Ausiralian Constitution but by a Commonwealth law; it
has no power to suggest changes in tax-sharing or to recommend
conditional grants. Its functions are confined to recommending un-
conditional grants for a few States. The innovation of a periodical
Finance Commission in the Indian Constitution has the advantage
of making it possible to formulate pericdically an appropriate com-
bined scheme # cover most of the transfers from the Union to the
States. Such transfers have to be made under different Articles and
in determining them due regard has to be paid to the language of
the Articles and the principles of distribution hitherto adopted.
But taken together as a whole they can, and must, subserve the over-
all purpose of providing necessary assistance to the States on an

equitable basis,
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by which that should be done, are matters to be decided not merely

on fiscal considerations, but with due regard also to the promotion
of a sense of national unity,

2.9  The transfer of funds recommended by the Finance Com-
mission can only partially fulfil the objective of equalisation in view
of the division of functions which now existg between the Planning
Commission and the Finance Commission, whereby the former looks
after developmental needs and gives Plan grants for this purpose
As the language of Article 275 stands, there is nothin to_exclude
from its puryiew grants for meeting revenue expenditure on Plan
schemes, nor is there any explicit bar against grants for capital pur-
poses. I the téring of reference of the First Finance Commission
there was no mention regarding Plan expenditure, and that Com-
mission dealt with the revenue expenditure requirements of the
States as a whole. The Second Finance Commission was asked to
take into account the requirements of the Second Five Year Plan as
well as the efforts made by the States to raise additional revenue
from the sources available to them. Its recommendations for grants
under Article 275 were such that the States may thereby be able
to meet their total revenue expenditure on Plan and non-Plan ac
count along with the Plan grants and revenues from additional tax
measures. The Third Finance Commission had similar terms of
reference and it recommended, by a majority, grants under Article
275 to the States of such amounts as would enable them, along with
any surplus out of tax devolutions, to cover 75 per cent of the re-
venue portion of their Plan outlay after taking into account the ad-
ditional tax revenues expected of them. This recommendation was,
however, not accepted by the Government of India. The Fourth
Finance Commission was not specifically asked to take into consi-
deration the requirements of the Fourth Plan. While it d1_d not
consider itself precluded from recommending Plan grants, it did not
do so, because it considered it desirable that the Planning Commis-
sion, having been specifically constituted for this purpose, should
have unhampered authority in this domain. The present Commis-
sion is by its terms of reference specifically asked not to take into
consideration requirements of the Plan for the purpose of recom-
mending sums to be given as grants under Article 275. The princi-
ples evolved for allocation of Central assistance for the Plan among
the States provide for a portion of the assistance being distributed
only among States with per capita income below the all-India aver-
age. It has been argued before us that while our terms of reference
exclude the requirements of Plan schemes, they do not cor}taln an
embargo on our considering inc.reased expenditure so as to improve
the levels of specific social services outslde_the Flan _and that it was
open to us to recommend grants for meeting such increases in e)_r£
penditure. We are not, however, able to agree with this view as 1
would blur the entire division of functions between this Commission

and the Planning Commission.

observed that there is no similar limitation on the
2lrlc())cess Ictfn’zgi }:c)l?evolution. The Articles in the Constitution which
grovide for devolution of taxes have, on the other hand, their own
requirements. One State has in its memoranda submitted tohus sug-
gested that the proceeds of all taxes and duties, whether they are
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assigned to States or shared with them compulsorily or voluntarily
should be distributed among them in accordance with an integratcc;
scheme of devolution, so that the proceeds of each such tax or duty

are treated alike as teeder sources of a common divisible pool; and
that thelr distribution among the States wnter se should be made on
the basis of uniform priciples serving the sole purpose of meeting
the fiscal needs of each State. We nhave carefully considered this
suggestion which applies generally to the whole scheme of tax devo-
tutton. In our view the Constitution has made a ciear distinction
hetween taxes and duties wholly assigned to the States (Article 269),
taxes compulsorily shared between the Union and the States (Article
270) and duties which may be divided between the Union and the
States optionally if so provided by Parliament by law (Article 272).
There is separate provision in Article 275 for grants-in-aid to States
in need of assistance. In the case of taxes on income other than agri-
cultural income, the proceeds of which are compulsorily shared be-
tween the Union and the States, the allocation of a part of such pro-
ceeds on the basis of contribution has been hitherto adopted, and it
can, in a sense, be considered to be the counterpart of the tax on
agricultural income which can be levied by the States themselves.
Different considerations might arise in the distribution of excise
duties where sharing is not obligatory, while the needs of States
for assistance as grant-in-aid of their revenues can be dealt with
separately by grants under Article 275. We have not therefore
thought it necessary or desirable to depart from the practice estab-
lished by the previous Finance Commissions in formulating separate
schemes for distribution of different taxes and duties like estate duty,
income tax, Union excise duties, etc.

2,11 All the Finance Commissions have taken the view that taxes
under Article 269 are levied by the Government of India largely for
the sake ol uniformity and convenience and they are therefore dis-
tributzble among the States on the basis of their origin. Regarding
income-tax which is compulsorily shareable under Article 270 and
the Union excise duties which may be shared under the permissive
provisions of Article 272, distribution has to be made among all the
States in which they are leviable, in conformity with suitable prin-
ciples formulated in a Presidential Order or Parliamentary Enact-
ment after considering the recommendations of the Finance Com-
mission. As these taxes are leviable in all States, no State can be
excluded from a share in the distribution nor can the particular re-
quirments of individual States be taken into consideration. Within
these limitations. the scheme of transfers has to be so deviged that,
on the whole, the States with low per capita income may be cnabled
to provide services reasonably near the all-India level. It cannot
however be expected that, as a result of the Finance Commissions’
recommendations, all the States would be put in a position of equal-
ity. States with higher per capita incomes, higher rates of taxation
or greater assets in relation to their debt liabilities, will, to some ex-
tent, remain in a better financial position. They would, therefore,
be able to spend more on non-Plan revenue account, ar have a sur-
plus available for Plan and capital purposes. On the otner hand,
weaker States with per capite expenditure higher than the average,
lower tax levels or more unproductive debt and unremunerative
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commercial depariments or enterprises, would, apart from the deve-
lution accruing lo them, have to make further efforts 10 improve
their position.

II.—Recent development in State finances

2.12 In performing its task, the Finance Commission has first to
address itself to the question of determining the size of devciutions
on a broad consideration of the needs of the States and the available
surplqs funds with the Union. It may be useful in this connection
to review the major developments in the field of State finances since
the implementation of the recommendations of the Fourth Finance
Commission. These recommendations weie expected io leave ten
States with no deficit on non-Plan revenue account and six States
with surpluses on such account. However, in a brief interval of less
than three years, a large number of Siates showed substantial reve-
nue and capital deficits and several States ran into unauthorised
overdrafts. The Fourth Finance Commission did not entirely adopt
the mechanical approach of covering all the non-Plan revenue defi-
cits estimated by the States, but they reassessed them to some ex-
tent. The mszjor modifications made in the States’ forecasts were
that the Eleciricity Boards and other Public Corporaiions were as-
sumed to pay thie entire interest due on loans given to them oy the
States, and departmentally managed enterprises (including electri-
city schemes) were not to show any working losses. But even if the
States had achieved these goals, their deficits would have substan-
tially continued. It will be worthwhile to analyse the causes which
underlie this rapid worsening of the financial position of the States.

2.13 The years 1965-66 and 1966-67 were characterised by a com-
bination of difficult circumstances. The hostilities with Pakistan,
sudden cessalion of American aid, devaluation of the rupee and seri-
ous failupes of the monsoon made for an extremely uncertain and
gloomy situation resulting in the postponement of the Fourth Five
Year Plan. Fuod prices rose sharply, growth of industrial produc-
tion slowed down, and real incomes fell. As a result of large in-
creases in the All India Working Class Consumer Price Index num-
ber, there was agitation by State Government employees for in-
creases in dearness allowance. During the period from April, 1966
to March, 1969, the Government of India enhanced dearness allow-
ance of their employees with cffect from six different dates. With
varying time lags, the State Governmgnts had to follow s.uit. In
many States, no margin was left for meeting any increase in other
expenditure resulting from increased prices, much less for Plan ex-
pendtiure. The serious failure of the monsoon in 1966 and 1967 also
had the effect of increasing the States’ expenditure on famine relief,
which amounted to Rs. 73-49 crores and Rs. 78-89 crores in 10966-67
and 1967-68, respectively as against the provision of Rs. 15-69 crores
per annum which the Fourth Commission had taken into account.
The States’ finances were also adversely affected due to remissions
and suspensions of land revenue and Iower recovery ot interest and
loan instalments due for repayment. The Governmert of India’s
scheme for famine assistance by way of grants and loans took care
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oI a substantial part of t ; a1y i
ncovEr o ioh ol G Spoiaed SR NI, but the
approved ilems and expenditure by way of loans and advances, cast
an additional burden on States’ revenues. Owing to the pressing
nceds of the law and order situation, non-developmental expendi-
ture (excluding interest and famine relief) increased at a rate fast-
er than that ¢t on-Plan developmental expenditure. On the receipts
side, the States obtained a sizeable benefit by way of larger devolu-
tivn ol taxes to ihe extent of Rs. 87 crores in 1968-69 due to addition-
al taxation measures taken by the Government of India. Even then,
many Stales had to reduce their revenue Plan  expenditure, and
some of them yelied solely on Central assistance for financing their
Plan expenditure. The pattern of Plan assistance complicaied the
picture by covering a part of the revenue expenditure on Plan ae-
count by soans {rom the Centre. The States also ran into serious Jdiffi-
cuitics on the capital side, as they got less loan assistance from the
Cepire and kad 16 make larger repayments. The net iransfers {rom
the Centre 1o liie States on capital account decreased from Rs. 560
crores in 1865-G¢ to Rs. 514 crores in 1967-63 and Rs. 431 crores in
1968-62 (B.E.). The States tried to meet a part of the reduction in
loan receipts by reducing their loans and advances (o others, but
even then there remained a considerable strain on their finances, In
addiiion, in geveral States other non-Plan expendilure ({excluding
dearness allowance, famine relief and interest charges over which
they had no control) has shown a steep increase. It was not possible
for us 1o examine in detail the reasons for this increase.

214 In the context of these difficulties and the hieavy require-
ments lor expenditure which they had to meet, the efforts made by
state Governments {or raising more revenues and effecting economy
ol expenditure were on an extremely inadequate scale. The addi-
tional tax measures adopted by State Governments from year lo
year were on o diminishing scale, being Rs. 40 croves in  1966-67,
Rs. 26 crores in 1967-68 and Rs. 18 crores in 1968-69. In ihe last iwo
years, some Siates abolished or reduced land revenus on smaller
holdings. The total loss due to various tax reductions is estimated
at Rs. 13 crores in 1969-70 of which Rs. 9 crores would be under land

revenue.

2.15 The above aggregate piciure of the States financial posn
tion does not fully reflect the magnitude of the difliculties of indivi-
dual States: in the case of weaker States the siress was more acuie,
It mav he mentioned that the position of the Government of India
was also not comlortable. Owing to the inflationary pressures and
induwstrial recession, their tax revenues increased at a rate of only
0-75 per cent, which is lower than that of State taxes. With an addi-
tional taxation oi Rs.155 crores, the Centre’s revenus surplus dimi-
nished by Rs. 316 croves belween the years 1965-66 and 180G8-GY

(R.E)D.

2.16 The Staies have thus had to meet the requirements
creased 1ovenue liabilities for which their own revenues along with
the transfers recommended by the Fourth Finance Commission have

of in-
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not been sufficient. The Government of India sanctioned further in-
crease in dearness allowance to thelr own employees in 1968 when
the twelve-monthly average of tne cost of living index reached 215.
Many of the State Governments have tollowed suit. Besides these
increased commitments, they have placed before us iresh proposals
which will add considerably to their non-Plan expenditure. Under
-he hnapcial stress, the State Governmenis had postponed some
items of necessary expenditure which now need urgent attention.
Payments of grants to local bodies and schools were delayed and
they will now lave to be made. Maintenance of roads and buildings
was greatly neglected, and it will have to be improved. The Educa-
tion Commission presided over by Dr. Kothari recommended mini-
mum pay scales ror school teachers, and several States have sug-
gested provisions for implementing them. A number of States had
appointed Pay Commissions for revising the salary structures of
their emmployees; their recommendations have now to be carried
out. A few States are considering proposals for reorganisation and
expansion of their police force in the light of their lJaw and order
situations. Interest charges on State borrowings are fast increasing,
but returns from investments and receipts of interest on loans and
advances to others have not been adequate. Some Stiates have sought
to question the norms adopted by the Fourth Finance Commission
regarding recovery of interest on loans to Electricity Boards on the
ground that the assumptions made by that Commission did not take
into account certain facts like investment on works-in-progress,
losses on rural electrification, high costs of distribution, lack of
hydru-eleciric power, etc. The Fourth Finance Commission had
allowed provision for amortisation of market loans {o the extent
that the State Governments were actually making such provision.
Other State Governments that were left out had protested to the
Government of India who agreed to compensate them by converting
a part of their Plan loang into grants. Many State Governments
have now propcsed to extend the amortisation provision to their
loans from the Government of India. On the commencement of the
Fourth Five Year Plan, the revenue expenditure on maintenance of
completed Plan schemes of the years 1966-67 to 1568-69 has become
committed expenditure for which no Plan grant would be received.

IIT.—Our approach

2.17 In our interim Report, we recommended grants under Arti-
cle 275 to cover only the expenditure requirements of the States on
a cash basis for the year 1969-70. In determining such requirements,
we had proceeded on the basis of the 1968-69 budget estimates of the
States and allowed for some growth, and for extra expenditure on
dearness allowance. We also provided for committed expenditure
on an ad hoc basis. On that footing, we provisionally recommended
grants under Ariicle 275 to thirteen States, totalling Rs. 176-81
crores. We had postponed consideration of questions relating fo
norms of tax effort, expenditure and returns from commercial enter-
prises, provision for amortisation of debt, items of fresh expendi-
ture, etc. We have tried to deal with these mntters in this Report.
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their Jow taxable capacity or their special problems. In some States
the rates of taxes are much lower than the general level of rates levied
by other States. Some States have adopted policies resulting in  ex-
penditure above the average all-India level. Several States urged
before us that filling up the entire revenue deficits in such cases was
unfair to States which paid greater regard to financial prudence and
made greater efforts in raising revenues. A number of eminent wii-
nesses who appeared before us commented adversely on the proce-
dure of mechanically filling up budgetary deficits of States, which
puts a premium on disregard of proper fiscal management. We see
considerable force in this view. We have also {o consider whether
the Union can spare all the money needed to cover fully the States’
estimated deficits which, according to their forecasts, are of the order
of Rs. 7368 crores for the five-year period.

222 Under a federal Constitution, the States have plenary powers
within their own sphere in deciding on their policies of taxation, ex-
penditure and investment. It is difficult for a Commission or any out-
side authority to judge the propriety of these policies. It is not,
therefore, possible to regulate the grants to States on the basis of
any judgment regarding the particular policies adopted by individual
States. Our terms of reference, however, require us to have regard
to the scope for economy consistent with efficiency and to the scope
for better fiscal management. All that can be done is to keep in view
broad considerations which can be applied to all the States as regards
their total tax effort, overall expenditure levels, and returns from in-
vestment, There are a few items of revenue receipts and expenditure
in respect of which no suitable general consideration could be adopted.
These have been taken info account on the basis of actuals.

223 The deficits warked out in the manner broadly explained in
the preceding paragraphs have been taken as reflecting the needs of
the States. In case of States where such deficits are not covered by
the tax devolutions along with other transfers under Article 269 and
the States’ share of the grant in lieu of railway passenger fare fax
and additional excise duties, the remaining portions of the deficits
have been taken into account for determining grants under Article
2735.

224 It was found that for the year 1969-70 and subsequent years
the actual deficits of some of the States were likely to be substan-
tially larger than those worked out by us in the manner described
above. It is, however, desirable for maintaining the administrative
and social services that such States should be given further help for
a short period during which they may be expected to take suitable
measures for improving their finances. It is necessary also to have
regard to the fact that many of the States might have been under the
impression that their whole deficit would be taken care of, Accord-
ingly, in cases where the States were likely to incur actual deficits
substantially higher than those estimated according to our assessment,
we have recommended suitable larger grants in the earlier years and
reduced their amounts gradually over the five-year period.
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31 Under item (a) of paragraph 4 of the President’s Order dated
the 29th February, 1868, this Commission is required to make recom-
mendations as to “the distribution hetween the Union and the States

of the net proceeds of taxes which ate to be, or may be, divided
between them under Chapter I of Part X11 of the Constitution and
the allocation between the States of the resvective shares of such
proceeds.” Under this [tem we have to consider the distribution of;
{1) iaxes on incame other than agricultural income. in accordance
with Articie 270 of the Constitulion, and (2) Union duties of excise
which may be divided between the Union and the States under
Article 272 of the Constitution. if Parliament by law so provides, In
this Chaptler we shall deal with the distribution of proceeds of taxes
on income other than agriculiural invome.

3.2 In this connection we may refer at 2 outset to the question
of inclusion of Advance Tax collections in delermining the proceeds
of income-tax  during the same financial yvear for the purpose of dis-
tribution hetween the Union and the States. The practice in  this
regard has hitherto been that Advance Tax collections under the
income-tax law have been token inte account in determining the net
Proceeds of income-tax unly on completion of regular assessments.
In 1948 i1 was decided to credit advance tax collections to the revenue
head “Taxes on Income” At that time the Government of India
decided after consulting the Comptroller and Auditor-General that it
was not necessary Lo change the existing practice of including advance
tax collections in the divisible psol only on completion of assess-
ments, This decision was communicated to the then Provincial Gov-
crnments  in January. 1949, Successive Finance Commissions have
recomuinended the distribution between the Union and the States of
the netl proceeds of income-tax having regard to the estimates of net
procecds furnished by the Government of India on this basis. The
Compltroller and Auditor-General of India has also been certifving
the net proceeds under Article 27%(1) of the Constitution {or the
vears upto 1966-67 on this basis.

3.3 In their memoranda submitied to us scon after our appoint-
ment, some of the State Governments represented that the advance
tax collections should form part of the divisible pool in the same
vear in which they are collected and that their distribution should
not be deferred till the completion of assessments. Thereupon we
took up this gquestion with the Compiroller and Auditor-General and
the Government of India. On examination of the question the Gov-
ernment of India now consider thatl the advance tax collections made
in a financiai vear should be taken into account in determining the
net proceeds of income-tax  in thai vear and not be left over for

™
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such determination on completion of regular assessments in subse-
quent years as hitherto. The President has therefore made a supple-
mentary reference to us under his Order dated 1st May, 1969 (repro-
duced in Chapter 1) which requires us to make recommendations
regarding the distribution of the advance tax already collected and
not included in the net proceeds of the years upto 1966-67, as certified
by the Comptroller and Auditor-General, and slso the changes, if any,
in the distribution between the Union and the States of the income-
tax collected during the years 1967-68 and 1968-G9 in the event of the
Comptroller and Auditor-General certifying the net proceeds of
those years after taking into account the advance tax collected in the
respective years. We are also required to make recommendations
regarding the distribution of the net proceeds of income-tax in the
years 1969-70 to 1973-74 as determined on the revised basis.

34 Soon after the receipt of the Presidential Order dated 1st
May, 1969, we requested all the State Governments and the Govern-
ment of India to furnish their views and suggestions on the supple-
mentary reference received by us. Their replies have been tzken
into account in framing our recommendations.

I. Unadjusted balance of advance tax collecfions upto 1966-67

3.5 Item (a) of the supplementary reference relates to the distri-
bution of the unadjusted amount of advance tax collected under the
income-tax law during the years upto 1966-67. One State has express-
ed the view that since the determination of the net proceeds of in-
come-tax under Article 279 is outside the functions of the Finance
Commission and has to be made by the Comptroller and Auditor-
General according to law, the Presidential Orders issued from time
to time on the basis of the recommendations made by the respective
Finance Commissions have not lost their validity merely because of
the realisation that an error was committed in computing the divisi-
ble pool, and the correct amount of net proceeds should therefore be
distributed in accordance with the respective Presidential Orders.
It is not practicable to proceed on this basis for the reasons explained
in the succeeding paragraph.

3.6 The collections of advance tax during the years upto 1966-67
were being accounted for under a distinct minor head “Advance
Payments of Tax” under the major head “IV-Taxes on Income other
than Corporation Tax”, As and when each assessment of income-tax
was completed, the amount of advance tax, if any, was being
adjusted by transfer from the minor head “Advance Payments of
Tax" to the respective minor heads, such as {i) “Income Tax—Ordi-
nary Collections™ and (ii) “Surcharge (Union)”, after refunding the
excess payment, if any, to the assessee. The adjustments were so
made for all assessments completed during each year, without
accounting separately for the amounts of advance tax collections in
different previous vears. The balance of advance tax collected in the
wvears upto 1866-67 and not included in the net proceeds of those vears
as certifed by the Compiroller and Auditor-General thus includes
amounts actually collected over a number of years as advance tax
paymenis both towards ordinarv income-tax, which iz divisible
between the Union and the States. and fowards the Union surcharge
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on income-tax. It is, therefore, not possible to determine what
amounts comprised in the unadjusted balance at the end of 1966-67

are relatable to the actual collection of advance tax in each of the
earlier years upto that year.

3.7 We have ascertained from the Comptroller and Auditor-
General that the total unadjusted amount of advance tax outstand-
ing at the end of the financial year 1966-67 was Rs. 387-74 crores. As

different rates of surcharge have been in force during different years,
the exact amount pertaining to the Union surcharge which forms
part of the unadjusted balance of advance tax collections cannot bhe
determined until assessments in all cases relating to those years are
completed. However, on an analysis of the aggregate amounts of
advance tax collections, adjustments and refunds reflected in the

accounts of each year, and having regard to the different rates of -

surcharge in force during each year, the Comptroller and Auditor-
General has calculated the portion of the unadjusted balance relating
to the Union surcharge, on an approximate basis, as Rs. 16-62 crores.
This would leave an amount of Rs. 371-12 crores as ordinary income-
tax, to be divided between the Union and the States subject to adjust-
ment in due course, if necessary.

3.8 Some amounts relatable to the unadjusted balance of advance
tax collections would become due for refund to the assessees on
completion of regular assessments made during the years 1967-68
onwards. Though the actual refunds made on the basis of assess-
ments during any year, whether in respect of advance tax or ordinary
tax collections or Union surcharge, are relatable to collections made
in earlier years, they are actually paid out of the collections received
as procecds of tax ~during that year and they cannot be adjusted
against the proceeds of the earlier years. The refunds relatable to
the unadjusted portion of advance tax collections would, accordingly
be paid out of the proceeds of the subsequent years, and would be
taken into account in reduction of the gross collections in determin-
ing the proceeds of income-tax in those years. It therefore appears
that the whole amount of Rs. 371-12 crores, representing the divisible
portion of the unadjusted amount of advance tax collections, is avail-
able for distribution under item (a) of the supplementary reference.

3.9 The first question that we have to consider is what percentage
of this amount should be assigned to the States, after excluding the
proceeds attributable to Union territories. A view has been express-
ed that since the collections comprising the unadjusted balance
formed part of the income-tax proceeds of a number of years which
had not been included in the divisible pool, the percentage constitut-
ing the States’ share should be worked out on the basis of the Presi-
dential Orders applicable to the ordinary income-tax collections of
the respective years. Another view is that since the practice upto
this time has been to give to the States the percentage share applicable
to the year in which the advance tax collections get adjusted and
treated as part of the proceeds after completion of assessments, the
unadjusted advance tax collections, which waould be brought into the
divisible pool now on adoption of the revised procedure from 1967-68,
should be distributed between the Union and the States on the same
basis as is adopted for distribution of the net proceeds of income-tax
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for that year. Accordingly some Slates have urged that 75 per cent
of the net collections of the entire accumulated balance of advance
tax collections should be allocated to the Stafes.

3.10 The States’ share of the net proceeds of incomne-tax after ex-
cluding the proceeds attributable to Union territories was 50 per
cent during the years 1949-50 to 1951-52, 55 per cent during the years
1952-53 to 1956-57, 60 per cent during 1957-58 to 1961-62, 66 2/3 per
cent during 1962-63 to 1965-66, and T5 per cent thereafter. As ex-
plained above, there are practical difficulties in dividing the balance
of advance tax collections on the basis of the percentage applicable
from time to time to the respective earlier years upto 1966-67 since
it is not possible to ascertain the actual amount of unadjusted advance
tax collections which pertains to each year and is included in the
total Gunadjusted balance of advance tax collections at the end of
1966-67.

3.11 We considered whether some percentage between 50 and 73
per cent could be adopted as being equitable to bhoth the Union and
the States. It has been argued by some of the States that the greater
part of the accumulations of unadjusted advance tax collections re-
presents the share of the States unpaid to them for many years, and
that they could have had the use and benefit of the money or saved
a part of the interest liability incurred by them if it had been received
by them earlier. Whatever portion of the balance we might recom-
mend as the States’ share, we have, under the terms of the supple-
mentary reference, to take into account the effect of our recommen-
dations on the devolutions and grants to be recommended by us for
the five year period from 1969-70 to 1973-74. We, therefore, consider
that it would be proper if the share of the States out of the divisible
portion” of unadjusted advance tax collections upto the year 1966-67
is détermitied at 75 per cent. The Fourth Finance Commission had
tecommended this percentage as the share to be assigned to the
States, and we are also recommending the same percentage for the
years 1967-68 and 1968-69, wvide paragraph 3.15 below,

3.12 As regards the distribution among the States of the States’
share of the accumulated advance tax collectlons, The views expressed
by many of them are on the same lines as those indicated above.
Some States suggested that the amount relatable to each of the years
upto 1966-67 should be distributed among the States in accordance
with the scheme of distribution applicable to the relevant year. Some
States are of opinion that since arrears are being paid now, the inter
se distribution should also be on the basis of the Presidential Order
in force at present. One State expressed the view that the distribu-
tion among the States should be made on the same principles as we
might recommend for the years 1969-70 to 1973-74.

3.13 We have already mentioned certain practical difficulties 1n-
volved in determining the States’ share of the unadjusted balance on
the basis of the Presidential Orders applicable to the respective
earlier years upto 1966-67. There are additional complications in
working out individual States’ shares of the percentage assigned to
the States. in view of the reorganisation of States and formation of
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new States at different times during this period. On these consider-
ations, and consistent with our recomymendation in regard to the
share to be assigned to the States out of the unadjusted balance of

advance tax collections, we consider that the distribution of the
States’ share of the unadjusted balance among the States should also
tollow the same basis that is applicable to the distribution of the
States’ share of the net proceeds of income-tax in the year 1967-65
On this basis. the portion of the unadjusted balance which is attri-
hitable (o Unjon territories may be fixed at 23 per cent, with neces-
sary adjustment in respect of Chandigarh and the areas transferred
to Himachal Pradesh, in accordance with the provisions of the
Punjab Reorganisation Act, 1966.

S.14 In regard to the manner of payment of the States’ respective
shares to them, one suggestion which has been made is to make suit-
able payments according o the amounts which may be adjusted on
the basis of assessments during each year. Other alternatives would
he either to pay the whole amount in one lump sum, or to spread the
payment over a number of instalments. We are not in agreement wifth
the first suggestion as it is not in keeping with the revised basis now
adopted for determining the net proceeds of income-tax, according to
which inclusion of the advance tax collections is not to be regulated
with reference to the completion of assessments. Moreover, such a
procedure would involve uncertainty regarding the actual sums
which would become payable from year to year. However, we con-
sider that payment of the whole of the States’ share of unadjusted
balance of advance tax cellections in a single year is likely to strain
the ways and means position of the Government of India unduly. We
therefore consider that it would on the whole be fair and reasonable
to provide for _Eggiment of the Sfates’ share in three equal annual
instalments. The determihation of the net proceeds of income-tax in
The years 1967-68 and 1968-69 on the revised basis would have the
vesult of substantial amounts becoming pavable {o the States during
the current year and in 1970-71 as arrears of their share after adjust-
ing the amounts paid to them on the earlier basis. In view of this
and alsc as an equitable arrangement for spreading the additional
burden on the Government of India over a period of years, we con-
sider that the annual instalments of the States’ share in respect of the
unadjusted amount of advance tax collections upto the year 1966-67
may be paid to the States during each of the years from 1971-72 To
1973-74.

[1. Distribution of net proceeds of income-tax in 1967-68 and 1968-69

3.15 We now turn to item (b) of the supplementary reference
which relates to the distribution between the Union and the States
of the net proceeds of income-tax in the years 1967-68 and 1968-69. In
the event of the net proceeds of income-tax in these years being certi-
fied by the Comptroller and Auditor-General after taking into account
the advance tax collected in the respective years, such collections
will form part of the certified net proceeds going into the divisible
pool, while no adjustments would be made in respect of advance tax
collections of vrevious years. Under clause (b) of the supplementary
reference made to us, it is open to us to suggest changes in the dis-
tribution between the Union and the States of the net proceeds of
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o income-téflc" determined for these years on the revised hasis. The

Fourth Finance Commission had made its recommendations for the
five-year period including these two years having regard to the fore-
cast of the net proceeds which had been furnished by the Government
of India on the basis of the earlier practice of excluding advance tax
collections until their adjustment after completion of regular assess-
ments, In view of the revised basis now adopted, the size of the
divisible pool for these two years will be suostantially increased.
We do not, however, think it necessary to suggest any change in the
distribution between the Union and the States on the ground that the
divisible pool would be larger than what was estimated earlier. We
have noted that the Fourth Finance Commission had fixed the States’
share at 75 per cent after having regard to the necessity of maintain-
ing the interest of the Government of India in the proceeds at a signi-
ficant level. The scheme of devolution and grants formulated by the
Fourth Finance Commission was based on its assessment of the needs
and resources of the States and the surplus available with the Union
on the basis of such material and information as were then available
to it. It would not be expedient to modify only one part of that Com-
mission’s recommendations without a review of the whole question.
Payments have also been made to the States on the basis of the de-
partmental estimates of receipts in accordance with the recommenda-
tions of Fourth Finance Commission, We therefore consider it desir-
able that the percentage distribution between the Union and the
States of the net proceeds of income-tax in the years 1967-68 and
1968-69 should remain unchanged, and we do not suggest any modifi-
cation therein. We have, in making our calculations, assumed that
the balance of the States’ share of the net proceeds of income-tax in
these two years would be paid to them in the Vears 1969-70 and 1970-
71 respectively when the net proceeds have been certified by ‘the
Comptroller and Auditor-General, T o T

III. Distribution of net proceeds of income-tax in 19639-70 to 1973-74

3.16 We shall now consider item (c) of the supplementary refer-
ence, read with item (a) of paragraph 4 of the Presidential Order
dated the 29th February, 1968. The provisions of Article 270 read with
Article 280 (3) of the Constitution require us to make recommenda-
tions in regard to the following matters: —

(a) The percentage of the net proceeds of taxes on income
other than agricultural income to be assigned to the States
within which such taxes are leviable;

(b} The manner of distribution among the States of the per-
centage of such net proceeds assigned to them; and

(c) The portion of the net proceeds which shall be deemed to
represent proceeds attributable to Union territories.

3.17 According to the existing scheme of distribution, 24 per cent
of the net proceeds of income-tax are deemed to represent proceeds
attributable to Union territories. Of the balance, 75 per cent is
assigned to the States and the distribution among the States is made
according to prescribed percentage shares, determined 80 per cent
on the basis of population of the States and 20 per cent on the basis
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of collections within the States. The Union also retaing a portion
of the prescribed share of former_ Punjab Stale in  respeci of
Chandigaih and part of Himachal Pradesh, in accordance with the
Punjab Reorganisation Act, 1966.

3.18 We may at outset refer briefly to the views placegl before us
by the State Governments. Most of them suggested an increase 1n
the percentage to be assigned to the States, the suggestions varylng
from 80 per cent to 100 per cent of the nct proceeds. Jome of them
have also suggested that the net proceeds to be divided between the
Union and the States should include a part or the whole of the pro-
ceeds of corporation tax and the surcharge at present levied on
income-tax for Union purposes, or alternatively, that the Union
surcharge should be merged with the basic rates of income-tax. We
note that similar views were expressed by States hefcre the corlicr
Finance Commissions also.

3.19 On the question of allocation hetursen the States of tho por-
centage share assigned to the States together, seven States have
suggested that it should be distributed solely on the basis of popula-
tion. Others have suggested a weightage to population ranging from
50 per cent to 90 per cent, with suitable weightage to other criteria
suggested, such as collections, area, urban population, and the States’
per capita income. Only one State has expressed the view that the
existing scheme of distribution may continue.

3.20 The Third and the Fourth Finance Commissions, when they
recommended an increase in the States’ share of income-tax from
60 per cent to 62 per cent and from 66% per cent to 75 per cent
respectively had already taken due notice of the States’ representa-
tion about the shrinkage of the divisible pool due to the reclassifica-
tion in 1959 of inccme-tax pald by companies as corporation tax. We
consider that no further increase in the States’ share on this groond
only is necessary.

3.21 The States’ complaint regarding surcharge for Union purposes
is that it has continued for a long time and thev suggest that it
should be merged in the basic vates. They have pointed out that the
continuance for a long time of a surcharge wholly retained by the
Union does in practice have the result of reducing the percentage
share assigned to the States. In this regard the specific provision in
Article 271 of the Constitution clearly permits such a levy, and it
cannot be said that the quantum of the surcharge is such as to reduce
unduly the scope of the divisible pool. Nor does the language ot
that Article warrant the assumption that such surcharge must be
related to requirements of a temporary nature only. We think that
the grievance expressed by the States in this regard is a matter for
the Government of India to consider.

3.22 As regards the size of the States’ share, we appreciate the
desire of the State Governments to have an increased share of re-
ceipts from this source in view of their greater and growing needs.
However, we are in agreement with the view expressed by the Third
and Fourth Finance Commissions that:

“In the case of a divisible tax in which there is obligatory
participation between the Union and the States a sound maxim
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to adopt would be that all participating Govermments, more

particularly the one responsible for levy and cellectior, should

have a sighificant interest in the yield of that tax.”
We teel that on this principle any further increase in the
‘States’ share should be considered only if there is sufficiently strong
justification therefor having regard to the scheme of devolution of
taxes as a whole. So far ag the present five-year period is ceneeyned,
the revised basis for determining the proceeds of income-tax by
including advance tax coilections without waiting for regular assess-
ments has already resulted in increasing the size of the divisible pool
so that the amounts which would be assigned to the States on the
existing basis of 75 per cent would be larger. We do not theretore
think it necessary to suggest any increase in lhe States’ share ol
the net proceeds.

3.23 Ag regards the principles of distribution among the States ot
their share of the divisible pool, the principles adopted by the First
Finance Commission were that the distribution should be rnade £0
per cent on the basis of population and 20 per cent on the basis of
collection. It considered that the elements which should enter into
.an appropriate scheme of distribution should be firstly, a general
measure of need as furnished by population, and secondly, contribu-
tion. That Commission adopted the figures of collections 10 measure
the factor of contribution although it was recognised that such figures
were only an inadequate and partial measure of contribution.

3.24 The Third and Fourth Finance Commissions had also adopted
the same principles, but the Second Finance Commission was of the
view that the principle of collection was not an equitable basis ot
distribution and should be completely abandoned in favour of popu-
lation. In coming to this conclusion that Commission took into
account the diminished significance of land revenue as a source of
States revenues and the greater financial strength of urbanised and
industrially developed States. It was also impressed by the considera-
tion that income-tax was paid by a small portion of the population
and the bulk of the tax arose out of business incomes which, in the
context of economic integration of the country and disappearance of
barriers to inter-State trade, was derived from the country as a
whole. In order, however, to avoid a sudden break with the recom-
mendations of the First Finance Commission, the Second Finance
~Commission recommended that the States’ share should be distribut-
ed 90 per cent on the basis of population and 10 per cent on the basis
of collection.

3.25 The Third Finance Commission restored the 20 per cent
weightage given to the factor of contribution as indicated by collec-
tions, on the grounds, firstly, that there was a case for weightage to
collection in the field of taxes on personal income which included
incomes of local origin, as had been recoghnised even by the Second
Finance Commission; and secondly, that with the exclusion from the
-divisible pool of the income-tax paid by companies which would
largely have accrued from incomes of all-India origin, a higher per-
-centage than before of the income-tax collections would relate to
incomes of local origin.

3.26 _The Fourth Finance Commission agreed with the earliev
Commissions that only the two factors of population and contribution
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a disproportionate benefit to such States. The contention of the
more industrially a‘_:lvanced and urbanised States that they have to
incur extra expenditure on problems of concentration of industrial
labour, ete., is countered by the argument that greater industrial
development also enables such States to collect larger revenues from
sales taxes and other State levies, and that the fiscal advantages far
outweigh any extra liabilities for maintenance of law and order,
provision of services, ete.

3.30 It is also pointed out that the level of industrial develop-
ment in a State is dependent on several historical and other factors
and is greatly affected by policies and decisions taken in the cons
text of national Plans of development; it does not depend only on
State policies or the initiative of local people. If a large portion ot
the divisible pool is made over to the more advanced States, it can
only result in an enhancement of the existing disparities in soeial
and economic development of various States.

3.31 The arguments for and against contribution being taken as
a factor have been effectively dealt with by the First Finance Com-.
mission and we need not go over the same ground. Successive Fin.
ance Commissions have recommended the distribution of a part ot
the proceeds of taxes on income on the basis of contribution as
roughly indicated by collection. This manner of allocation to the
States of a part of taxes on non-agricultural income contributed by
them can, in a sense, be regarded as the counterpart in the non-
agricultural sector of the taxes on agricultural income which unde:
the Constitution can be levied by the States themselves., It would
not therefore be proper to eliminate the factor of contribution en-
tirely. At the same time we have to take into account the increasing
economic unity of the country and interdependence of different re-
gions and the growing impact of development undertaken through
WNational Plans. The increasing needs of States arising from com-
mitted expenditure related to Plan schemes and other factors affect-
ing the country as a whole also require that there should be greater
weightage to the factor of population. which is a general measure
of need. Some modification in the weightage to eontribution is also
justified on the ground that the size of the divisible pool of income-
tax will now be enhanced due to the inclusion of advance tax col-
lections in the proceeds of the same financial year. Having regard
to broader considerations of equity and the main purpose of devo-
lution, which is to secure a more balanced correspondence between
needs and resources of States in widely different circumstances, we
feel that the present weightage to contribution which results in
marked disparities between more and less developed States should
be reduced. We are, therefore, of opinion that the weightage given
to the factor of contribution should be fixed at 10 per cent and fhe
\weightage to population should be increased to 30 per cent.
3.32 As regards measurement of the factor of contribution, it is
difficult in the absence of suitable statistics to form a direct estimate
of the contribution to the income-tax pool made by incomes of local
origin in each State. The criterion of collection hitherto adopted as
a measure of contribution has been recognised to be inadequate and
unsatisfactory. Firstly, it does not make any allowance for incomes
originating outside the State. It is well-known that the place of
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India except the portion attributable to Union terri-
tories, to be assigned to the States should be 73
(seventy-five) per cent:

(iii) The distribution among the States inter se of the share

(iv)

assigned to the States should be made on the basis of
the percentages recommended by the Fourth Finance
Commission, with appropriate adjustments in regard
to the share of reorganised Punjab and Haryana States
and Union territories in accordance with the Punjab
Reorganisation Act, 1966;

The share of each State should be paid to the State

Government in three equal annual instalments during
the years from 1971-72 to 1973-74;

{b) In respect of distribution between the Union and the
States of the net proceeds of income-tax in the years 1967-
68 and 1968-69, there should be no change in the distribu-
tion as prescribed in the Constitution (Distribution of Re-
venues) Order, 1962, in the event of the said net proceeds
being certified by the Comptroller and Auditor-General
of India on the revised basis;

(c)

In respect of the distribution of net proceeds of income-
tax in the financial years from 1969-70 to 1973-74 :

(i) Out of the net proceeds of taxes on income in each

financial year, a sum equal to 2'6 per cent thereof be
decmed to be the portion which represents the pro-
ceeds attributable to Union territories;

(i) The percentage of the net proceeds of taxes on income,

except the portion which represents proceeds attri-
butable to Unien territories, to be assigned to the
States should be 79 (seventy-five) per cent; and

(iii) The distribution among the States inter se of the

share assigned to the States in respect of each finan-
cial year should be made on the basis of the follow-
ing percentages ;—

States TPereentage

Andhra Pradesh

Assam .

Bihar

Gujarat .

Haryana . .

Jammu & Kashnur

Kerala . . .

Madhya Pradesh . . .

Maharashira | . . . . . 1
Muysore . . . . .
Nagaland
Orissa .
Punjab .
Rajasthan .
Tamil Nadu .
Uttar Pradesh . . .
West Bengal . . . . . . g-11
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CHAPTER 4

UNION EXCISE DUTIES

4.1 As mentioned carlier in paragraph 3.1 we have to consider
under item (a} of paragraph 4 of the President’y Order dated the
29th February. 1968, the distribution between the Union and the
States of the net proceeds of taxes on income other than agrieul-
tural income and of Union duties of excise. The distribution of
income-tax has been dealt with in Chapter 3. We shall now con
sider the distribution of the net proceeds of Union excize duties under
Artiele 272 of the Constitution in this Chapter.

+.2 Under Article 272, if Parlianent by law so provides, the whole
or part of the net proceeds of any Union excise duty can be vaid
put of the Consolidated Fund of india and distributed among the
States to which the law imposing the duty extends. Thus, the shar-
ing of proceeds of Union excise dutics by the Union with the States
has bcen left to be decided by Parliament. For this purpose. Parlia-
ment is required to lay down the principles of distribution among
the Staies alter taking into account the recommendations of the
Finance Commission under sub-clause (a) of clause (3) of Article 280

4.3 In accordance with the recommendations of the earlier Fin-
ance Commissions, the States have been getting a share out of the
proceeds of Union excise duties as part of the devolution of taxes
recommended by the Commissions, " The sharing of Union excise
duties was considered necessary by the earlier Commissions in order
to mect the growing needs of the States mainly by devolution ot
tax revenues, so that both the Union and the States may share in
what elasticity the divided taxes possess, and the payment of granis
under Article 275 may be required {o a lesser extent. It was also
considered desirable to widen the field of devolution by having
more than one divisible tax so as to secure a balanced scheme of
devolution under which the difterent buoyancy of each tax may not
affect the scheme unduly, and on the whole a more even distribu-
tion may prevail over a period of years. Moreover, it was felt that
income-tax which is compulsorily divisible under the provisions of
Article 270, had a limited scope for expansion while the require-
ments of the States for expenditure were growing at an increasing
pacc, particularly due to implementation of National Plans of deve-
jopment, It was therefore considercd necessary to provide for in
creased devolution to the States by a share of Union excise dutics
under the enabling provisicns of Article 272

4.4 The size of devolution under Union cxcise duties huas been
increasing under the recommendations of suceessive Finance Com-
missions, which have extended the sharing to more and more ltems
though they have generally reduced the percentage share of the
States out of the total proceeds ol duties on such larger number of

g
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items. The First Finance Commission recommended the distribu-
tion among the States of 40 per cent of the duties on three items,
namely, matches, tobacco and vegetable products. The Second Fin-
ance Commission added five more items, namely, sugar, tea, coffee,
paper and vegetable non-essential oils, and reduced the States’ share
to 25 per cent. The Third Finance Commission recommended that
20 per cent of the proceeds of all Union excise duties which were
then being levied, should be shared with the States, excluding only
those items of which the yield was then below Rs. 50 lakhs a year.
It also excluded the dquty on motor spirit for which a separate scheme
for distribution of grants for maintenance and improvement of com-
munications was recommended. The main reasons for extending
the scope of sharing to all excise duties was to secure the partici-
pation of the States, by convention, in the proceeds of the whole
field of Union excises, so that the Union and the States may have
a common interest therein which would be conducive to better psy-
chelogical satisfaction to the States. It would also provide a broader
base for distribution, in which the buoyancy of yield on some articles
may make good the shortfall on others, so as to maintain a steady
flow of assistance., The Fourth Finance Commission recommended the
sharing of Union excise duties on al] items including even those on
which the yield was less than Rs. 50 lakhs per year, and also new
commodities on which the excise duties might be levied during the
five years, 1966—71. The Commission did not bring within the
scheme of sharing certain categories of excise duties, namely, cesses
levied on certain goods under special Acts, regulatory duties of ex-
cise levied under the Finance Acts, and the special duties of excise
on certain articles which were being levied from 1863 in the form
of surcharges on basic duties on certain items.

4.5 In their memoranda submitted to us, the State Governments
have generally asked for an increase in their share of the proceeds
of excise duties from 20 per cent to higher levels ranging from 30
to 50 per cent. One State has suggested that 30 per cent of the duties
on petroleum products should be separately shared only among the
States producing crude oil, the remaining 70 per cent being includ-
ed in the general divisible pool. Another State has suggested that
at least 60 per cent of the yield from duty on motor spirit should
be separately distributed as a special grant to States which are
backward in road communications. Many States have also demand-
ed that the special duties of excise levied on certain articles in addi-
tion to basic duty, which are now retained entirely by the Union,
should also be brought within the divisible pool and shared with
the States.

4.6 We will first consider the question of sharing special excise
duties. These duties are being levied {from 1963, and
the proceeds are earmarked exclusively for Union purposes by a
provision included in the Finance Acts under which they are levied.
The States had represented to the Fourth Finance Commission also
that these should be made chareable. That Commission tock the view
that it was open to it to suggest that these duties should atse be
shared with the States and as far as the legal provision made in
the Finance Acts is concerned, it considered that such provision could
always be modified by Parliament, particularly in the light of the
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in 1969-70 and 1970-71 respectively, The States' share of the un-
Justed amount of advance tax collections upto 1966-67 would be paid
to them in three equal annual instalments from 1971-72. Consider-
ing the growing requirements of the States, we think that some
further Increase in the devolutions during the last two years 1972-73
and 1973-74 would be necessary. We, therefore, recommend that the
proceeds of spec1al excise duties should be included in the divisible
proceeds from the year 1972-73-Tf sicH special duties are continied -
_ﬁH _That,-y_ear. Having regard to the rescurces of the Government
of India (including the likely additional taxation as indicated in the
Draft Fourth Five Year Plan) and the demands thereon on account
of expenditure on civil administration, defence and border security,
debt servicing and other committed expenditures or liabilities as.
a]sq to the revenue resources and expenditure of the States and ihe
j estimated yield from basic exeise duties and special excise duties,
. we consider that the share of the States should remain at 20 per cent
of the divisible proceeds in each of the five years, = -

4.10 As regards the distribution of the States’ share, the First
Finance Commission adopted the basis of their respective popula-
tion. It felt that the object of having an equitable distribution to
augment the resources of States could be best achieved by distribu-
tion on the basis of population. That Commission was not able to
consider consumption, which had been suggested as a basis for dis-
tribution, as no reliable statistics of consumption were available.
The Second Finance Commission also could not consider the basis
of consumption in the absence of necessary data. It noted, however,
that while the figures of consumption, if available may provide a
suitable basis of distribution, it must be borne in mind that such dis-
tribution would operate in favour of the more urbanised States which
are already in a position to raise more substantial revenues from
sales tax on such consumption. On the whole it preferreq that the
distribution should be made on the basis of population, It was,
however, felt necessary by that Commission to apply a corrective
in favour of particular States who would otherwise have been left
in a less advantageous position. The shares of States were worked
out 90 per cent on basis of population and 10 per cent was used for
making certain adjustments In favour of particular States. The’
Third Finance Commission considered that while population should
continue to be the major factor, other factors like the relative fin-
ancial weakness of the States, disparity in the levels of develop-
ment, percentage of scheduled castes and tribes and backward classes
population, etc., should also be taken into account.[ The Fourth
Finance Commission considered that while consumpﬁon or distri-
bution could be taken as a factor for distribution, there were no re-
liable statisties on the basis of which this could be done. It did
not favour the suggestion of using indirect data like ratio of urban
population for measuring consumption. It felt t_hat population should
be a major factor in determining the distribution, and relative co™
nomic and social backwardness should also be taken into account.
It however considered that relative financial weakness as measured
by revenue deficit should not be taken as an element in sharing
taxes. That Commission took population as a general measure of
need of States and distributed the States’ share 80 per cent on the
basis of population and the remaining 20 per cent on the basis of



SOCl'al and economic backwardness of the States as assessed on the
basis of selective factors as under:—

(1) Per capita gross value of agricultural production:
(1) Per capita value added by manufacture:
{iii) Percentage of workers (as defined in the Census) to the
tatal population;
(iv) Percentage of enrolment in Classes I to V to the popula-
tion in age group 6 11;
(v} Population per hospital bed:
(vi) Percentage of rural population to total population: and
(vii} Percentage of population of Scheduled Castes and Tribes
to total population.

The_exgct manner in which these factors have been combined was
rot indicated in the Fourth Finance Commission's Report.

411 Various views on this question have been expressed by the
States before us. Two States favour continuance of the scheme laid
down by the Fourth Finance Commission. Some States have urged
that economic backwardness is not a suitable criterion for devolution
of taxes. One State has suggested that the distribution should be
made on the basis of population and urban population, so as to reflect
the higher consumption for urban areas. Another State has suggest-
ed that the distribution shouid be entirely on the basis of consump-
tion which may be measured by total sales-tax collections. Two
States have suggested that the criteria should be population and
per capita income. One of them suggested per capita income to he
used for giving a share only to the States below the average level,
while the other suggested inverse per capita income as the pass.
Other States have suggested different weightages to be assigned to
population and economic backwardness, some of them also suggest-
ing certain criteria by which economic backwardness might be mea-
sured. One State has suggested that all the three factors—popu-
lation, economic backwardness and contribution—should be given
suitable weightage. One of the States has expressed the view that
the distribution should be mainly regulated by the financial needs
of the States and some portion of the States’ share may be distri-
buted on the basis of the degree of tax effort achieved by the States,

25 an incentive,

412 In considering this guestion of distribution among the Siates
it is necessary to keep in mind the main purpose of devolution,
which is to augment the resources of States in an equitable manner
to enable them to meet their growing needs. Such needs depend
mainly on the size of the States’ populations, their relative income
and resources and their levels of economic development. The prin-
ciple of contribution is not appropriate as a factor in the distribu-
tion amiong the States of a tax that is shared on a discretionary
basis, as is the case with Union excise duties. As observed by the
Second F.azncx Commission, the fact of consumption would operate
1o the disadvantage of less urbanised States which are not in a
position to raise revenues from sales tax to the same extent as more
urbanised States. We therefore consider t{hat consumption is not
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a suitable factor for this purpose, and that the distribution should
bé based mainly on population, alongwith some criteria to take
into account lower potential for raising resources and relative back-
wardness in economic and social development. We feel that as a
broad measure of needs of different States, due regard should ke
had to criteria like population and suitable indicators of backward-

; ness, rather than the relative financial weakness or budgetary def-
W ocits of the States. At the same time, since the States having less
per capita incomes have lower potential for raisifig)resources and
are therefore placed at a disadvantage as compared to the States
with higher per capita income, we consider it reasonable that some
portion of the States’ share should be distributed to States with
per capita income less than the average of all States. For this pur-
pose we have utilised the figures of per capita income of States for
the years 1962-63 to 1964-65, prepared by the Central Statistical Or-
ganisation, which were made available to us. Having regard to
these considerations, we are of opinion that the States’ share of Union

excise duties should be distributed among them on the following
basis :—

) "l ( ./"dr

(1) 80 per cent on the basis of population of respective States;
o

7'(2) Out of the remaining 20 per cent—::'

(a8) 2/3rd should be distributed among States whose per
capita income is below the average per capita income
of all States in proportion to the shortfall of the State’s
per capita income from all States’ average, multiplied
by the population of the State. For this purpose,
Nagaland, for which the requisite per capita income
statistics are not available, should be equated with
Assam.

r (b) 1/3rd should be distributed according to the integrat-
ed index of backwardness on the basis of the follow-
ing six criteria, viz,, :

(i) Scheduled tribes population;
(ii) Number of factory workers per lakh pcpulation;
(iii) Net irrigated area per cultivatcr:

(iv) Length of railways and surfaced roads per 100
square kilometres;

(v) Shortfall in number of school-going children as
compared to those of school going age;

(vi) Number of hospital beds per 1,000 population.

On this basis, the percentage shares of each of the States out of the
total States' shares have been worked out, as indicated in the suc-
ceeding paragraph. In working out these shares, we used the in-
verse of indicators for items (ii), (iii), (iv) and (vi) aboye.'after
applying some moderation in the case of States where an indicator
was less than one third or more than three times of the average
for all the States, and combined them with equal weightage to each
alongwith the remaining indicators.



413

37

We, therefore, recommend that—

(a)

(b)

(c)

during each of the years, 196370 to 1971-72 a sum equiva-
lent to 20 (twenty) per cent of the net proceeds of Unicn
duties of excise on all articles levied and collected in that
year, gxcluding special excises, regulatory duties and duties
and cesses levied under gpecial Acts and earmarked for
special purposes, should be paid out of the Censolidated
Fund of India to the States;

during the years 1972-73 and 1973-74, a sum equivalent to
20 (twenty) per cent of the net proceeds of Union duties
of excise or all articles levied and collecicd in the respec-
tive year, including special cxcises, but excluding regula-
tory duties and duties and cesses levied under speeial Acts
and earmarked for special purposes, should be paid out
of the Censclidated Fund of Irndia to the Statcs: and

the distribution among the States of the sum payable 10
the States in respect of each financial year sheuld be made
on the basis of the following percentages .—

State Percentape
Andhra Pradesh . . . . . 715
Assam . . . . . . . 2-51
Bihar . . . . . . . 12-81
Gujarat . . . . . . . 417
Haryana . . . . . . 149
Jammu & Kashmir . . . . 112
Kerala . . . . . . . 428
Madhva Pradesh | . . . . 2-48
Maharashtra . . . . . . 7-93
Mysore . . . . . . . 4-65
Nagaland . . . . . . c-08
Orissa . . . . . . 472
Puanjab . . . . . . 217
Rajasthan . . . . . . §-28
Tamil Nadn . . . . . . 650
Uttar Pradesh . . . . . 18-82
West Bengal . . . . . . 6-84

TOTAL . . . . . 100-00



CHAPTER 5

ADDITIONAL DUTIES OF EXCISE

2.1 before we turn to the question of grants under Article 275
of the Constitulion, we wish to deal with items (e), (f) and (g) oi
paragraph « of the Order of the President dated the 29th February,
1969, which relate to additional duties of excise. Under these items
we are required to make recommendations as to the desirability or
otherwise of maintaining the existing arrangements in regard to the
levy of additional duties of excise on textiles, sugar and tobzcco in
lieu of States’ sales taxes thereon, with or without any modifica-
tions, and the scope for extending such arrangements to other items
or commodities. We are also asked, irrespective of the recommenda-
tion which we may make regarding maintaining the existing
arrangementis, 1o necommend to what extent changes, if any, should
be made in the principles of distribution of the net proceeds of the
existing additional excise duties, provided that the share of each
State is not less than the revenue realised from the levy of sales tax
on these items for the financial year 1956-57 in that Stale. In the
case of the items or commodities which we may recommend for ex-
tension of such arrangements, we have further to recommend the
principles which should govern the distribution of the net proceeds
of additional excise duties thereon among the States.

5.2 The Additional Duties of Excise (Goods of Special Import-
ance) Act, 1957, was enacted in pursuance of a decision taken by the
National Development Council in December, 1956, and the recom-
mendations of the Second Finance Commission regarding distribu-
tion of the net proceeds among the States. Under the Act, addition-
al duties of excise in lieu of sales taxes then being levied by State
Governments on mill-made textiles (except pure silk {abrics), sugar
and tobacco came to be levied and collected by the Tnion, and ihe
levy was extended subsequently to cover pure silk fabries other
than those manufactured on handlooms. The Act laid down the
rates of duties chargeable on these items and also the scheme of dis-
tribution of the net proceeds among the States by way of payment
of certain guaranteed amounts to each State and distribution of the
excess by way of percentage shares. The Act does not debar the
State Governments from levying sales tax on the specified commodi-
ties; but it provides that if, in any year, a State Government levies
a tax on the sale or purchase of such commodities, no sums shall be
paid to that State in that year as its share out of the net proceeds of
additional excise duties, unless the Government of India by special
order directs otherwise.

5.3 The main considerations which appear to have weighed_ in
favour of the substitution of State sales taxes on these cornmodl!:ie:s
by the levy of additional excise duties by the Union, were tl'w mini-
misation of chances of leakage and evasion, and the convenience to
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trade and industry resulting from a levy at the point of production.
it was also expecied that the scheme would enable the Government
of India to have more eftective control on the total incidence of
commodily taxation and to ensure uniformity in the inter-State inci-
dence of taxation. It was felt that due to less evasion the revenue
realised from the Central levies would be more than the total col-
lections irom State sales taxes on these commodities, even though
the incidence of the additional excise duties was somewhat lower

than the then prevailing average incidence of the sales taxes levied
by States on the commaodities.

54 The present scheme has been in operation for more than a
decade and we may now examine how far it has worked to the satis-
faction of the partizs concerned.

5.5 Two Stailes, Jammu & Kashmir and Nagaland, were in
favour of maiataining the existing arrangements and also extending
them to cover more items. Most of the other States have expressed
belore us their dissatisfaction with the manner in which the scheme
of additional excise duties has worked. They complained that the
Governmenti of India, while increasing hasic exeise diuties and intro-
ducing special excise duties on the same commodities, had kept un-
changed the rates of tne additional excise duties. The States pointed
out that they had suffered loss of potential increase in revenue by
surrendering iheir right to levy sales tax. Wherszas ihe sales tax
ratas are ad walorem, the additional excise duties have heen largelv
specific, due to which they havle lost the advantage of a price-elastic
source of revenue. During the past decade the sales tay rates on
similar commodities have also been increased. The States contended
that they have thus been put to a double disadvantage. It is neces-
sarv to examine these contentions of the States which they had also
voiced in similar terms before the Fourth Finance Commission.

5.6 During the period 1958-b9 to 1968-69, there wer= practically
no changes in basic excise duties on sugar: but there were increases
in basic duties on tobacco. unmanufactured and manufactured. The
basic excise duties on textiles have also been adjusted a number of
times. In addition, special excise duties have been levied on tobacco.
Tha rates of additional excise duties have remained practically un-
changed, except for some increase in the case of cigars and cigaret-
tes. The result has been that between 19538-59 and 1967-68, the reve-
nue from basic and special excise duties on these three commodities
increased by more than 70 per cent, while that from additional px-
cise duties increased only by 45 per cent.

5.7 The average incidence of additional excise dniies in 1966-687
worked out io 1-98 per cent on textiles, 2-93 per cent on unmanu-
factured tobacco and 7-12 per cent on cigars and cigareltes. The
additionial excige duty on cigarettes hag since been increased. anr_l 2
4 per cent ad walorem duty is levied on sugar. The comparative
rates of sales taw levied at a single point in some of the States on
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allied commodities like kerosene, matches, tea, coffee, etc, are as
under: —

Rates of
single point
sales tax
Foodgrains . . . . . . . . 1% 3%
Kerosene . . . . . . . . . 3% to 7Y%
Matches . . . . . . . . . 3% 7%
Vanaspati . . . . . . , . . 5% to 10%
Gur . . . . . . . . . 2% 0 7%
Buctter & Ghee . . . . . . 3% to 4%
Tea . . . . . . . . . . 2% to 8%
Coffee . . . . . . . . . 4% to 8%
Leather goods . . . . . . . L 5% o 10%

These rates are generally higher than the incidence of additional ex-
cise duties and it appears that if the States had been {ree to exer-
cige their power to levy sales tax on textiles, sugar and tobacco,
maily of them would have been able to realise more tax revenue
from them. The producing States would also have derived the bene-
fit of Central sales tax on exports of these commodities to other
States.

5.8 A number of States who had suggestied discontinuance of the
Scheme, during our discussions with them expressed their willing-
ness to agree to its continuance if certain modifications were made
so as to enhance the vield from the additional excise duties ade-
quately. Some of them have suggested for this purpose that the
rates of duty should be directly related to the rates of basic and
special excise duties, while other States have suggested that they
may be reviewed so as to reflect the increase in prices of the commo-
dities in guestion and the average incidence of States sales taxes on
similar items. About half the number of States have urged that the
existing arrangements should be discontinued and they should be
free to levy sales tax on these commodities themselves. They were
not in favour of continuing the scheme even if modifications are
made to increase the rates of duty.

5.9 We put it to the States that the rates of basic excise duties
on sugar and textiles were regulated from time to time on consi-
derations of economic policy and not merely on the basis of revenue
requirements. The States sales taxes are not usually modified in
this manner. While the feasibility of raising rates of additional
excise duties could be considered when the basic or special duties
are increased. no useful purpose would be served by any formal
linking of the two.

5.10 There is force in the arpument of the States that the rates
of additional excise duties being specifie, their incidence has not
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kept pace with that of States sales taxes on similar commodities. To
meet ihis point, the rates could be turned into ad vaivrem rates, as
has been already done in the casc of sugar and cigarettes; and cven
specific rates coula be revised periodicaliy having regard to changes
in prices. [he rates could also be modified to vedect cananges 1n the
saies Lux rates on corresponding commodities in the Stawes us a
whole. Some ci the States to whom we put tnis suggestion were
doubtiul about tne pozsibility of such an arrangement. They, how-
ever, said that they wouid be agreeable iI salistactory arrangements
in this regard could be made, but they were gonerally averse to ex-
tending the arrangement to other commodities. Ejght of e States
were insistent onr the system being discentinued. They peinted out
that under the existing arrangement they do not have treedom 1o in-
crease revenue irom taxation of these commoditlies in the light of
their own requirements and judgement. Since these commodities
cover a considerable part of the States’ fleld of sales taxation they
keenly desire to have once more the authority to levy sales liax
themselves

3.11 Under lne provisions of Section 7 of the Additional Duties of
Excise (Goods oi Special Importance) Act, 1957, as criginally en-
acted, the items on which additional duties of excise are leviable
were declared as poods of special importance in inter-State trade
and commerce and the levy of sales tax thereon was made subject
to the restrictions specified in Section 14 of the Central Sales Tax
Act, 19856, Section 7 of the former Act of 1957 was repealed by the
Central Sales Tax (Second Amendment) Act, 1958 and these items
were added to the list of declared goods. Some of the State Govern-
ments who wanted the additional pxcise duties to be withdrawn,
pointed out to us that the other goods of special importance like
coal, unmanufactured cotton, etc, are industrial raw materials or
‘intermediate goods and belong to a category different from textiles,
sugar and tobacco, which are consumer goods. They demanded that
these restrictions, which had originally been enacted as an integral
part of the present arrangements, should also be withdrawn when
these arrangements are discontinued, so as to restore to the States
unrestricted power to levy sales taxes as on other similar items. We
have no doubt that the Government of India will consider this
matter if and when the need arises.

512  We also discussed this subject with representatives of vari-
ous Chambers of Commerce and other trade organisations. They
generally expressed the view that the existing arrangements have
resulted in considerable administrative convenience and have
hrought relief to the commercial community. They suggested, there-
fore, that the scheme should be continued; and some of them also
proposed its extension to other commodities like iren and steel,
cement and paper, Other items suggested to us for this purpose are
kerosene. matches and tea. To meet the grievances of the States,
some of the Chambers were agreeable to the conversion of the rates
of dutv into ad valorem rates where possible, and periodical revision
of rates in other cases.
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2.13  During our discussions with the representatives of the Gov-
ernment of India they expressed the view that, on the whole, the
-arrangements had worked satisfactorily. As regards the main griev-
ance of the States about the growth of revenue frem additional
excises having been comparatively small they felt thLat the matter
could be gone into by the Government of India. The recent conver-
sion of rates of duty on sugar into ad valorem rates would secure
for the States the benefit of higher yield with increase in prices. It
was stated that while the Government of India derives no revenue
from the scheme, they would like it to be continued, if possible,
because indirect taxation, particularly on items of mass consumption,
could serve as an instrument of fiscal policy. '

5.14 The rationale of the present scheme of additional excises in
lieu of sales taxes and the advantages which it was expected to
bring, hold good even now. But although a scheme of uniform levy
of excise duties in lieu of sales taxes at varying rates on commodi-
ties of common consumption might have its own advantages, we con-
.sider that the full utility of such a scheme cannot be realised unless
the arrangements could be extended to other important commodities
also. This could, however, be achieved only if the States were agree-
able to such extension. In view of the general opposition of the
States, there is obviously no scope for extending the arrangements
to other items or commodities in the foreseeable future. Mareover,
as rightly pointed out by the Fourth Finance Commission, such a
scheme is essentially in the nature of a tax rental agreement between
the Union and the States, the operation of which is contingent
upon the parties agreeing between themselves. Many States now
keenly desire that the power to levy sales tax on these items should
revert to them to enable them to make maximum efforts to raise
greater resources under their own powers of taxation. While there
may be advantages in the present scheme, inasmuch as the States
are generally opposed to it, we consider that it would not be desir-
able to continue the scheme unless the Government of India, after
discussing the matter further with the State Governments, can arrive
at a general agreement for its continuance with suitable modifica-
tions. We would suggest that such discussions with the State Gov-
ernments may be held as soon as possible.

5.15 This brings us to the question whether any changes should
be made in the principles governing the distribution of the net pro-
ceeds of additional excise dutieg leviable under the 1957 Act if the
existing arrangements are to continue. In any scheme of distribu-
tion for this purpose, it is necessary to see that each State gets a
share not less than the revenue realised by it from levy of sales tax
on these three items for the year 1956-57. The minimum amounts
to be guaranteed to each State were first determined by the Second
Finance Commission. Though the State Governments represented
to the Third Finance Commission that the amounts should be re-
assessed, that Commission did not reopen the question. Tt only
increased the amounts suitably to cover pure silk fabries to which
the arrangements has been extended, and divided the share of
Bombay State between the new Maharastra and Gujarat States
The Fourth Finance Commission confirmed the same amounts to ke
guaranteed to each State, We also decideqd that it was not possible
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‘to reopen the question of determining the amounts which should
be deemed to represent the revenue realised by each State from
sales tax on these items in 19956-537. We have only worked ocut the

shares of the new States of Punjab and Haryana on the basis of the
amount guaranteed to the former Punjab State.

5.16 Like the earlier Commissions, we have examined the ques.
tion whether guaranteed amounts should first be set apart from the
net proceeds and the balance then distributed among the States on
suitable principles, or whether the entire net proceeds should be
distributed on suitable principles subject to ensuring that no State
gets less than the guaranteed amount as its share. The previous
Commissions adopted the first method as they felt that the alterna-
tive procedure might create difficulties in case some State’s share
fell short of the guaranteed amount. On the basis of the forecast
of receipts from this source furnished by the Government of India
it appeared to us that this difficulty was not likely to arise. We
could not, however, altogether rule out such a contingency. We de-
cided, therefore, to continue the practice already followed in this
regard.

h1% At present, one per cent of the net proceeds are retained as
being attributable to Union territories, and 1-5 per cent and 005
per cent of the net proceeds are paid to Jammu and Kashmir and
Nagaland as their respective shares. These percentages appear 0
have been adopted on an ad hoc basis. We consider that it will be
more appropriate to determine the shares of these two States and
the portion of the net proceeds attributable to Union territories on
the basis of their respective populations, On this basis the portion
1o be retained by the Union as being attributable to Union terrio-
ries will be 2:05 per cent of the net proceeds, while the shares of
Jammu and Kashmir and Nagaland will be 0-83 per cent and 003
per cent thereof respectively.

5.18 In regard to the principles for distribution of the balance of
the net proceeds of additional excise duties after excluding the total
of the guaranteed amounts, the Fourth Finance Commission took
the view that figures of collection of all sales taxes were more direct-
ly indicative of the contribution made by each State to the divisible
surplus, than population. The figures of total sales tax collections
have, however, certain limitations for this purpose. Sales taxes are
levied at different rates and according to different systems in various
States. On the other hand, the additional excise duties on sugar,
textiles and tobacco are levied at uniform rates at a single point.
Further, the rates of sales taxes vary with the nature of commodi-
ties. They are the lowest in case of raw materials and intermediate
goods, higher on semi-luxuries than on necessaries, and the highest
on luxuries. Sugar and the bulk of textiles belong to the group ot
necessaries while tobacco may be regarded as a semi-luxury. The
richer States are likely to get larger sales tax realisations because
of their higher consumption of luxuries and semi-luxuries. It Is
not possible to make allowances for all these variable factors in ad-
justing the figures of sales tax collections for this purpose. We can
only exclude the realisations on inter-State sales, which are due to

exports outside the States,
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5.19 Theoretically, the best way of distributing the additional
excise duties would be on the basis of consumption. The agreement
reached at the National Development Council approving the scheme
of additional excise duties on these three commodities had mention-
ed consumption as the basis of sharing. The data of Statewise con-
sumption compiled by the Central Statistical Organisation include
figures for these commodities, vide Tables 50—52. Sugar is bemg
taxed at 4 per cent ad valorem and price differences between differ-
ent varieties are not large. Figures of sugar consumption by differ-
ent States are available. In the case of cotton textiles, on which
additional excise duties are levied at different rates on a quantita-
tive basis from 3-6 paise to 15-5 paise per sq. metre, only the figures
of total expenditure on clothing could be obtained. The statistics
regarding tobacco are in terms of quantities of cigarettes consumed.
According to the rates of duty in force at present, unmanufactured
tobacco is being taxed at three different rates ranging from 6 paise
to Rs, 110 per Kg. Cigarettes are liable to additional excise duty
at rates varying from 5 per cent to 23 per cent, and the actual amounts
of duty work out to something from less than 37 paise to more than
Rs, 575 per thousand. Consumption figures cannot, therefore, fur-
nish us with a satisfactory basis for distribution of proceeds of the
additional excise duties. Considering all the circumstances, we have
come to the conclusion that the excess of proceeds of additional
excise duties over the guaranteed amounts should be distributed
partly on the basis of sales tax collections (excluding inter-State
sales tax) during the years 1965-66 to 1967-68, and partly on the basis
of population. We have, accordingly worked out the percentage
shares of States (other than Jammu and Kashmir and Nagaland)
on this basis with equal weightage to sales tax collections and popu-
lation. The shares of the States have been expressed in terms of
percentage of the excess amount after payment of the guaranteed
amounts.

5.20 As we are unable to recommend the extension of the existing
arrangements to other items or commodities, the question of con-
sidering the principles which should govern the distribution of net
proceeds of such additional items mentioned in item (g) of para-
graph 4 of the Presidential Order does not arise.

521 Accordingly, we recommend that—

(1) (a) It would not be desirable to maintain the existing
arrangements in regard to the levy of additional duties
of excise on {extiles, sugar and tobacco, unless the
Government of India, after discussing the matter
further with the State Governments, can arrive at a
general agreement for the continuance of the present
scheme with suitable modifications;

{b) While the arrangements are continued, the rates of
duties may be made ad valorem as far as possible, and
may be revised periodically so as to secure reasonable
incidence having regard to the prevailing prices and
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the general level of sales taxes on similar items levied
by the States;

There is no scope at present for extending such arrange-
ments to other items or commodities;

The net proceeds of the additional excise duties during
each financial year in which tf%e existing arrangements
continue, should be distributed te the followmg basis: —

{a) A sum equal to 2-05 per cent of such net proceeds be
retained by the Union as attributable to Union terri-

tories;

P
(b) A sum equal to 0-83 per cent of such net proceeds be
paid to the State of Jammu and Kashmir as its share;

(c) A sum equal to 0-09 per cent of such net proceeds bs
paid to the State of Nagaland as its share;

(@) Out of the remaining balance of 97-03 per cent ot
such net proceeds the sums specified below, represent-
ing the revenue realised in the financial year 1956-57
by each respective State from the levy of sales taxes
on the commodities subject to additional excise duties,
be first paid as guaranteed amounts to the following
States: — .

Guaranteed
States amount

(Rs. lakhs}

Andhra Pradesh . . . . . . . 23524
Assam 85-03
Bihat . . . . . . . . 13016
Grujarat . . . . . . . . 32343
Haryana . . . . . . . . 65-40
Kerala . . . . . . . . g9<- o5
Madhya Pradeszh . . . . . . 155°I7
Maharashtra . . . . . . . 637-77
Mysore 100° 12
Orissa 85 12
Punijab 96+ 57
Rajasthan 9710
Tamii Nadu 285-3;
Urrar Pradesh . . . . . . . 575 81

West Bangal . . . . . . . 28747
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{e) The balance be distributed among the States other
than Jammu and Kashmir and Nagaland in accordance
with their respective percentage shares of such balance

as under: —

States clijlesigfgllﬁlgoen

of excess

amount

Andhra Pradesh . . . . . . . 813
Assam . . . . . . . . 2-47
Bihar . . . . . . . . £-40
Gujarat . . . . . . . . 633
Harvana . . . . . . . . 170
Kerala . . . . . . . . 484
Madhbya Pradesh . . . . . . 6:34
Maharashtra . . . . . . . 13'89
Mysore . . . . . . . . 6-0C
Orissa . . . . . . . . 3°13
Punjab . . . . . . . . 2-98
Rajasthan . . . . . . . . 442
Tamil Nadu . . . . . . . 963
Uttar Pradesh . . . . . - . 12°99
West Bengal . . . . . . . 875

TortaL . . . . 10000

(f) In case the existing arrangements are discontinued
during the course of a financial year, the sums specified
in clause (d) above, be reduced pro rata in proportion
to the period for which the arrangements have con-
tinued.



CHAPTER 6
GRANTS-IN-AID UNDER ARTICLE 275 OF THE CONSTITUTION

6.1 Under item (b) of paragraph 4 of the President’s Order dated
the 29th February, 1968, we are required to make recommendations

as to the principles which should govern the grants-in-aid of the
revenues of the States cut of the Consolidated Fund of India and also
to recommend the sums fo be paid to the States which are in need of
assistance by way of grants-in-aid of their revenues under Article
275 for purpeses other than the Five Year Plans, having regard,
among other considerations, to—

(i) the revenue resources of those States for the five vears
ending with the financial year 1973-74 on the basis of the
levels of taxation likely to be reached at the end of the
financial year 1968-69;

(ii) the requirements on revenue account of those States to
meet the expenditure on administration, interest charges in
respect of their debt, maintenance and upkeep of Plan
schemes completed by the end of 1968-69, transfer of funds
to local bodies and aided institutions and other committed

expenditure; and

(iii)} the scope for better fiscal management as also for economy
consistent with efficiency which may be effected by the
States in their administrative, maintenance, developmen-
tal and other expenditure.

6.2 The earlier Finance Commissions have broadly agreed that
while the budgetary needs of the States are an important factor in
determining the assistance required by the States, a number of
adjustments have to be made and several broad considerations kept
in mind to determine the amounts of assistance which the Siates need
as grants under Article 275. Their budgetary forecasts have first to
he suitably modified to a standard form so as to make them compar-
ahle. It is necessary to take into account the efforts made by them
to raise resources in relation to their tax potential and the scope for
economy in expenditure, and to have regard to the need to avoid
large disparities in the standards of basic social services and fo pro-
vide for special burdens of national interest likelv to prove financially
strentous to States. These principles have been generally recognised
as unexceptionable. The main differences have been the approach of
the different Commissions to grants for Plan purposes and earmarked
grants for broad national purposes like education.

6.3 In Chapter 2, we have already explained that it is not
possible for us to take into account any requirements for the Five
Year Plan. It has been suggested to us that we should follow the pro-
cedure of the First Finance Commission and earmark a portion of the

47
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grant for the purpose of raising school teachers’ salaries to a mini-
mum level. We think, however, that it would be difficult for us as
a Commission to judge the requirements for improving the efficiency
of existing services through better terms of remuneration. We
understand that for the purpose of Plan assistance, the Planning
Commission has also been thinking of shifting the emphasis from
grants for specific purposes towards block grants for Plan expendi-
ture generally. The Fourth Finance Commission had observed in this
connection that even if a special grant could be made under Article
275, such a grant would get merged with the general revenues of the
States. Its utilisation could only be reviewed by a subsequent Finance
Commission and this would not be of any practical value. We agree
with this view.

6.4 While the Finance Commissions have broadly agreed on the
principles which should govern the determination of the States’
need for assistance, there have been differences in the extent to
which they have been able to take these into account. As regards
assessment of tax effort, the Second Finance Commission stated—-

“In our assessment of tax eﬂ”orf we have assumed that if a State
raised additional revenue which it has promised for the Plan,
it will have done its part”.*

The Third Finance Commission did not take tax effort into account
as it felt that the comparative determination of the tax effort of the
States had to be related to their tax potential and required special
study. The Fourth Finance Commission expressed agreement with
the principle of considering how far the States had made efforts to
raise respurces Iin relation to their tax potential. However, in iis
assessment of the States’ needs, it took into account only non-Flan
revenue expenditure and the revenue receipis anticipated on the
basis of the then existing level of taxes, and did not examine the
extent of additional tax effort as it was related to the financing of the
States’ Plan expenditure. It left out of account the estimated losses
by departmentally managed enterprises and assumed full realisation
of current interest dues from autonomous corporations like the State
Electricity Boards.

6.5 In view of the rapid growth of State expenditure and the
very large size of budgetary deficits which, as indicated in the States’
forecasts, comes to Rs. 7,368 crores, we consider that the emphasis
must shift significantly from budgetary needs to broad fiscal needs as
suggested by the Second Finance Commission. We have accordingly
tried to apply the principles laid down by the previous Commissions
more extensively. For the purpose of assessing the needs of each
State for meeting revenue expenditure, the States’ forecasts were
duly scrutinised with a view to placing them on a comparable footing
as well as correcting errors of estimation. The receipts and working
expenses in respect of the various departmental commercial schemes
were segregated to facilitate separate examination of such schemes.
Receipts of interest and dividends as well as payment of interest and
provision for repayment or amortisation of debt were also separately

*Rcport of the Finance Commission, 1967, para 64.
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dealt with. For important items of tax receipts and of expenditure
we adopted growth rates within suitable maximum and minimum
limits on the basis of past trends, future scope and other relevant

factors as explained by the States. The preliminary actuals of 1968-69,
wherever available, and budget estimates for 1969-70, were also
utilised in assessing the forecasts relating to the initial year 1969-70.

6.6 In our assessment of revenue receipts we have taken credit
for the interest due from Electricity Boards,except in the case of

Assam and Rajasthan. In these two States, we found that the cost
of generation and distribution was abnormally high due to factors
over which the State Governments had little control. The increased
cost could not be covered by the revenue realised despite relatively
high tariffs. We have, therefore, assumed in their case receipt of
interest only to the extent of half the amount due. To the extent
that the estimates of working of certain Electricity Boards during
the five vears reflected a net surplus, we have also assumed recovery
of arrears of interest payments due from them; but we left out of
account the portion of such arrears which had resulted from non-
payment of interest in respect of the years 1966-67 to 1968-69, as the
Fourth Finance Commission had assumed full payment of interest
falling due from 1966-67 in assessing the budgetary needs of the
States. In regard to recovery of interest of loans and advances by
States to other parties, we assumed that each State Government
would realise interest on such loans and advance; at least at the
average rate of interest payable on its own borrowings. No increase
over the forecast of recovery of interest has. however, heen assumed
in respect of rehabilitation loans given by the State Governments.

6.7 The material furnished by State Governments showed larvge
amounts of arrears of tax revenues, particularly land revenue and
sales taxes. In our assessment we have assumed that where these
arrears exceed a moderate level representing normal arrears, the excess
over such level would be realised during the Fourth Plan period.

6.9 Some State Govermments indicated to us their intention to
introduce prohibition by gradual stages, which would result in larger
budgetary gaps on account of loss of excise revenue as well as addi-
tional expenditure required for enforcement staff. Some of them had
assumed the receipt of grants from the Government of India for this
purpose, on the basis of a communication from the then Deputy
Prime Minister and Finance Minister offering to reimburse one-half
of the loss of revenue suffered by the States on this account for a
pericd of five years. We have taken the view that, while the State
Governments have to decide their own policy regarding adoption of
prohibition at such time and by such stages as they may consider
desirable, the loss of revenue as well as the additional burden of
expenditure required to be incurred on account of such policy should,
at the same time, be made good by the States by raising further
amounts from the resources available to them and adopting suitable
measures of economy, with such assistance as the Government of
India mav he prepared to give to them. The grant of such assistance
would be a matter for settlement between the concerned State Gov-
ernment and the Government cof India. when the occasion arises,

4---60 MofFin.
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Accordingly, in our assessment of the State Governments’ forecasts,
we have assumed the continuance of receipts from excise duties and
expenditure on administration of State Excise Departments having
regard to the position existing at the end of the year 1968-69.

6.9 On the expenditure side some of the States had provided for
large transfers to certain Funds like State Road Funds. To the
extent that the transfers to the Funds were utilised either for capital
expenditure or for Plan expenditure, they have not been taken into
account. Generally, we have also not included in our assessment any
net accretions to these Funds.

6.10 We have taken into account the provision made in the States
forecasts for repayment of zamindari abolition bonds or similar com-
pensation bonds, except where, as in the case of Tamil Nadu, the
arrangement was intended to be self-financing and the entire cost
of compensation was to be recovered from the allotiees over a period
of time.

6.11 We did not take into account losses in the case of road trans-
port schemes, in the expectation that the State Governments will
take effective measures to obtain returns from them which would
cover the working expenses, depreciation and interest.

6.12 A number of States included in their forecasts large amounts
for expenditure on maintenance and repairs of roads and buildings
and irrigation works. It was represented that on account of paucity
of funds they had not been able to maintain their assets properly in
the past, and that it was necessary to provide for clearance of the
backlog of repairs as well as for maintenance on improved standards.
Some State Governments gave us detailed estimates indicating the
levels of expenditure considered necessary for such improved mainte-
nance. The Ministry of Transport and Shipping also furnished us
with estimates of normal costs of proper maintenance of certain
categories of roads by regions as worked out by a Committee of
technical officers. The provisions suggested in these estimates could
not be put on a comparable basis and we did not find it practicable
to adopt a general standard for such expenditure which could be
uniformly applied. However, in our assessment we recognised the
need for better maintenance and included provisicn on the basis of
average expenditure during the last three years with substantial
increase thereon. Similar increase was alsp made in the case of
capital expenditure on public works and irrigation met from revenue.

6.13 Many States included in their forecasts their requirements of
expenditure for increases in dearness allowance and revision of pay
scales for which they had already incurred liabilities in most cases.
So far as dearness allowance is concerned, it was urged that the
periodical decisions of the Government of India to increase the dear-
ness allowance of their employees left the State Governments with
little option but to allow similar increases for their own employees.
In some States the pay scales have also been revised recently,
whereas a general revision of the scales of pay of Central Govern-
ment employees has not been undertaken since 1959, and in such
cases we did not think that paritv of rates of dearness allowance
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could justifiably be claimed with those applicable to Central Govern-
ment employees. We did not find it possikle to adjust the require-
ments on this account owing to lack of detailed information. We
have therefore taken into account the likely expenditure on dearness
allowance in full. We have not, however, provided for increases of
dearness allowance in future. In regard to pay revisions, some State
Governmentls had already given eflect 1o their cecisions belore he
end of 1968-69; others tock decisions during the current year, whereas

in some cases the States indicated the anticipated effect of pay revi-
sions on the basis of reports of their Pay Commissions, or the likely
recommendations of the Commissions whose reports were stili
awaited. We consider that in cases where the level of expendilure
of a State Government is already high, it is necessary to exercise
greater restraint in undertaking additional liabilities such as those
resulting from pay revision, unless additional resources to meet them
can be found by the State Government's own efforts. At the same
time, we felt that the recommendations of such Pay Commissions
would generally have to be implemented by the State Governments,
and for the purpose of our assessment we have included the provisions
necessary for this purpose.

6.14 We have allowed provision for payment of food subsidies
which are at present being given, but we have not included any
provision for enlargement of their scope or for fresh expenditure on
such schemes. On the same principle, we have also allowed in our
assessments subsidies to State Electricity Boards on account of rural
felectriﬁca‘ciOn wherever included by the State Governments in their
orecasts.

6.1 The earlier Finance Commissions took into account the likely
expenditure on relief measures necessitated by natural calamities
like famine, floods, ete. The Fourth Finance Commission reasscssed
the amounts required for this item on the basis of figures of gress
cxpenditure for the eight vears ending with 1§64-65. We noted that
expenditure on this account in the wvears 1966-67 and 1967-65 during
which large parts of the country suffered from severe drought, was
clearly abnormal. We, therefore. reassessed the amounts likelv to
be requived for this item on the basis of the average expenditure fo:
the nine years 1957-58 to 1965-66, increased by 25 per cent. in each
case. The provision allowed by the Fourth Finance Commission was,
however, retained if it was higher than the figures worked ocut on
this basis. In the case of Punjab and Haryana, the requirement was
worked out in respect of the former Punjab State on the same prin-
ciple. and the shares of the two States were determined in the pro-
portion in which the non-Plan expenditure under head “64—Famine
Relief” had been allocated by the Dehejia Committee on the division
of assets and liabilities of Punjab. in consequence of the Punjab Re-
organisation Act, 19686. The Fourth Finance Commission has men-
tioned in its Report that the wprovision allowed in the case of West
Bengal wasy strictly comparable with that of other States, as the
expenditure in this State under the head “64-—Famine Relief” in-
cluded some exvenditure which was not normally included under this
head in other States. We have, therefore. determined the reguire-
men! on the basis of the provision allowed for the neighbouring
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State of Orissa, on a per capita basis. The difference hetween the
amount s¢ arrived at and the annual provision made for this pur—
pose by the Fourth Finance Commission for West Bengal, has been
added to the estimate of the State’s expenditure under the head
“Miscellaneous” for calculating its revenue deficit.

6.16  The annual average provisions allowed by us in the States”
forecasts on the basis explained above are indicated below:-—

Annual provision
allowed for relief

State from natural cala-
mities
(Rs. lakhs)

Andhra Pradesh . . . . . . . . 75
Assam . . . . . . . . 48
Bihar . . . . . . . . 150
Gujarat . . . . . . . . 8o
Haryana . . . . . . . . 155
Jammu & Kashmir . . . . . . 40
Kerala . . . . . . . . 10
Madhya Pradesh . . . . . . 20
Maharashtra . . . . . . . 86
Moysore . . . . . . . . 44
Nagaland
Orissa . . . R . . . . 125
Punjab . . . . . . . . 41
Rajasthan . . . . - . . . 108
Tamil Nadu . . . . . . . 50
Uttar Pradesh . . . . . . . : 94
West Bengal . . . . . . R 261

ToTtaL . . . . . —-‘—;4-4—7

6.17 While continuing the practice of making a separate annual.
provision for expenditure under Famine Relief, we consider that the
excesg of such provision over the actual expenditure on famine relief
in each year should be transferred to a separate Famine Relief Fund
which may be drawn upon in other years for meeting expenditure
required in excess of the provision allowed by us. We also suggest
that the amount of appropriations to the Famine Relief Fund should
be invested in easily realisable securities. Although an exactly simi-
lar recommendation was made by earlier Finance Commissions also
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the State Governments have not apparently been able to implement

it. If this position continues and the annual appropriations are vsed
to relieve the current ways and means position of the State, tHe
provision allowed by us for famine reliet and natural calamities
would not serve its real purpose. We, therefore, hope that the State
Governments will be able to take appropriate action to implement
pur recommendation in this rvespect. Fuciiwer, in determining the
assistance to be given by the Government of India under their scheme

of assistance ‘o States for expenditure on relief measures, we think
that the accumulated provision for the entire period from 1969-70, and
no: merely the annual provision relating to the year in which the
natural calamity occurs, should be taken into account. Further, it
seems to us that for meeting expenditure on natural calamities it
would be more fitting it the 75 per cent. assistance to the Siates,
whose finances would also have been adversely aftected on the
receints side, is given wholly in the form of grants; and only the
amount required for State loans to others may be covered by Central
loans. The remaining burden of famine reliel expenditure should be
met by the State itself, as it will be the primary authority fer decid-
ing the level of famine expenditure. As at present, a ways and means
loan may be given to the Siates, where necessary, to meet tempc-

rary difficulties.

6.15 Separate estimates were furnished by the States in regard o
the requirements of expenditure on the maintenance and upkeep of
Plan schemes completed by the end of 1968-69. These estimate:
were scrutinised with reference to the schemewise break-up of the
revenue Plan outlays during 1968-69. Generally speaking, we did rot
take into account provision for contingent expenditure of a non-
recurring nature, minor works, ¢r grants for purposes of a capital
nature. Expenditure on Establishment and contingencies was gene-
raltv allowed. Provision for maintenance of roads. buildings. etc..
was allowed on the same basis as for similar non-Plan expenditure.
The rates of growth adopted in estimating the recurring committed
expenditure over the five-year period were limited to the rates
adopted in assessing corresponding items of revenue expenditure. In
cases where such schemewise scrutiny was not possible due to in-
adequate data and the provision in the State’s {orecast worked ou!
to a higher percentage of th= revenue Plan outlay for 1568-69 than
the percentage of the committed expenditure in 1966-67 to the revenue
Plan outlay in 1965-66, the provision was limited to the latter per-
centage after increasing it by 10 per cent. thereof, in order to cover
possible variations in the pattern of completed Plan schemes.

6.19 For the purpose of estimating the sums likely to accrue to the
States under our recommendations for devolution of taxes, we have
adopted the estimates of taxes and duties furnished to us by the
Ministry of Finance. We have taken into account the grant in lieu
of the tax on railway passenger fares a{ ity present level of Rs. 16:25
crorTes a yeal' In case the present arrangements regarding additional
excise duties are discontinued, we have assumed that the States will
continue to get at least the same amounts from -sales tax on these
eommaodities as their share of the proceeds of additional excise duties.
Unlike the previous Finance Commissions, this Commission has had



o4

to deal with the problem of distribution of unadjusted advance tax
collections for the years upto 1366-67, and the increased net proceeds
of income-tax determined on the revised basis for the years 1967-68
and 1968-69. We have assumed that final payment to the States for
the year 1967-68 will be made in 1969-70 when the net proceeds are
certified by the Comptroller and Auditor General, and that similar
payment for the year 1968-69 will be made in 1970-71. We have re-
commended that the States’ share of the unadjusted advance tax
collections upto 1966-67 should be paid to them in three equal instal-
ments during the years 1971-72 to 1973-74. The total sums expected
<o be transferred to States by devolution of taxes in the five years
have been estimated on this basis. The total amount of such devolu-
tion of taxes to all the States, including the grant in lieu of tax on
railway passenger fares and proceeds of additional excise duties comes
to about 66 per cent. more than the amount of such devolulion as
recommended by the Fourth Finance Commission in its report for the
five-year period from 1966-67 to 1970-71.

6.20 Some States have argued that the increased devolution due to
the inclusion of advance tax collections of past years should not be
taken into acecount in estimating their resources over the next five
vears as they should have been paid larger shares of income-tax pro-
ceeds in the earlier years when the collections were made. They
have represented that the delay has already added to their financial
difficulties and left them with greater loan liabilities. Though we
appreciate the States’ argument in this regard, particularly in view
of the higher expenditure on dearness allowance, ete, which they
have had to incur, we cannot agree with their contention that the
increase in devolution which they will receive on this aceount in the
next five years should not be included in their revenue resources for
assessing their needs for grants. The share of the divisible pool
which the States should receive has not been laid down in any
specific terms under the Constitution, but it is to be determined for
each period on the basis of the recommendations of the Finance
Commission appointed under Article 280 of the Constitution. It is
clear that the earlier Finance Commissions had before them the
estimates of proceeds of income-tax worked out by the Government
of India on the basis that advance tax collections were to be in-
cluded in the proceeds only after completion of assessments. The
recommendations of these Commissiong for distribution of income-tax
as well ag other devolution of taxes and, grants under Article 275
were based on these estimates ang alspg on their overall view regard-
ing the total transfers which were necessary to meet the require-
ments of States as assessed by them. It is not possible for anyone
to form an opinion as to what the earlier Commissions would have
done in the matter of devolutions if the estimates of proceeds of
income-tax before them haqd included advance tax collections. But
the procedure followed by them makes it clear that at least the grants
under Article 275 recommended by them might have been smaller.
We consider that the States cannot claim as of right that their share
of the unforeseen increase in the divisible proceeds of past years
which has resulted from the modification in the method of determin-
ing the net proceeds of income-tax should be paid to them without
being taken into account for the purpose of the whole scheme of
transfer of funds to them on assessment of their needs for the next
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The supplementary reference made tg us also S}Jeglhcally
requires us to take into account the effect of gur recommenaations 1e-
garding the matters specified therein, in making our }'eCOmrrTe'nuatign:\;
Yoy other devolutions and grants, We have accordingly 11e:cned d{m_
Srates’ shaves of the unadjusted amount of advance tax ana balance
ol income-tax proceeds of earlicr years as part of tne resources avall-
able to them for meeting their revenue expenaiure 1n the five-year

five years.

period.

521  On the basis of the estimated devoiuiion ol taxes 10 gach
Stale worked out as abeve and assessment of the States’ lovecasts
of their revenue receipts and expenditure as indicated eatlier, wc
iound that the States of Bihar, Gujarat, Harvana, Maahva Pradesh,
Maharashtra, NMysore. Punjab and Uttar Fradesh will be receiving
bv devoluiion of taxes amounis which will be suilicient 10 cover ineir
non-Plan revenue expenditure in the uext five vesrs 2g assessed by
us.

6.22 The requirements of the other Sigtcs 1or grants unaer Article
275 were then examined in greater detail. As regards their revenue
receipts, we have, according to our terms of reference, taken inte
consideration the scope {or better fiscal management. Wc also kept
in mind the principle approved by the earlier Finznce Commissions
+hat the efforis made by the States to raise resoulces in relation to
their tax potential should be taken into account. We made a broac
comparison of each State’s total tax revenue at the existing lcvels of
taxation with that of other States on a per capita basis. We exclud-
ed the receipts from inter-State sales tax in making this comparison.
Taking the basis of average State incomes for the three yvears 1962-63
to 1964-65 furnished to us by the Central Siatistical Organisalion, we
also compared the tax effort as indicated by taking the tola] tax re-
venues as a percentage of the State income, after making some
allowance for lower yields from agricultural income. We felt that
nwing to the different circumstances of each State and diflerent
pclicies of the State Governments and the lack of satisfactory da.a
regarding the bases of different State taxes, it was not possible to
compare the incidence or vields of particular taxes levied by the
States. We therefore considered that a broad comparison shouid ke
made on the basis of the incidence of total State taxes in the context
of the tax potential of each State as indicated by its level of per
capiteg income. In coming to a view regarding the tax effort of a
State where the incidence ol total State taxes was low, however, we
took note of the relati-ve rates of comparable taxes to the extent
possible. In cases where the tax effort of the State examined in this
manner appeared to be considerably lower than that of other States
with similar per cepita income, and particularly States with similar
conditions of development, we took this factor into account in assess-
ing the extent to which the State could be expected to make efforts
to raise its resources so as to bring it to a comparable level, unless
we found that the level of expenditure of the State as compared to
similar States was also appreciably lower.

6.23 As regards non-tax revenues, we felt that it was not possible
to compare the receipts from mining royalties and net receipts from
forests. No adjustment for these receipts was considered necessary
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Receipts from interest on loans and dividends on investments as well
as receipts from departmental commercial schemes were separated
for being considered on a different footing. The balance of other
non-tax revenues was not examined directly, but we tock it into
account in reduction of the State’s revenue expenditure on normal
items (excluding interest and other debt charges; expenditure on
departmental commercial schemes and provision for famine relief),
and we compared such net expenditure with similar expenditure of
other States having the same order of per capite income and econo-
mic development on the lines indicated in paragraph 6.26 below. We
shall consider the guestion of interest receipts, dividends and re-
ceipts from departmental commercial schemes along with the interest
payments and expenditure on departmental commercial schemes res-
pectively in subsequent paragraphs.

6.24 We examined the revenue expenditure of the States as assess-
ed by us according to broad categories. We separated the provisions
for interest, appropriation for reduction of debt and expendiiure on
departmental commercial -schemes which are not of a comparable
nature. We have considered these alongwith the corresponding
receipts under paragraph 6.33. We also excluded provision for famine
relief, which has been dealt with in paragraphs 6.15 and 6.16 above.
The remaining expenditure including provision for dearness allow-
ance, pay revision, committed expenditure and prcposals for fresh
expenditure included in the forecasts was taken as the State’s normal
revenue expenditure for the purpose of comparison with the level
of expenditure in other States.

6.25 The terms of reference require us to have regard to the scope
for economy consistent with efficiency. We collected from the States
information regarding the economy measures undertaken by them.
They gave us details of the steps they had taken in this direction
from 1965-66 to 1967-68, including directives to keep vacancies unfill-
ed, curtailment of contingent and travelling expenditure, reduction
of provision for maintenance of public works etec. Several States,
however, urged that by their very nature such measureg could only
be of a short duration and that if they were to continue for a long
time they were likely to have an adverse effect on efficiency. They,
therefore, proposed to relax most of these restrictions. It was not
feasible for us to undertake any examination of the requirements of
various State Departments and judge the possibilities of effecting
economy. We have, therefore, examined the total revenue expen-
diture {after excluding famine relief, losses on departmental com-
mercial schemes and net burden of interest} on broad considerations
in the light of the levels of such expenditure in other States, parti-
cularly those with similar per capitz income and having similar
conditions.

6.26 As the expenditure levels of different States in respect of
particular departments and services differ considerably on account of
their individual circumstances and policies and the growth of various
State activities in the past, it was not possible for us to compare the
levels of expenditure in different States in particular fields. We con-
sidered that a broad comparison of the levels of total revenue expen-
diture (after excluding the items mentioned above) would be suitable
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for assessing the relative needs of States on an equitable basis, pac-
ticularly as between States with similar levels of income and similar

conditions, but with large variations in regard to levels of expench—
ture. We also o0k into consideration certain special features of some
of the States which tend to increase the level of their revenue expen-
diture, such as border areas, proportion of Scheduled Tribes, sparse-
ness of population and higher level of development of socia] services,
These are dealt with further in paragraphs 6.27 to 6.3, below.

After making some allowance for such factors, we considered that
where the level of expenditure in a State was substantially higher
than that generally indicated by expenditure in other comparable
States, it should be the State’s responsibility to find further resources
for meeting part of the extra expenditure and the budgetary deficit
as assessed by us should not be covered entirely by grants under
Article 275 unless we found that the tax effort of the State in relation
to its per capite income was also substantially higher than that ot
States with similar per capita income and comparable conditions.

6.27 Several States asked us to consider allowing them a kigher
level of revenue expenditure on account of certain special factors.
These factors are mainly problems of border areas, refugee rchabili-
tation, large proportion of Scheduled Tribes and sparseness of popu-
lation. As far as border problems are concerned, many of them are
being looked after by the Union which has the responsibility of guarc-
ing the frontiers of the country and maintaining the necessary armed
and other forces. Border roads of strategic value are constructed
entirely from the funds of the Government of India and special grants
are also given to State Governments for their maintenance. In adai-
tion, the Government of India give special grants for development of
border areas. Nevertheless, the States on the horder, especially those
adjoining Pakistan and China, have to incur some extra expenditur:
for guarding against infiltration and sabotage and for seeing that the
people in the border areas are assisted in their problems. We have
kept this factor in view in assessing the leve] of expenditure of such

States.

6.28 In this connection, we mav mention that the Government of
Jammu and Kashmir had proposed a special provision of Rs. §20
crores for strengthening and re-organisation of police along the
border. These requirements are largely related to the existence of
a long cease-fire line with Pakistan and the security problems arising
therefrom. We took the view that where such problems exist, it
should be left to the Government of India to determine the gquantum
of further assistance for such purposes in the light of circumstances
existing from time t{o time. Another special liability of border States
for which some of them suggested provision, is on account of mainte-
nance of border roads. The responsibility of maintenance of border
roads of strategic value built by or at the instance of the Central
Government is at present that of the Government of India. We took
the view that maintenance of other State Roads in border areas was
the normal responsibility of the State Government concerned and no
special grant can be provided for this purpose as requested by one
State.
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6.29 As regards relief and rehabilitation of displaced persons, the
Government of India are making provision for this purpose in their
budget and they also give grants and loans to States. Such loans are
repaid only to the extent that the State Governments can 1ecover
them. We, therefore, did not see any reason for making a special
provision on this account.

6.30 As far as Scheduled Tribes are concerned, the first proviso
to Article 275(1) of the Constitution contains a special provision re:
garding granis for schemes to promote their welfare, and substantial
amounts are being disbursed to States under this provision. Special
loans are also being given to States for the welfare of Scheduled
Tribes. Besides, the Planning Commission makes special provision
both in State Plans and under Cenirally sponsored scheines for their
social and economic development. However, in view of the economy
of the Scheduled Tribes being largely a non-monetized economy and
their taxable capacity being lower than that of other sections of the
people, we have included the proportion of Scheduled Tribes popula-
tion in the weightage given to backwardness in our scheme for dis-
tribution of Union excise duties. We have also kept this factor
in view while considering the comparative levels of expenditure in
various States.

6.31 Some sparsely populated States represented to us that their
costs of administration and level of expenditure for maintaining an
efficient level of social services are high because of their relatively
larger area. In some cases, though their actual expenditure is not
high, that is due to their lack of resources and low level of services
which they are able to provide. We consider this factor is relevant
for assessing the level of expenditure and we have kept it in mind.

6.32 We found that more developed economic and social services
were one of the important reasons for the higher revenue expenditure
in some States. These services have been developed upto different
levels mainly due to historical reasons and different policies regard-
ing expenditure on Plan schemes relating to education and other
social services. Any contraction of such services is not desirable.
The States where such expenditure is high and which are in need of
grants under Article 275 cannot be expected to raise entirely by their
own efforts the additional resources for meeting the increased costs
for a number of years. We have therefore allowed in case of such
States a substantially higher level of expenditure as compared to
other States.

6.33 We now turn to the consideration of the net expenditure on
account of interest charges and returns from departmental com-
mercial schemes and other investments.” As indicated in paragraph
6-6 above, we have, following the principle adopted by the Fourih
Finance Commission, generally assumed that the full ampunt of in-
terest due would be received by the States from their Electricity
Boards. We also assumed recovery of interest on loans and advances
to other parties at a rate equivalent to the average rate of interest
payable by the State on its own borrowings. The bulk of the remain-
ing part of the States’ debt is accounted for by capital expenditure on
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departmental schemes of irrigation, road transport etc., and by 1n-
vestments in other corporations, companies and industrial concerns.
We have applied the principle similar to that adopted by the Fourth

Finance Commission in case of these investmenis. We consider that
in the case of multi-purpose river schemes (excluding the cost ajlc-
cated to fiood control) as well as irrigation (commercial), it should
he possible for the States to take measures to increase their receipts
so as to cover the working expenses on maintenance and management
as well as interest vn 1€ ¢ pii-l cuilay. Liany agriculturists have
been incurring higher costs in ootaining water from private sources,
and there seems to be no reason why public soucces of irrigation can-
not be managed more satisfactorily so as to produce returns which
can at least avoid loss. However, we have, for the present, assumed
that within the next five years it would be possible for the State
Governments to take steps to improve the returns for covering the
working expenses and interest at the rate of 2% per cent on the in-
vestment. As regards other departmental schemes and investments
of State Governments, we have assumed that on the whole there
would be no net loss and that these schemes and investments taken
together will yield returns and dividends which would at least cover
the interest charges on the capital involved.

6.34 The balance of the States’ debt, which s not covered either
by leans and advances or by outlay on commercial schemes or invest-
ments, is mainly represented by their capital expenditure on other
works Iike roads, buildings, social services ete. In some cases, this
debt is also partly due to miscellaneous development loans under the
Plan, and ad hoc loans given by the Government of India to cover the
unauthorised overdrafts of the State Governments. We have taken
the view that the burden of interest charges related to ad hoc loans
should not be taken into account for determining the need of the
State for grant under Article 275, and it should be left to meet on its
own the interest liability as well as repayment by making efforts
to curtail its expenditure and augment its revenues, As regards the
other debt, which is not covered by the State’s loans to others or its
investments and commercial schemes, it is clear that the States can-
not meet the interest charges except from their general revenues.
We found that the burden of such debt used for purposes not pro-
ducing any direct returns varied greatly as beiween different States.
We considered that it is desirable to keep the amount of such loans
used for unproductive purposes within a suitable proportion of the
States” own annual revenues. We have allowed interest on such debt
after limiting its amount to 50 per cent of the States’ own annual
revenues as assessed by us. In the case of Assam, Jammu and
Kashmir and Nagaland, such interest has been allowed on the whole
amount of debt as well as their unfunded debt.

6135 On the question of interest on fresh borrowings during the
five-year period, we have adopted principles similar to those adopted
for the existing debt at the end of 1968-69. The amount of such
borrowings, or the purposes for which the moneys would be utilised,
cannot be definitely estimated at this stage pending finalisation of the
Five-Years Plan. The State Governments (excluding Jammu and
Kashmir) have estimated the amount of such fresh loans to be taken
by them at about Rs. 3,500 crores. It is certain that a large amount
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of such loans will be in the form of Central assistance for the Plan,
and some Central loans would also be given to the States for other
purposes. We are of opinion that the use of loan funds should be
restricted mainly to the requirement of loans and advances to be
given by the States and for investment in their productive schemes
which can in the long run earn enough to meet their interest charges
at normal rates, in addition to working expenses and depreciation.
Interest on such schemes during the time required for construction
and a short gestation period thereafter, may have to be deferred or
capitalised if the State cannot meet it from the surpluses of other
schemes or its general revenues. But the returns in subsequent years
should be expected to meet this additional liability of deferred or
capitalised interest over a suitable period. In case of investments in
schemes like irrigation which may not be able to pay the full interest
charges for a considerable period, we consider that the terms of the
loans should be suitably fixed by the Government of India having
regard to the anticipated level of returns, and the interest may be
waived or kept at a low rate during the period of construction as
well as for a suitable period thereafter. The liability of interest in
such cases could also be deferred for a suitable period if the State is
unable {0 meet it from its other resources. We consider that in all
such cases the burden of interest on the outlay need not be taken
into account for the purpose of assessing the need of the State for a
grant urider Article 275.

6.36 Besides the loans used for schemes of revenue-yielding nature,
which we have dealt with in the foregoing paragraph, the States also
have to spend every year some amounts for capital expenditure on
non-revenue yielding assets like roads, buildings, flood control works,
etc. We are of the view that when such expenditure cannot be met
from available revenue surpluses, it should be permissible to meet it
from loans, and the intérest payment for such loans should be in-
cluded in the assessment of the revenue expenditure of the States.
‘The amount of loans which the States will utilise for such purposes
during the five-year period has not been settled and cannot be esti-
mated properly but we have assumed a total amount of about Rs. 235
crores during the five years for such loans to be taken by all the
‘States, and distributed it among them on the basis of population. We
have allowed full interest on fresh borrowings to this extent.

6.37 In the past, a considerable part of the loans taken by States
'has been used for meeting revenue expenditure instead of creating
assets, making investment in productive schemes or relending to
other parties on suitable terms. Substantial amounts have thus
‘been lent by the Government of India to the States in the form of
Miscellanecus Development Loans. Even a part of the assistance
given by the Government of India for meeting relief expenditure in
case of famine and other natural calamities is in the form of loans.
In recent years, several States have run into unauthorised over-
drafts with the Reserve Bank of India, partly as a result of deficits in
their revenue account, The Government of India have given ad hoc
loans to the States for covering the unauthorised owverdrafts. We
consider that the use of loan funds for such purposes is not desirable
in the interests of sound finance. We have therefore not made any
provision for interest on any borrowings for such purposes.
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6.38 We now turn to the question of proViSiOl'l fOI‘ amortlsafl()n Ot

the existing debt of the States as well as their likely borrowings in
the five-year period. In this connection, we wish first to indicate the

extent to which the total borrowings of States from the Central
Government and other sources have increased during the recent

vears, ag indicated below:

{Rs. crores}

1955-56  1060-61 106566 196869

{A) Public debt at the close of

the year
Loans from Central Govern-
ment . . . . 876-07 2015-81 4q100°92 5585-74
Others . . . . 272-68 586-44 1149-I1  1338-07
ToTar . . 1148:75 2602:25 525003 6923-81
(B) Unfunded debt . . . g3 19 134-93 194-82 30507

Interest payments by States

during the vear . . 322-98 86-73 207-20 339-C8

6.39 The Second and Third Finance Commissions were of the view
that it is not necessary to provide for amortisation of debts from
revenue when such provision has to come out of devolution or grants
under Article 275. The Fourth Finance Commission, however, took
the view that the amortisation of market borrowing of the State:
Governments must form part of their revenue liabilities. It consider-
ed that the guestion of including provision for amortisation of loans
in the revenue requirements of the States was not affected by the
source from which the revenues of the State are derived, whether
levied and collected by them or accruing to them by way of devolu-
tion of taxes or grants under Article 275. That Commission provided
for amortisation of market borrowings of the State Governments to
the extent of the provision made by them in accordance with their
budgetary practices. The Government of India have recently ex-
tended to other States, which were not making such provision, the
benefit of an equivalent amount for conversion of their Plan loans
into grants, in order to remove the disparity between the States re-
sulting from the procedure adopted by the Fourth Finance Commis-

sion.

6.40 The State Governments have in their forecasts submitted to
us asked a iotal provision of Rs. 1,222 crores for amortisation of all
their existing market loans as well a large part of their Central
and other loans and also their fresh borrowings during the five-year
period. The Chairman and one of our Members (Shri 6. Swami-
nathan) are of the view that il would not be appropriate to allow
any pros ision for the amortisation of debt as a liability on the revenue
account of the States for the purpose of determining their need for
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assistance under Article 275 of the Constitution. This is in accord-
ance with the view expressed by the Second and the Third Finance
Commissions. Their view is that the Centre should not be called upon
to make an addition to the grants paid to the States to enable them to
amortise from revenue any portion of their borrowings. States which
have genuine revenue surpluses would, however, be free to make
such provision for amortisation as they consider possible. Although
the Fourth Finance Commission made a departure and allowed some
amortisation provision in accordance with the then existing practices
followed by the States, and the Government of India also granted
further amounts to certain States where the provision taken into
account by that Commission was inadequate, there is no reason why
the Centre should give grants to States to enable them to repay their
loans. It would be for the States themselves to raise adequate re-
sources in order to meet amortisation charges and if this is not found
‘practicable to repay their loans out of fresh borrowings. Apart from
this, any scheme of amortisation confined to market loans will confer
a greater benefit on the more advanced States which are in a befter
position to borrow from the open market.

6.41 It is no doubt desirable that such capital outlay as has been
incurred ' on non-revenue-yielding assets should be written off to
revenue over a suitable period of years, but the Finance Commission
as such is not in a position to assess the extent to which the capital
outlay should be treated as wholly unproductive. This examination
should be entrusted to an expert Commitiee with which a represen-
tative of the Comptroller and Auditor-General of India should pre-
ferably be associated. It is desirable that such an examination is
initiated by the Government of India as early as possible and suitable
criteria laid down for future guidance. Pending such an examination
the Chairman and Shri Swaminathan are of the view that it would
be unnecessary to include any provision for amortisation in deter-
mining the grants-in-aid to be paid to the States. They are not in
favour of the Commission themselves making a provision for amorti-
sation or for writing off unproductive capital expenditure on an ad
hoc basis, as this will not cover the entire amount of such expendi-
ture and cannot solve the problem.

6.42 The remaining three Members of the Commission do not
agree with the views expressed on this question by the Chairman and
Shri Swaminathan. The view taken by these three members and
their recommendations in this regard are as indicated in the following

paragraphs. .

6.43 After careful consideration of the viesws expressed on this
question by the Second and Third Finance Commissions, they are of
opinion that though the amounts of devoluiions and grants under
Article 275 are transferred to the States from the Union under rele-
vant orders of the President or relevant legislation of Parliament,
thev are as much a part of their own resources as the revenue derived
by them under their powers of taxation and from other sources avail-
able to them. The devolution of taxes and statutory grants has been
incorperated in the Constitution as a part of the scheme of distribu-
tion of revenues between the Union and the States. They are, there-



K]

fore, in agreement with the view taken by the Fourth Finance Com-
mission that the gquestion of provision for amortisation of loans is not
affected by the sources from which the revenues of the States are de-

rived, whether levied and collected by them or accruing to them by
devolution of taxes or grants under Article 275. They consider, how-
ever, that the provision for amortisation should be more properly
related to the purpose for which loan funds are utilised, rather than
the source from which the loans have been obtained. Apart from

the normal use of borrowed funds by States for making loans and
advances to other parties and for capital outlay on departmental
commercial schemes and investment in corvorations, Electricity
Boards, ete., the States have also to find funds for their capital ex-
penditure of non-revenue-yielding nature. They consider that when
sufficient surpluses on revenue account are not available, there can
be no objection to the use of borrowed funds for this purpose tc a
limited extent having regard to the annual revenues of the States.
It is for this reason that the Commission has provided for interest on
only a part of that portion of the existing debt which is not covered
by loans and advances given by the State Governments and their
productive capital expenditure and investments. On the same basis,
the Commission has also provided for interest on a suitable amount
of fresh borrowings in the next five years as explained in paragraph
6.36 above. They are, therefore, of opinion that provision should be
made for amortisation, or repayment from revenue, of existing debt
not covered by such revenue-yielding investments and loans, and of
fresh borrowings utilised for such purpose. They have accordingly
decided to include necessary provision for this purpose in assessing
the revenue requirements of the States. In doing so, they have
limjted the amount of existing debt to be amortised to fifteen times
the annual provision for the five-year period which the Commission
has assumed for such loans and they have calculated the amounts
required on the basis of amortisation over a period of 20 years in
each case. They have also taken care to see that in cases where the
total amount of productive investments and loans of a State is less
than the amount of its Central debt (excluding ad hoc leans), the
balance of the Central debt is also excluded from the remaining un-
productive debt, so that the provision made by them should not in-
volve the repayment or amortisation of any part of the Central debt
of the States.

6.44 While they have made only a limited provision for-the amor-
tisation of loans used for non-revenue-yielding purposes, they wish
to emphasise that it would be desirable for the States, in the interest
of improving their finances, to make larger provision for amortisa-
ticn of their loans to the maximum extent possible, having regard to
their revenue positien, and that the amounts so provided in their
budgets should be either used for repayment of the loans or he ear-
marked and kept invested separately from their cash balances so that
the monevs become available for meeting their liability for renay-
ment in due course.

6.45 The amounts included as provision for amortisation or repay-
ment of debt, including fresh borrowings in the five-year period, in
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the assessment of the revenue requirements of the States in accord-
ance with the view taken by the majority of the members of the
Commission, are as given below:

Provision for amortisation

(Rs. crores)

State Amount
Andhra Pradesh . . . . . . . 1:20
Assam . . . . . . . . 334
Bihar . R . . R . . . 12-02
Gujarat . . 0-69
Haryana . . . . . . . . 1-73
Jammu & Kashmijr . . . . . . 024
Kerala . . . . . . . . 478
Madhya Pradesh . . . . . . 912
Maharashtra . . . . . . . I-32
Mysore . . . . . o738
Nagaland . . . . . . . . 0-01
Orissa . . . . . . . . 496
Punjab . . . . . . . . 0-37
Rajasthan . . . . . . 568
Tamil Nadu . . . . . . . 1-12
Uttar Pradesh . . . . . . . 2:45
West Bengal . . . . . . . -85

ToTtaL . . . . . 5966

These amounts are exclusive of the provision which have been
made in the case of zamindari abolition bonds and the provision made
in case of Rajasthan equal to the receipts from sale of lands mainly
in the Rajasthan Canal Project for reducing the capital at charge.

6.46 Having expressed our separate views regarding the question
of amortisation, we wish to indicate that we have, in assessing the
revenue receipts and expenditure of the States and applying the
principles and general conditions explained in the preceding para-
graphs, particularly kept in view the special problems of the States
of Assam, Jammu and Kashmir and Nagaland. We have tried to
treat their needs and requirements with as much care and considera-
tion as possible. The grants which we are recommending for these
States are of a much larger magnitude than would ordinarily be
justified in case of other States of similar size or having similar
resources. We hope that these three States also will, on their part,
make efforts to increase their resources and exercise better fiscal
management and proper economy consistent with efficiency ‘and take
steps to improve the returns on their investments so that their finan-
cial position may steadily improve and in course of time they may be
enabled to have more adequate revenues to improve their social and
administrative services,
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.47 After assessing the forecasts of the revenue receipts and non-
Plan revenue expenditure of the States and making suitable adjust-

ments in accordance with the principles and general considerations
.explained in the foregoing paragraphs, we have come to the conclusion
that States of Andhra Pradesh, Assam, Jammu and Kashmir, Kgrala,
Nagaland, Orissa, Rajasthan, Tamil Nadu and West Bengal will be
requiring grants-in-aid under Article 275 of the Constitution. As we
have modified the estimate of the States’ requirements havirg regard
to several considerations and assumptions, their existing budgetary
requirements will not be covered by their own resources along with
the devolutions of taxes and grants under Article 275 as worked out
.on this basis. As explained in paragraph 2.24, we consider that in
such circumstances it is desirable for maintaining administrative and
social services that the States should be given further assistance for
some time during which they may be expected to take eflective inea-
sures for improving their finances. We, therefore, consider it neces-
sary to recommend larger sums as grants to these States for the
earlier vears and suitably reduced amounts during the subsequent

years.

6.48 In the case of Mysore, the surplus after taking into account
the amount of transfers comes to a nominal amount of Rs. 258
crores. The average amount of devolutions to this State during the
five-vear period would be less than the average annual amount of
devolution of taxes and grants which it would have received on the
basis of the recommendations of the Fourth Finance Commissicn. We
consider it desirable that this State also should be given some fur-
ther assistance on a diminishing basis, so as te allow the State some-
timz in which it can make suitable adjustments in its firancial
arrangements.

'6.49 In accordance with the assessment of the States’ revenue
resources and their reguirements on revenue account for non-Plan
expenditure, including the provisions mentioned in paragraph .45
above, 'we find that, besides Mysore, the following States will, after
the transfers to them by devolution of taxes as well as their share
of the grant in lieu of tax on railway passenger fares and the pro-
ceeds of additional excise duties as recommended by us, having sur-
pluses during the five-yvear period as indicated below. We do not,
‘therefore, recommend any grant to the following States under
LArticie 27h —

Sirplvs
State (Rs. crores}

Bihar . . . . . . . . 199-46
Gujaral . . . . . . . . 158499
Harvana . . . . . . . . 76-88
Madhva Pradesh . . : . . . 15.09
Maharashtra . . . . . . . 41929
Punja’ . . . . . . . . 117-22
Uttar Pradesh . . . . . . 280-87

ToTar, . . . . . 1270 *80

B—60 M. of Fin.
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Ot these States, Haryana, Maharashtra and Punjab had a 1evenue
surplus according to our assessment, even without devolutions. The
level of expenditure in Bihar and Uttar Pradesh was found to be
low, and the deficits of these two States, as assessed by us, were much

smaller than the devolutions which the ill get i
principles adopted by us, Yy will get on the basis of the

6.50 After making the assessments of the forecasts of revenue
receipts and non-Plan revenue expenditure of the States as indicated
in paragraph 6.47, and taking into account the provisions mentioned
in paragraph 6.45 to the inclusion of which the Chairman and
Shri Swaminathan do not agree, we recommend that the following
States, which will be in need of assistance after the transfers to them
by devolution of taxes and their share of the grant in lieu of the tax
on railway passenger fares and the proceeds of additional excise duties
as recommended by us, be paid sums specified against each of them
as grants-in-aid of their revenues in the respective years indicated
below under the substantive part of Clause (1) of Article 275 of the
Constitution:

(Rs. crores)

Total Grants-in-aid to be paid ‘n
of the
sums to
State be ltnlflud 196Q-70  1970-71  1971-72  1972-73  1973-74
in the .
five years

1 2 3 b4 5 6 7
."‘J-

Andhra Pradesh . 65-01 ‘15754 14°27 [3:00 1I+73 1047
Assam . [01-97 @6;8 20-60 20-39 2019 19°99

Jammu & Kashmir 7368 1581 15-77 14-74 1370 1266
KE?f "t . dg6s 993 9-93 9'93 9'93 9-93
Mysore . . . 17:99 6-48 504 3-60 216 o071
Nagaland . . 77-95 ¥7-40 1649 15:59 14-69 13-78
Orissa . . . 10467 451 22°72 2094 19'14 17-36
Rajasthan . . 514y 1236 11-33 1030 9-27 8-23
Tamil Nadu , . 22-82 6+61 5:%9 4+ 56 354 252
West Bengal . 72:62 7.2 -29 18-41 14-52 10-64 676

ToTaL 637-85 15273 140-I5 127°57 114+99 10241

These sums include the amounts required to cover the residual
deficits of the States on the basis of the assessments made by us,
which have been distributed in equal instalments over the five
vears. They also include supplementary amounts whiqh. have be;en
aliowed on a diminishing basis as a measure of transitional assist-
ance to the States in respect of losses on departmental commercial

schemes and investments, recovery of interest and loans, lower fax

et and ughr el of xpende, fr yhih sflsmety mom

made by us in the assessment of their



CHAPTER 7

TAXES AND DUTIES UNDER ARTICLE 260 OF THE
CONSTITUTION

7.1 Paragraph 4(h) of the Order of the President requires us to

make recommendations as to the seope for raising revenue from the
taxes and duties mentioned in Article 269 of the Constitution but
not levied at prasent.

7.2 Article 269 mentions the following taxes and duties: —

(a) Duties in respect of succession to property cther than
agricultural land;

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

(c) Terminal taxes on goods or passengers carried by railway,
Sea or air;

(d) Taxes on railway fares and Ireights;

(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
advertisements published therein;

(g) 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,

7.3 Of these taxes and duties, those mentioned at (b) and {g) are
already being levied and they are therefore outiside the purview of
the matters referred to us. In regard to item (c), a terminal tax on
passengers carried by railway from or to a place of pilgrimage, ete.,
is being levied under the provisions of the Terminal Tax cn Rallway
Passengers Act, 1956. We considered whether we could examine the
scope for raising revenue from thig source. Although such a tax on
passengers carried by railway falling under item (c¢) of Article 269(1)
of the Constitution is in force, the Act itself restricts the levy of the
tax to places of a particular category, namely places of pilgrimage,
or places where fairs, melas or exhibitions are held; and the Govern-
ment have no general power under the Act to levy terminal
tax on passengers carried to other categories of towns. The existing
law does not thus cover most of the towns to or from which raillway
passengers are carried, and the field of taxation has been limited to
a part of the available field over which the tax could be levied. We
have therefore taken the view that we are required to consider this
item also insofar as the levy of such tax in respect of other places
is concerned, and to make recommendations regarding the scope for
raising revenue therefrom.

67
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7.4 We invited the views and suggestions of the State Govern-
ments on the scope for the levy of the taxes mentioned in Article
269; and the views expressed and suggestions made by them have
been taken into account in making our recommendations in respect
of eacn itemn. At the outset we may mention that there seems to
be an impression among some of the ‘States that the Government of
India have not shown sufficient interest in the field of taxation
covered by this Article in which the whole proceeds are assigned to
the States. One of the States pointed out that while taxes mention-
ed in this Article have not been levied, some new taxes have been
introduced which are essentially taxes on income, but do not form
a part of the divisible pool of income-tax, e.g., gift tax, wealth tax,
and expenditure tax. Our examination of the matter does not show
that there has been lack of interest in exploiting this part of the
States’ sources of revenue. In fact, two of these taxes are being levied
at present The inclusion of this item in our terms of reference also
appears to indicate a desire on the part of the Government of India

to explore the possibilities of raising revenue from taxes under
Article 269.

7.5 We now proceed to examine the scope of raising revenue from
each item of taxes and duties mentioned in this Article, other than

estate duty in respect of non-agricultural property and inter-State
sales tax. :

I. Duties in respect of succession to property other than
Agricultural Land

7.8 ‘Though succession duties and estate duty in resnect of pro-
perty other than agricultural land are both specified in Article 269,
their incidence falls on the same object, namely, property passing
on the death of the owner to his successors. In the case of succes-
sion duties, the levy would be based on the parts of an estate devolv-
ing on each of the successors, while in the case of estate duty the
levy is regulated by the value of the whole estate, though recovery
of the duty is made from all the persons benefiting by the estate.
Estate duty is already being levied and we think that there would
be no particular advantage in levying succession duties also.

II. Terminal taxes on goods or passengers carried by Railway,
Sea or Alr

(i) Terminal taw on goods carried by railway:

7.7 Although terminal taxes on goods or octroi duties are being
levied since long by a number of local bodies, a separate terminal
tax on goods carried by rail has not been imposed so far by the
Government of India. :

78 Different views have been expressed by the State Govern-
mentg regarding this item. While some are in favour of the levy,
some others consider that this tax is regressive in nature; still
others feel that the revenue realised from this levy may not be. very
significant. We also consulted the Rallway Board, who are likely
to be affected directly by this levy and who will also he the agency
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for its collection. They pointed out that in the event of levy oI ter-
minal tax on goods carried by railway, it will be necessary tc en-
sure that the States also impose simultaneously a parallel tax on
goods carried by road, so as not to disturb to the disadvantage of
the ralways the existing relativity between transport charges by
rail and road. They stated that the levy of a parallel tax on passen-
gers carried by road had already run into difficulties and the States
might nol be agreeable to levy a parallel terminal tax on goods car-
ried by road. They also informed us that the question cf levy of a

terminal tax on goods carried by rail was considered by the State
Finance Secretaries in August, 1957, and it was envisaged that cer-
tain articles of necessity and common consumption would have to he
exempted from the purview of the tax. The Railway Board pointed
out that if excmptions have to be granted in respect of such com-
modities, which at present constitute quite a substantial part of
goods traffic on railways, then levy of the tax on the remaining
commodities might not be financially attractive. Further, it was
poinied out that the proceeds from this tax would go to local bodies
concerned and the State Governments might not derive benefit

therefrom.

7.8 We consider that the fact that proceeds from the terminal
tax on goods are to be passed on to the iocal bodies should not stand
in the way of levy of the tax, if otherwise justified. To the extent
that the revenues of local bodies are increased on this account, the
need for grants to be given to these bodies by the State Govern-
ments would be reduced. We are, however, of opinion that a ter-
minal tax levied on goods carried by railway would be administra-
tively inconvenient, as it would involve collection of tax at differ-
ent rates according to destinations, and separate accounting of re-
ceipts to be transferred to each State for different loczl areas there-
in. It would be far simpler for municipal bodies to suitably modify
their octroi or terminal tax rates, or, preferably, impose some levy
on the sale or consumption of the goods entering their territorial

Emits.

(i) Terminal tax on passengers carried by railway:

7.10 We were informed that a proposal to levy terminal tax on
railway passengers travelling a distance of not less than 150 miles
to cities with a population of 3 lakhs or more was considered by the
Government of India in 1956, but it was not proceeded with at that
time in view of periodical increases in the railway fares. It was esti-
mated then that about Rs. 2:5 crores could be realised from the pro-
posed levy. It was also jsnvisaged that a parallel fax would be
levied by the State Governments on passengers carried by road. The
Ministry of Raiways are of the view that when a terminal tax is
levied on railway passengers., it would have {o be accompanied by
a parallel tax on passengprs coming by road transport, or enhance-
ment of the rrte of <uch tax if alreadv levied. so that the relativity
of the fares charged by the railway and road transport is maintain-
ed. It has also been pointed out to us that the possibility of impos-
ing this tax has to be considered in the context of the total fares
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payable by railway passengers, in which there have been a number
of increases recently, The administrative difficulties in collecting
the tax and the need for equalisation of the tax structure with taxes
levied on road transport would also have to be taken into account.

7.11 We have tried to estimate the likely revenue from a termi-
qal tax on passengers carried by railway, on the basis of informa-
tion furnished by the Railway Board about the numbers of passen-
gers of each class other than suburban passengers in the year 1967-
68, originating from cities having a population of more than one
lakh according tu the Census taken in 1961, It has been stated by
that Board that, over a period of time, the numbers of passengers
originating from and those terminating at any place may be assum-
ed to be not significantly different. On the assumption that the ter-
minal tax would be levied on non-suburban passengers travelling
over distance exceeding 50 Kilometres at rates similar to those at
which such tax is at present levied on pilgrims, the likely revenue
may be of the order of Rs. 5 crores per annum. Having regard to the
administrative difficulties and inconvenience involved in collection,
and the need to levy a corresponding tax on passengers travelling
Eﬁr road, we are of opinion that it would not be worthwhile to levy
is tax.

(iii) Terminal tax on goods and passengers carried by sea:

712 We examined the scope for the levy of a ferminal tax on
goods and passengers carried by sea on the basis of the facts avail-
able to us. The Ministry of Shipping and Transport have pointed
out that the coastal passenger traffic is mainly in the Konkan sector
and there have been persistent complaints that the fares are already
high. Thern: is overseas passenger traffic only on a few routes. With
the exception of India/U.K./Continent route, passengers on other
routes are mostly deck passengers. A passenger welfare cess is al-
ready being levied at Rs. 1 per unberthed passenger snd Rs. 2 per
saloon or cabin passenger.

7.13 We have estimated that even if a terminal tax is levied at
Rs. 2 to Rs. 5 per deck passenger and Rs. 10 to Rs. 15 per saloon or
cabin passenger, the yield is not likely to exceed half a crore of
rupeey, We are of opinion that a revenue of this order would not
justify the imposition of such tax on this mode of transport only.

7.14 A terminal tax on goods carried by sea can be levied either
on the goods exported from or imported into the country or on coast-
a] traffic. Such imports and exports as well as coastal traffic are
already subject to various charges at the ports. The volume of goods
shipped or landed at such ports is dependent on many factors of
location, communication, ete., and is related to the trade and indus-
try of the various regions in the hinterland served by the ports. In
view of this larger impact of the shipping cargo traffic we consider
that the levy of a terminal tax for the benefit of the ports only
would not be justified, and no such tax net.ed be levied in addition
to the port charges and other fees already in force.
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{iv) Terminal tax on goods and passengers carmied by air:

7.15 The incidence of terminal taxes on
) ] ; goods and passengers
carried by air weuld fall on the internal air traffic at many airp%rts

in the country as wel] as internationa] traffic at a small numi

airports. The internal traffic is mainly with Indian Airlinrcr—:lsoerCo(ljE
pora.tlon wh;le the international traffic is carried by Air India and
the.mterl}a‘flonal airlines operating in India. The Government of
India (Ministry of Tourism & Civil Aviation), Air India and the

In(.ha.n Alrlines have expressed the view that, having regard to the
existing levies on the air industry, there is little scope at present to
introduce any new tax, particularly in the context of the need to
attract more foreign tourists and to promote civil airlines activity.

7.16 It is further urged that any levy on passengers or cargo at
airports ought to be related to the facilities provided for them at the
airports. The facilities provided at present in India are inadequate
compared to many airports abroad.

VAN As regards internal traffic, it is stated that such levy would
hamper full utilisation of the increased capacity expected as a result
of introduction of large capacity jets in India. It will also dis-
courage growth of cargo traffic by air. The levy, therefore, would
not be in the interest of growth of civil aviation in the country.
There is already a fee of Rs. I5 per head levied on passengers leav-
ing India for destinations abroad by air from the four international
airports in India. Further, such terminal tax is levied in very few
other countries.

7.18 We think that while there is force in some of these argu-
ments, a moderaie terminal tax on passengers carried by air cannot
be ruled out on these grounds. However, a terminal tax on passen-
gers levied at Hs. b per passenger on internal flights and Rs. 25 per
passenger on international flights is estimated to yield about Rs. 2}
crores only. In view of the small yield and as wwe are not recom-
mending levy of a similar tax on passengers using other modes of
transport. we think that levy of such a tax would not at present b
expedicnt. As regards the levy of a terminal tax on air cargo, we
feel that such a measure would not be advisable at ihis stage when
this mode of transport of goods is still not sufficiently developed.

II1. Taxes on Railway Fares and Freights

(i) Tax on reilway fares:

7.19 In Chapter 2 of our interim Report we referred to the re-
presentations made by a number of States about the inadequacy of
the grant in lieu of the repealed tax on railway fares and the sug-
gestions made by some States for the revival of the tax. _Before con-
sidering the matter in the present context, we may brieflv recall
the history of its levy and its subsequent abolition.

790 A tax on railway fares was levied in 1957 as a percentage
of the fares and was recovered as an addition to the fare. The rates
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of tax were:—
{1) Passengers travelling on season tickets . . . Nil

(2) Passengers u'avelhng for distance upto 15 miles
(inclusive) . . . Nil .

(3) Passengers travelling for dlstanccs from 16 mﬂes to
30 miles (inclusive) . . . 5% of fare.

(4) Passengers travelling for dlstanccs fmm 31 miles to
500 miles (inclusive) . . . 15% of fare

(5) Passengers travelling for distances over 500 miles 10% of fare

(6) Passengers rravelling on mileage coupons . 128% of cost of the
colpons.

The tax was in force till the end of 1960-61.

7.21 In 1960 the Railway Board represented to the Railway Con-
vention Comrnittee that in orac: to enable the Railways to obviate
the necessity of making up the shortfall in their surplus in the
quinguennjum i9¢1—66, and to avoid the continued financing of the
Railway Development Fund through loans from General Revenues,
it was necessary to allocate to the railways the entire proceeds of
the passenger tax to be collected in the period 1961-66, which were
estimated to be about Rs. 70 crores. The Board suggested that the
tax should be merged with existing fares, so that the proceeds
accrue to the Railways in the first instance in the ordinary way;
and that the Raillways may be required to make every year a special
payment, for transfer to the States, equal to the average collection
of passenger tax during the three years 1958—61 (or ¢ven the maxi-
mum collection of the three years, as may be decided).

7.22 On the basis cof these suggestions the Railway Convention
Committee, 1960, recommended that the passenger tax at the then:
existing rales might be merged with passenger fares from 1st April,
1961 and that the State Governments should be paid a fixed grant of
Rs. 12-50 crores per year during the quinquennium 1961-66 repre-
senting the average of the actual collections for the years 1958-59
and 1959-60. This was on the consideration that the States, to whom
the proceeds from this tax were payable, were likely to have includ-
ed this source of income as part of their resources for purposes of
the Third Five Year Plan.

7.23 Consequent on representations made by the States to the
Fourth Finance Commission, the Railway Board suggested to the
Railway Convention Committee, 1965, that the grant may he raised
to Rs. 16-25 crores, keeping in view the rate of increase in traffic
during the five years 1960-61 to 1964-65 and the expected increase in
subsequent years. For this purpose it was suggested that the Rail-
ways should pay to the Government of India an amount egual to
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cne por cent of the capital at charge on 31-3-1664, cut of which
ERs. 1625 crores may be paid as grant to States in lieu of the repeal-
ed tax and the balance of about Rs. 1-50 crores may be utilised to

assist the States to provide thewr share of the cost of Railway safety
works. The Railway Convention Committee approved this sugges-
tion.

724 In their memoranda submitted to us the States have urged

that either the tax on railway fares be reintroduced at the same
rates at which it was levied in 1957-58, or the quantum of the grant
in lieu of the fax may be increased and fixed as a percentage of the
rajlway passenger earnings, such percentage being fixed on the basis
of actual tax collections and passenger earnings in the years upto
1960-81 prior to the repeal of the tax.

7.25 Fron the data available to us, it appears that during the
three years 1858-59 to 1960-61, the yield from this tax ccnstituted
10-0Z per cent 1o 11-69 per cent of the total noa-suburban passenger
earnings of railways, inclusive of the tax. Tuse average for the
three years comes to about 10-7 per cent. On this basis the amounts
payable to the States in lieu of the tax would he higher than the
fixed grants recommended by the Railway Conveniion Committees,
and would be of the order of Rs. 25 crores at present.

.26 A new Railway Convention Committee has been set up in
December, 1968. We exppcted that their recommendations in regard
to the grant {o be paid to the States from 1969-70 onwards would be
available to us before completion of our work, but it is understood
that the Commitige’s report would not be available for some months.

7.27 We discussed with representatives of the Railway Board the
suggestions of the States that either the tax should be reintroduced
or the quantum of the grant in lieu of the tax increased. The Rail-
ways have in recent years been incurring heavy losses. It was re-
presented to us that tbe cost of passenger services had increased
considerably, and that whatever additional revenues could be
obtained by increase in fares would have to be utilised by them
towards meeting the increased cost of operation. Further, they stated
that their experience was that whenever fares were increased, there
had been a set back in the rate of growth of passenger {raffic and
they felt that the reintroduction of the tax would affect the raflway

finances adversely.

7.28 It appears to ug that the quantum of the grant would have
been higher than Rs. 12-50 crores if it had been fixed on the basis of
actual tax collections during the three full years in which the tax
was in existence. The subsequent revision in 1965 also was not re-
lated to the increase in total passenger earnings but it took into ac-
count the increase in passenger traffic. Due to the substitution of
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the tax by a fixed grant, the States do not get a benefit proportion-
.ate to what they could have expected from the tax which was levied
under Article 269 the proceeds of which are wholly assignable to
States. In view of this, their desire for reimposition of the tax can
be regarded as legitimate, Nevertheless, we have also to consider
the mmplications of an increase in passenger fares at the present
Juncture and its adverse effect vn the economy. We consider that in
view of what has been represented to us regarding the unsatisfac-
tory state of Railway finances during the last few years and their
increased expenditure commitments, there is no scope for the reim-
Jposition of the tax on railway passenger fares in the present cir-
cumstances. We suggest, however, that this question may be re-
viewled by the Government of India if and when the railway finan-
weg show sufficient improvement,

7.29 As regards the States’ suggestion for increase in the quan-
tum of the grant as an alternative to the reimposition of the tax, we
‘had intended to consider the matter while examining the juestion
of scope for raising revenue from this source under item (h) of the
terms of reference. However, as stated above, we have taken the
view that in the present circumstances there is no scope for reim-
position of the tax. The question of determining the quantum of

"-fhe grant does not also, strictly, fall within the purview of hem (h)

.of our terms of reference. We have no doubt that the Railway Con-
vention Committee will take into account the views of the States as
well as the representations of the Railways in this regard.

{ii) Tax on railway freights:

.30 A tax on railway freights would in effect amount to a general
increase in the railway freights. The difference between a 1ax on
railway freights and the terminal tax, which we have dealt with
zarlier in this Chapter, is that the former is leviskle on the freight
.chargeable for carriage of goods irrespective of the place of origin
or destination, while the latter is leviable at fixed amounts with
reference to specified places. The levy of a terminal tax would have
the effect of raising prices of commodities in some places only; but
the levy of a tax on freights would result in a general increase in
the prices of commodities transported according to the distances
-covered. It would also increase the differences in prices prevailing
in different regions due to increase in the cost of transport. Besides,
such a tax will have a cumulative effect in many cases as it will be
leviable on raw materials as well as on goods manufactured
therefrom.

7.31 During the First World War a tax in the form cf a surcharge
on freights charged by Railways and inland steam vessels was impos-
ed on certain commodities. This tax was discontinued in 1922.

7.32 It has been urged before us by the Railway Board {iat the
Indian Railways’ freight structure has been so framed zs to assist
industrial and agricultural development of the country. Coal, for
instance, is being carried at a rate which does not cover even the
-.cost of carriage. Other instances of low-rated commodities are ores,
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manures and fodder. Such liberal treatment is aHOWEd by the raﬂ'

ways because the materials are used for industry, and if r:tes are
inCreased upto the level justified by the cost of transport, there

would be general increase in prices which would impede economic
development.

7.33 The Railways feel that if there is any scope for the levy of
the tax it can equally be said that there is scope for ¢n increase in
the freights, and in the present State of Railway finances such scope
should be utilised for the purpose of improving railway revenues
rather than for levy of a tax on freights. Another point inade by
them is that a levy on the freights should be accompanied by a
parallel levy on the goods freight charged by the road operators.

7.34 We are of opinion that the freight structure should be con-
sistent with the requirements of economic development of the coun-
try as a whole and it should conform to the objeciives of the eco-
nomig policies of Government. We are inclined to the view that,
having regard to the position of railway finances at present, the levy
of a tax on railway freights is not desirable, particularly as a large
portion of the traffic, e.g., foodgrains, coal and coke and ores may,
for policy reasons, have to be exempted. Such a tax would increase
costs of transport which is not desirable in the interest of general
economic policy, and it would also necessitate a corresponding tax
on road freights. We feel that in order to derive more revenue for
the Union or State exchequers, the increased levy of Union excise
duties and State sales taxes would be preferable to a tax on freights
for carriage of goods.

IV. Taxes other than stamp duties on transactions in stock-exchanges
and futures markets

(i) Tax on transactions in stock-exchanges:

7.35 Since 1957 all security markets are governed by the Sccurities
Contracts (Regulation) Act, 1958, under which only stock-exchanges
recognised by the Central Government are permitted to function.

7.36 There are two types of transactions in securities on stock-
exchanges—those for spot or hand delivery and the others for
clearance. The transactions for the purpose of investments are made
for spot or hend delivery, while the transactions for clearance are
of a speculative nature. Apart from the brokerage, the purchases or
sales of securities in stock-exchanges are at present subject to certain
levies. The Government of India levy stamp duty on the actual
transfer of shares and debentures under entry 92 of the Union List
in the seventh Schedule. Some State Governments levy a stamp duty
under entry 63 of the State List on instruments relating to purchase
and sale transactiong in shares, debentures and other securities. Item
(e) of Article 269 relates to taxes other than stamp duty which may
be levied on transactions in stock-exchanges and futures markets.
The levy of such tax on transactions in stock-exchanges under Article
269 would be in addition to the stamp duty levied by State Govern-
ments on the instruments relating to the transactions. The rate of
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stamp duty levied by the Government of India on transfer of shares,
is 25 paise per Rs. 100 or part thereof. The rates of stamp duties.
levied by State Governments on clearance lists of transactions in
stock-exchanges vary from 20 paise for Rs. 5,000 or part thereof in the-
case of Calcutta stock-exchange to 20 paise for Rs. 2,500 or part
thereof in the case of Ahmedabad stock-exchange.

7.37 We invited the views of the State Governments on the levy
of this tax. Some of the States were in favour of ihis levy, while
some others felt that the yield from this tax would not be substantial
or that such levy would not bring any advantage to them in the
absence of stock-exchanges or futures markets in their area.

738 We also invited the views of the various stock-exchange asso--
clations in the country. They have all expressed opposition to any
fresh levy on the stock-exchanges transactions. According to them.
even the existing stamp duty levied by the State Governments is.
prejudicial to the proper working of stock-exchanges.

7.39 We have been able to get statistics relating to the number
of securities purchased or sold in stock-exchanges during the years
1966-67 and 1967-68, but we could not get complete statistics regard-.
ing the value of such transactions. Due to the large volume of pur-
chase and sale transactions which are entered into on the basis of’
daily price fluctuations, the rate of any tax under this item can be
only of a low order similar to the rate of stamp duty levied by the
State Governments on such transactions. Assuming the same rates
of tax, the total revenue likely to be realised from this source would'
not be more than a crore of rupees per year. Since the stamp duties
are already being levied by some State Governments on clearance
lists and contract notes relating to transactions in stock-exchanges
and there is already in existence machinery for collection of such
stamp duties, we feel that further scope, if any, for revenue from
these transactions could be betier exploited by an increase in the rate:
of such stamp duties, and it is not desirable to introduce a separate
tax under Article 269 on such transactions.

(i) Tax on transactions in futures markets:

7.40 The forward contracts in the country are regulated by the
Forward Contracts (Regulation) Act, 1952 This Act is primarily
concerned with the regulation of forward contracts other than non-
transferable specific delivery contracts in notified commodities other
than securities. It also provides for the regulation of non-transferable
specific delivery contracts if considered necessary by Government.
At present futures trading under recognised or registered associations
is permitted under the Act in cotton seed. linseed, castor seed, coconut
oil, turmeric, pepper, jute goods, kapas and kardi seed.

7.41 The rate of a tax on transactions in futures markets has
necessarily to be very moderate as in the case of transactions in stock-
exchanges. It is estimated by the Forward Markets Commission that
a tax of 25 paise for every Rs. 10,000 value of transactions would
yield a revenue of about Rs. 16 lakhs only. In view of such small
yield, we consider that it would not be worthwhile to impose the tax,.
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aand that such levy could be justified m:ore 25 a regulatory measure

‘tather than on revenue considerations.

V. Taxes on the sale or purchase of newspapers and on advertise-
ments published therein

7.42 According to the twelfth annual report of the Registrar oL
Newspapers for India, at the end of the year 1967 there were in exist-
-ence 9,315 newspapers in India, and 2,363 periodical publications

which were nol newspapers in the full sense of the term. The total

~eombined eirculation of newspapers during that vyear was 258 17
lakhs, out of which about half the eirculation was accounted for by
dailies and periodicals having news interest having a circulation of
less than 153,000 caly. About three fourths of the eirculation relates
“to newspapers in Janguages other than English.

743  The Taxation Enquiry Commission who examined the gues-
£ion in 1952 had felt that a sales tax on newspapers would entail a
degree of hardship disproporticnate to the revenue, particularly on
newspapers with smaller circulation, to which category belonged most
of the newspapers published in vegional languages. They were of
-opinion that such sales tax or a tax on advertisements in newspapers
wouid not at that stage be worlhwhile, having regard to the fairly
widzspread opposition which might be expected and which, ex
hypothest, would be vocal.

744 Many States have expressed themselves in favour of a levy
-on sale or purchase of newspapers. Others {eel that the newspaper
reading habit has not yet spread sufficlently and any tax on sale of
newspapcis would retard improvement in this regard. As regards
the tax on advertisemenis punlished in newspansars, some States are
of the view that such tax would affeci the vevinues of small news-
papers. A number of Statzs arve, howaver, in favour of this levy and
have nointed out that the burden of the (ax would fall on the adver-
tisers and not on publishers. The advertisers being mastly companies
and husiness concerns, the addition of the tax would not make any
material diffevence to them. Adveriisement agents also abtain large
commissions and part of the incidence of the tax could be asbsorbed
by them.

7.45 The Ministry of Information and Broadcasting, Government
of India, have stated that newspaper readership in the couniry is low
and confined primarily to large cities and towns. A vast majority
-of our people are unable to subscribe (o newspapers. Therefore, any
taxation on the sale of newsbapers is likely to hit their existing low
sales and circulation and restrict the dissemination of news. As re-
gards levy of a tax on advertisements appearing in newspapers, it
has been pointed out by them that this will adversely affect the
starting of new newspapers, so hecessary in a democracy, and may
alsp cause difficulties to existing newspapers with tight budgets,
particularly those with small and medium circulation.

746 In this conneciion we have taken note of the fact that in
-respect of the number of copies of daily newspapers circulated per
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thousand of population, India lags far behind many other countries
as the following table indicates:—

Number of copies
Country of dailies circulated
per 100¢ population

Sweden . . . . (1963) 499
U.K, . . . . 7 1963) 488
Japan . . . . (1963) 416
Federal Republic of Germany  (1963) 351
US.A, . . . . (1963) 31
France . . . . (1962) 252
Canada . . . {1963) 221
USSR, . . . . (1963) 216
Chile . . . . {1961} 134
Italy . . . . (1962) 123
Brazil . . . . (r963) 54°
Ceylon . . . . (rg60) 36
UAR. . . . . (1959) 20
India . . . . (1966) 13+3
Burma . . . . (1962) 9
Cambodia . . , (1962)

Pakistan . . , . (1962) S

As the incidence of a tax on the sale of newspapers would be passed
on to the reader, it is likely to affect adversely newspaper readership,
In many States text books and other reading matter are exempted
from sales tax. If a tax is levied on the sale of newspapers, smaller
newspapers will have to be exempted. It has been estimated that
even at the rate of 10 per cent on newspapers with a circulation of
more than 15,000, the likely revenue from such tax would not exceed
Rs. 3% crores. Having regard to this order of revenue and the
adverse effect on newspaper readership, we are of opinion that there
is not much scope, in the present circumstances, for raising revenue
from a tax on the sale or purchase of newspapers.

7.47 As regards tax on advertisements published in newspapers,
we were not able to obtain data relating to the total revenue accru
ing from advertisements to publishers of newspapers. But there i
no doubt that advertisement revenue forms an important source of
the income of newspapers, which in some cases may be as much as
50 to 75 per cent of the total income. While the burden of such a
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tax would mainly fall on the advertisers and advertising agents and
not on the publishers, it is possible that the tax might adversely affect
the finances of smaller newspapers. It will, therefore, be desirable

to exempt smal]l newspapers and periodicals from such tax. A part
of the burden of the tax might indirectly fall on the Government of
India and State Governments. Nevertheless, we consider that this
1s prima facie, a reasonable source from which additional revenues.
assignable to States could conveniently be raised. Taxes on parallel
forms of publicity media like film slides, hoardings, etc. are already
being levied. A tax levied at suitable rates, with higher rates on
some advertisements like those inserted by companies, large business
houses, cinema exhibitors, etc. may not be an undue burden if provi-
sion is made for exemption of small newspapers. In the absence of
requisite data, we could not arrive at a reliable estimate of the likely
revenue. But we consider that there is scope for the levy of this
tax and we suggest that the Government of India may examine the
question of its levy, rate structure, exemptions to be given, and other
relevant matters,



CHAPTER 8
SCOPE FOR ADDITIONAL REVENUE

3.1 Under item (i) of paragraph 4 of the Presidential Order dated
the 29th February, 1968, we have to make recommendations on the
scope for raising additional revenue by the States from the sources
of revenue available to them. A full examination of this question
would involve our embarking upon an enquiry which can only be
adequately undertaken by a Taxation Enquiry Commission. Apart
from limitations of time, we did not have sufficient material supplied
by the States on this question. In the views expressed by them, some
States like Andhra Pradesh, Assam and Gujarat stated that they had
already fully exploited all the sources of revenue available to them,
and that there was hardly any fresh avenue left. Some of them re-
ferred to the ways in which the Government of India could help them
in raising more revenues. The Government of Assam referred to
the Centre’s unhelpful attitude regarding revision of rate of royalty
on crude oil and other minerals and the reimposition of carriage tax
on tea and jute. The Government of Gujarat pointed out that the
per capita incidence of State taxes in Gujarat had increased in re-
cent years and that, unlike other States which had abolished land
revenue, it had imposed education cess and raised the rate of local
furd cess. They suggested that stamp duties under Article 268 on
biils of exchange, cheques; etc., could be increased. Several States
like Mysore, Haryana, Punjab and Rajasthan referred to their diffi.
culties in increasing rates of taxes hecause of lower rates in neigh-
bouring States. Bihar, Kerala, Punjab and Uttar Pradesh had already
appointed Taxation Enquiry Committees whose reporis were then
awaited and Mysore was contemplating the appointment of g similar
Committee. Haryana, Madhya Pradesh, Jammu and Kashmir, Rajas-
than and Orissa conceded that there was some scope for raising

taxes.

8.2 The State Governments had agreed with the Planning Com-
mission to targets aggregating to Rs. 1,109 crores for mobilisation of
additional resources during the Fourth Plan. These targets include
revenue resources as well as receipts from rural debentures (vide
Table 10). The representatives of many States told us that they had
not had time to work out detailed proposals to achieve these targets.
The data available with us are thus mainly limited to comparative
yields and rates of some of the different taxes in States, which we
compiled and the published material on the subject including recent
reports by the Taxation Enquiry Committees of Uttar Pradesh and
Kerala. We have, therefore. confined our comments only to a few
general features.

8.3 We may begin with 4 broad picture of the States’ tax reve-
nues per capite and as percentage of their income (vide Tables 14
and 15). Unfortunately, the Central Statistical Organisation has not
compiled firm estimates of the States’ income on a comparable basis
for years later than 1964-65, and we have used the average State
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incomes for the three years 1962-63 to 1964-65 as the basis of assess-
ing the average incidence of State taxes; tax revenue figures arc,
however. available for 1967-68. The effect of taking the tax ylelds
of 1967-688 as a percentage of average State incomes of 1962-63 to
1964-65 would naturally be to exaggerate to some extent the tax
burden in all the States. The extent of such over-staternent can be
seen from the fact that the national income of the country increased
during the period by 61 per cent. The exient of increase of money
incomes for cach State would differ as it would not have participated
to the samc extent in {ke change in national income.

8.4 Table 14 shows large variations in per capitg tax revenues
from Rs. 12 in Bihar and Orissa to Rs. 37 approximately in Maha-
rashtra and Punjab. The percentages of tax revenue {o State
income (vide Table 12) also show a wide range of variation from
4-3 per cent. for Orissa to 87 per cent. for Kerala. The percent-
ages are widely different even among States with a similar leve] of
per capita income. For instance, among the States with higher per
capite income, while Maharashtra and Punjab raised more than 8 per
cent. of thei incomes as tax revenues, West Bengal with a similar
industrial base as Maharashtra obtained only 62 per cent. Among
the other four States with per capita income above the all-India
average., Tamil Nadu raised 78 per cent., while Andhra Pradesh and
Assam got only a little above 5 per cent.

8.5 Table 15 indicates prima facie substantial differences betwecn
the tax efforts of States which are similarly situated as regards their
per capita income and economic struclure. It would be possible for
many States to raise larger resources by studying the tax systems
and rates adoped by the more highly taxed States in their own
income-groups.

8.6 Table 14 shows Statewise the per capita yielas of wnportant
taxes in 1967-68. The four major State taxes are general sales tax.
excise duties. land revenue including agricultural income-tax and
taxes on transport. The per capita yield of general sales tax among
the five States with higher per capita income varied from more than
Rs. 14 in Maharashtra to lesg than Rs, 7 in West Bengal and Haryana.
In the next group, Tamil Nadu had Rs. 11 per head; while Andhra
Pradesh and Assam had Rs. 6-88 and Rs. 523 respectively. From
the States with per capite income below the all-India average, Kerala
obtained more than Rs, 10

8.7 In taxes on transport, Jammu and Kashmir derived the high-
est per capita tax revenue of Rs. 9-26 and Tamil Nadu came next:
West Bengal with Rs. 3-42 was ninth in rank in this regard.

3.8 The yield of excise duties depends on the States’ policy re-
garding prohibition. In this field, Punjab derived by far the highest
revenue of Rs. 11 per capite and the next highest was Harvana with
Rs. 6-86. Kerala obtained Rs. 4-7. while West Bengal derived only
Rs. 3-21. Both Gujarat and Tamil Nadu with prohibition policies
obtained less than Re. 0-3 per head: Maharashtra, which has recently
relaxed its excise policy, got less than Re. 1. Here again, West Ben-
gal was behind Andhra Pradesh which had a large dry area, Jammu
and Kashmir and even Rajasthan

§—60 M. of Fin.
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8.9 Land revenue and agricultural income-tax proceeds in differ-
ent States on a per capite basis are not comparable. But considering
that these are the only two direct taxes on incomes from agriculture,
which constitute more than two-fifths of the ‘otal income of all
States, their total contribution of Rs. 113 crozes to the tax revenue
of all States cannot be considered prima facte to be very satisfactory.
Agricultural income tax contributed on an average only one-tenth of
the direct taxes on land in all States; in Kerala it was two-thirds;
in Assam one-half; in Tamil Nadu and Mysore one-fifth; and in West
Bengal less than one-scventh Many States do not levy tax on
agricultural income. '

8.10 As particular taxes are levied on different bases, it would
be more useful to assess their comparative burden by taking their
vields as percentages of their bases. It has not, however, been possi-
ble to guantify the base of each tax. Proceeds from land revenue
and agricultural income-tax may be fairly compared with the agri-.
cultural incomes of the States. In case of other taxes, State incomes
can be considered as broad indicators of their potential productivity.
Land taxation in 1967-68 as percentage of State agricultural income
in 1962—65 was the highest in Rajasthan, being 2-49 per cent. In
the most prosperous agricultural State, Punjab, it was 0-52 per cent,
the same as in Bihar and Orissa, the two States with lowest per
capitag income. In Andhra Pradesh the yield was less than one per
cent. In spite of the general applicability of land taxes to all land
holders, the total revenues in all States were only 1-3 per cent. of
the agricultural income as compared with personal income-tax on
non-agricultural income which amounted to 25 per cent. of such
income. As percentage of State incomes (vide Table 15), general
sales tax proceeds came {0 3 per cent. in Kerala and Maharashtra, but
only 1-4 per cent. in West Bengal and Haryana. Taxes on transport
gave 31 per cent in Jammu and Kashmir, and about 1-5 per cent. in
Kerala and Tamil Nadu. State excise duties contributed 2'3 per
cent. in Punjab, 1-6 per cent. in Haryana and about 1'5 per cent. in
1%,amm}u and Kashmir and Kerala, but 07 per cent. only in West
engal.

8.11 This comparative study of the contribution of important State

taxes brings out the importance of indirect taxation in State finances

IStt ilso shows the large differences in their exploitation by the
ates.

8.12 It is unfortunately not possible to get a full picture of the
long term changes in the burden of State taxation in relation to their
income, as reliable figures of State incomes are not available over
a sufficiently long period. It is, however, possible to compare the
changes in the combined tax revenues of all States with those in
the all-India national income. Tt will be seen (Table 13) that whereas
State tax revenues increased faster than national income in the
E;ﬁgg fqars Sln(;;g 1%5_0-5_)1, 1}:1he percentage of State tax revenues to
al 1income has dimini - i i
of additional taxation. ished between 1965-66 and 1967-68 in spite

8.13 Table 7 gives the vields of different State taxes since 19
] 50-51
for all States together. Tt shows that the general complaint that the
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States’ sources of tax revenue are inelastic is not true of all taxes.
State tax revenues have increased five-fold during this period, while
Union tax revenues have grown nearly six-fold in the same period.
There are, however, important State taxes like sales tax and taxes
on transport the yields of which have grown more rapidly. The
vizld of Stale excize has however not increased proportionately and
land vevenue has proved stagnant between 1960-61 and 1867-68. The
former is due o the policies adopled by dificrent States. As to land
revenue, a detailed examination could he made by the States them-

selves whether it cannot be made more elastic hv suitable changes
or supplemented by other productive tax devices.

a.14 After this review of the States’ tax structure, we may consi-
der some general problems of State taxation. For this purpose, it
s convenient to consider the question separately in relation to the
agricultural and non-agricultural sectors. Both these are subject to
a number of commaon Jevies like sales tax, excise Aduties, ete. Studies
have, however, revealed that the incidence of such common taxation
cn the two sectors is uneven. largely due 1p the consumption in kind
of the agricultural sector. The agricultural sector naturally pays
less per capita as indirect taxes than the non-agricultural secior, in
which per capita incomes are relatively higher, but the same expen-
diture groups in the rural sector also pay less than their counter-
parts in urban areas. It is probable that, with greater monetization,
more rural prosperity and better integration of the rural and urban
economies. this disparity might become reduced.

3.15 But the more important difference between the agricul-
tural and non-agricultural sectors is regarding the different systems
of direct taxation 1o which they are subject. All non-agricultural
incomes are subject to a highly progressive personal income-tax.
On the other hand, the agricultural sector is, by and large, subject to
relatively fixed land taxes levied at proportionate rates, though
their level has varied in different regions and also according to the
different times when the settlements took place. Apart from a well-
designed system of suspensions and remissions, land revenue does
not pay regard to the changes in the income of the landhclder or his
personal circumstances, The only time the land revenue rates are
revised is at the time of periodical resettlement, though during this
interregnum of thirty to forty years there may be rapid changes in
agricultural productivity. terms of trade and farm returns. Even
at the time of resettlement. the increase in land revenue is hedged in
with various restrictions regarding the permissible enhancement in
rates. the treatment of improvements, etc. In a number of States,
resettlement has not been attempted since the depression of the
nineteen thirties, owing to its time-consuming and complex nature
and the general public opposition it has encountered. Some States
attempted to supplement land revenue with surcharges on commer-
cial crops. or on bigger holdings. A few States like Maharashtra
have adopted a system of substantial proportionate cesses for local
nurposes. Some  States have also levied agricultural income-tax at
fairly progressive rates; but a greater part of the proceeds comes
from income of plantations which are under corporate management.
Direct taxation on agriculturists so far is thus out of accord with
modern concepts of progressivity. Whether or not the agricultural
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sector should be more lightly taxed than the non-agricultural sec-
tor may be a matter of opinion; but it is a fact that the prosperous
part of the agricultural sector is now definitely under-taxed. And
as agricultural incomes grow, the disparity will become even more
pronounced.

8.16 The urgent need for devising an appropriate progressive tax
policy for Indian agriculture is obvious. Representatives of many
States have expressed the view that the development of the agricul-
tural sector is of the utmost importance for progressing towards
national prosperity. A large number of schemes involving consi-
derable expenditure are being taken up for this purpose under the
Plan. The benefits of such schemes have been improving the con-
dition of agriculturists in many areas .but the smaller -cultivators
and a large section of the rural community have still to face many
difficulties. An extensive area in this field has still to be covered by
development schemes. For this purpose greater outlay and invest
ment will have to be undertaken in the coming years. In the con-
text of these difficulties and the need for greater expenditure for.
the improvement of the agricultural sector, the problem of rural
taxation requires to be considered. The more prosperous agricul-
turists who have derived larger benefits from such schemes would
not be reluctant to contribute to the resources needed by the States
so that more speedy progress could be achieved, by which they as
well as the smaller agriculturists would be able to attain greater
prosperity.

8.17 Some valuable light on the revenue potential of the agri-
cultural sector could have been got from departmental statistics
compiled for the administration of agricultural income-tax. The
material available is, however, incomplete and inconclusive. In
the first place, some imporant States like Andhra Pradesh, Gujarat,
Madhya Pradesh, Haryana and Punjab do not levy tax on agricultu-
ral incomes, while such tax is levied in Maharashtra only on in-
comes above Rs. 36,000. Secondly, there is a general feeling that
even in States where this tax is levied, it is inadequately enforced.

8.18 The 1961 Census of land holdings carried out by the National
Sample Survey shows that, over the country as a whole, land hold-
ings of more than 25 acres accounted for 31 per cent of the area
cultivated, and that only two-fifths of the area cultivated was in hold-
ings of less than 10 acres (vide Table 59). While the position in each
individual State differs in this respect, and figures may have some-
what changed in the interval, these data indicate that there is a
good scope for progressive land taxation.

8.19 By and large, the benefits of improvements in farming tech-
niques, organisation and terms of trade tend to go to the larger far-
mers who have bigger marketable surpluses and more creditworthi-
ness. Technical and organisational developments in the agricultu-
ral field have greatly helped the bigger farmers. The problem of
rural tax policy is largely one of obtaining some part of the increased
incomes of the more prosperous agriculturists for the State reve-
nues so that the facilities which have brought prosperity to the lar
ger farmers could be extended more widely, besides providing more
amenities and services to the community in general.
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€20  The best way to secure a share of the increased margins in
the agricultural sector would be to levy an effective income-tax. A
tax like land revenue based on the potential ability of a factor of
production has the advantage of certainty and fixity and has to be
based on some objective tests like size and average productivity of
land holdings. It is neutra] in its incidence as regards the farmers’
willingness to work and earn more. It works well in a simple society
with a small degree of differentiation. But where *‘ne standards of
cultivation difter widely or where there are rapid cllanges from

year to year, such system would only be tolerated if the rate is low.
In course of time as the agricultural economy loses its distinct andg
separate structure and farming becomes more and more a method
of earning in the general economy, the separation of agricultural
incomes from other incomes loses its significance, Under the pre-
sent system, the division of total income into two fragments is an
important factor in determing the burden of taxation, and this gives
scope for considerable evasion. A single income-tax levied both on
agricultural and non-agricultural incomes will have the advantage of
a unified system, leaving no scope for evasion by showing greater in-
come under less-taxed or non-taxed sections; it will also be in line
with the practice of other advanced countries of the world.

8.21 There is another reason why agricultural prosperiiy should
be taxed. A number of services, Central and State, have to be ren-
dered to the agriculturists free or at concessional rates; rural elec-
trification, distribution of improved seeds, pesticides, fertilisers,
rural pumpsets and implements, rural credit, etc, have been, at
one time or another, subsidized with a view to stimulate their use
and increasing agricultural production. It is not our purpose to
question the policy of subsidies and free services. It is perfectly
legitimate to charge lower rates for a while to encourage the adop-
tion of better practices and the use of services which improve agri-
cultural production, or to subsidize handicapped farmers even as a
long-term policy. However, the former ohjective has been largely
achieved except in some areas. If it is not practicable to charge
differential prices to more prosperous farmers, that is an additional
reason for levy of a tax on their incomes.

3.22 The Taxation Enguiry Commission (1953-54) had recom-
mended that the eventual aim should be to merge agricultural in-
come with non-agricultural income and levy one income-tax. But
under pur Constitution, the power to levy tax on agricultural income
is assigned to the States, while the power to levy taxes on income
other than agricultural income is assigned to the Union. Thus. the
powers to fax agricultural income and income other than agricultural
income fall under two sevarate snheres of legiclative competence.
This separation of agricultural income and non-agricultural income
for the purpose of taxation is perhaps unigue in this country. It
is tnnecessary to refer to the circumstances that have led to this
dichotomy. In order to make a tax on agricultural income effective,
some have suggested a Constitutional amendment while others have
expressed the view that the States could delegate their tax power
to the Union so that it can levy tax on agricultural income along
with non-agricultural income. and distribute among the States
their due share relatable to agricultural incomes generated in their
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jurisdiction. This would depend upon an agreement being reached
by the States to have recourse to Article 252 of the Constitution as
in the case of estate duty on agricultural land. Apart from possible
legal difficulties, it appears to us that the States may be hesitant to
delegate their power to the Union unless a large national concensus
is achieved in this behalf. It seems to us prima facie that, even
without such unified levy of income-tax, the States could derive
larger revenue from the tax on agricultural income if, for the puz-
pose of determining the rate of assessment on such income, the
total income of the assessee including the non-agricultural income is
taken into account. Such a procedure will not be cpen to the
objection that the State is levying tax on non-agricultural income.
All that it would mean is that the non-agricultural income would be
taken into account only for the purpose of fixing the rate of tax on
the agricultural income as is now being done in rcgard to income
accruing outside India in the case of non-residents under the Indian
Income-Tax Act. For many years, non-residents have been taxed
on their income in India at rates applicable to their ‘“total world
income”. We, therefore, suggest that this line of approach may be
pursued by the States.

8.23 1t has been argued that while in principle an agricultural
income-tax looks attractive the proposal does not take into account
practical difficulties due to peculiarities and conditions of the Indian
farmer. Hitherto, income tax hag been confined to a few assessees
at limited centres accustomeqd to a highly monetized system, and
even so there are many complaints of vexation and harassment.
The Indian farmer, it is urged, is largely accustomed to the direct tax
on land with a simple fixed liability. He is no: used to keep de-
tailed accounts or to face inquiries regarding his production, prices
and farm expenditure. These difficulties, however, may not be ap-
plicable to the more prosperous agriculturists. The number of
farmers who are likely to become subject to agricultural inceme-tax
constitute only a small percentage of the farming community, and
their conditions and ability are not greatly different from those of
smaller assessees in urban areas. Presumptive rules regarding in-
come per hectare from particular crop under different types of
agriculture by regions would minimise inconvenience; seasonal
variations in different years may he met by csuitable changes in
such rules. Even in the case of non-agricultural income-tax, such
rules have been adopted for small or illiterate assessees.

3.24 Some States like Jammu and Kashmir and Maharashtra
have pointed out that the amounts which they can raise at present
from the agricultural income-tax could be more than made up by
alternative levy of other taxes like land cesses or taxes on move-
ment of goods. We however feel that the potential vield from a
properly devised and enforced agricultural income-tax has been
greatly under-estimated. The present proceeds are hardly an indi-
cation of the revenue potential of a proper agricultural income-tax
in the near future with fast-changing techniques. Further, as
compared to tax on agricultural income, the incidence of other
taxes would fall in a different manner on different groups, and it
is very unlikely that such incidence would prove to be progressive
or obtain a suitable share of the incomes of better-off farmers. In
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vew of thebpeeg for more resources, it should be possible t
Ination of both these alternatives, which would bring

in much larger sums to the State revenues.

825  Some State Governments, however, have stated i-
cuﬁturalalsl?)?smeé;adxt;algn_ot be levied by them for adm?nistig?fveaggél
other re , al 1n any case they would like to wait t]

are reasonably sure that agricyltural production hag tilrn;clll t};}?ef

corner. As an alternative, we would suggest in case of such S
the levy of crop taxes at differentia] rates and levy of pf'ogrest(sr:lit\ség
Both the U.P. and Bihar Taxation

surchargesC on larger landholdings.

Enquiry omm1ttees, which did not see an immediat

agricultural income taxation, have recomm}(;nded thle leev;cglf)e sﬁ?‘f

charges. These have, however, all the defects of Iand revenue on

which they are based, the incidence of which involves large regional
tive levies would tc some extent

| disparities. We feel that such alterna
introduce progression in taxation of the agricultural sector.

8.26 In the last few years, several States have taken measures fo
exempt small landholdings from land revenue, and have given up
land revenue income, wholly or partially. The types of concessions
given by different States vary in their coverage and detailed applica-
tion. In some cases, no distinction is made between irrigated and
un-irrigated lands for purposes of exemption (vide Table 27). These
exemptions will cost the States Rs. 78 crores during the Fourth Plan
period. - The economic justification urged for exemption is that the
smaller farmers are living below the subsistence level and, there-
fore, they have no taxable surplus. In a couniry with low national
income, trying simultaneously to develop its economy and to provide
for better social welfare, it may not be entirely possible to avoid
taxation of persons with low incomes. A part of land revenue may
be justified on the ground that the State has to incur considerable
expenditure for maintaining up-to-date records of land rights.
There is enough material to prove that the cultivator greatly values
this service and regards land revenue receipis as evidence in his
possession of his title to land. The Uttar Pradesh Taxation Er;gmry
Committee has mentioned that none of the farmers giving evicznce

before it had demanded abolition of land revenue.
If land revenue is an important source of rc;vlenue, thebques’s(“)-

tio ' her the present systems of levy can be

I olso arises as 10 Whelht Ko o different areas, and to keep

changed as to be more equitable among o
in ' ; ‘ of money or the profitability ot
step with changes in the value \ }s’ettlements provide one

8.27

Crops. Periodical revisions of land revenu »
Method for achieving this, but they are cumbroubs av%gr}clﬁlvgﬁir C(())S;]t]]}}”
In money and time. Such costly proceduretlr:;}’yef ‘As the Taxation

In areas which have not been properly set
Enquiry Commission suggested, surcharges
Where the lJand revenue burden is low. It may a ) nined
ot possible perl
ductivity increases.

f‘;;}lllether some ad hoc increase in sur.ChargilS 1'; 1}3)

Y to bring them in line with price an 1 on-agri-
The rateg of %ax could also be increased on lands ;Sgilfgls'eg s par-
cult ural purposes, including industrial and O istrial areas.
ticularly jn larger urban centres and developmg
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8.28 As we have said earlier, the incidence oi State excise largely
depends on the States’ policy. Some State Governments have stated
that the economic and social advantages of prohibition are sufficient
to justify the loss of revenue. Unlike other measures of tax reduction,
a successful prohibition policy reduces spendings on drink and adds
to the incomes available for other uses. Although it would not be
possible to tax additional expenditure at the same rate as on liguor,
it should be possible by an elastic tax policy to make good a large
part of the revenue loss. However, it would be necessary to ensure
that the policy does not fail for lack of proper implementation. It
seems, therefore, desirable that State Governments which have
adopted a policy of prohibition may review its working and may
continue it only if it is serving its real purpose.

8.29 As far as other States are concerned, they could examine the
policy of their excise arrangements to ensure maximum and stable
revenue and minimum evasion. Some States pointed out to us that
the supply of aleohol and molasses had become difficult. If regular
official supplies cannot be maintained, irregular channels are likely
te spring up. Also, licensed dealers are often under temptation to
deal in non-taxed illicit liquor. To make them stick to sales of sup-
plies from official agencies a system of auctions of liquor shop licences
with a small ad valorem tax on liquor is more helpful than a system
of small licence fees coupled with a heavy ad walorem tax on liquor.
The former system has worked successfully in Punjab. This policy
has also been commended by the Uttar Pradesh Taxation Enquiry
Committee.* We feel this matter could be considered by other States
with advantage.

8.30 We may now make some general observations regarding other
taxes like sales tax, motor wvehicles tax, entertainment taxes, etc.
Tables 20 to 26 give the variations in rates of different taxes among
States and indicate that a review by the State Governments of the
rates levied in their States in the light of rates in different States
mzy be useful. Apart from the question of rates, the collection and
evaluation of relevant statistics so as to determine the sources of
evasion and avoidance, and their magnitude and direction may help
to plug the loopholes. It appears that as regards sales tax definite
intormation about the production, sales and yield of tax in respect of
individual commodities is not available. Such information would be
useful for taking policy decisions. There is evidence to indicate that
evasion exists to a large extent in the case of sales tax. For instance
it iz stated in the report of the Uttar Pradesh Taxation Enquiry Com-
wiie that the Staie Government raised 53 per cent more from
sales tax in 1967-68 over 1965-66 without any increase in rates of
tax, mainly as a result of improvement in administrative efficiency.
Tke Kerala State Taxation Enquiry Committee estimated the evasion
of sales tax on certain commercial groups on the basis of their market-
able surplus and the portion which paid sales tax. It wag calculated
that about half of the taxable transactions in copra and its products
and 1 similar amount of areeanut evaded tax.** It is likely that

#Report of the U, P, Taxatien Fn¢miry Comumittee, p. 46, para 22 : “It is cer-
tainly surprising that & small State like Panjab can consume 120 L. P, litres of country
ani= while consnmntion in U, P, is only 146 lakh L., litres ».

»»Report of the Kerala Taxation Enquiry Committee, Appendix X, pp. 506—s1I.
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similar problems exist in regard fo other commodities and in other

States also. It is important to undertake detailed investigations oR
such lines to ascertain the magnitude of evasion. This would help
further studies to locate the likely points of evasion for working out
suitable remedial measures. It has also been suggested that greaier
co-ordination with and supply of information by road, railway and air
authorities regarding bulk movements of goods, and their consignees
would be of great use to sales tax authorities.

831  Several States have urged before us that in determining their
tax rates they had to take into consideration tha rates which are in
operation in other States, especially in neighbouring States. While
some variations in tax rates among neighbouring States are only to
be expected, larpe variations in some types of taxes may make re-
source mobilisation by the States more difficult. In land revenue and
betterment duties, the effects are only psychological as there is no
mobility of the object taxed. Variations in rates of taxes on sales of
final consuraption goods of daily use may not be of great practical
consequence as the consumers cannot generally shift their site of
purchase from one State to another. The possibilities of avoidance
are, however, greater in the case of durable and more expensive
consumer goods. The States have, therefore, arrived at an agree-
ment regarding certain minimum rates of tax on such articles.
Similar scope also exists in bulk commeodities and industrial raw
materials and intermediate goods. Unfortunately similar agreement
has not been reached for such goods except those covered by the
Central Sales Tax Act. Several States, on the other hand, offer com-
petitive concessions and exemptions to indus*ries in order to make
it more profitable for them to be located witiun their borders. There
is always the risk that industries might sell goods outside the State
or make their purchases from outside on a consignment basis, Since
local consumption is the basis of sales tax, the former practice can-
not be properly objected to. But the latter can affect the basis of
State taxation adversely. To promote necessary coordination in tax
policies, the neighbouring States should be prepared to adjust their
tax rates and for this purpose it will be useful if the Government of
India can also give its assistance and support. It has been represented
to us, however, that in a few cases the Centre has not given a favour-
able response. It is stated that the Union territory of Delhi adopted
the policy that its sales tax rates must be at least one point lower
than those in neighbouring States. The Uttar Pradesh Taxation
Enquiry Committee has pointed out several instances where the
rates in Uttar Pradesh had to be reduced in order to put its industries
on a par with those in Delhi.* We are of opinion that this matter
deserves to be examined ecarly.

8.32 The Uttar Pradesh Taxation Enquiry Committee has also re-
marked that in many cases transactions shown as consignments and
works contracts, which are not liable to States’ sales taxation, were
not genuine and that they were manipulated to hide the real nature
of sales {transactions. It is desirable that the Government of India
as well as State Governments may consider what measures could he
devised to meet this situation.

"Repo;t of the Uttar Pradesh Taxation Enquiry Commitiee, pp. 64-65.
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8.33  Collection of past arrears is as much an addition to current
resources as tax revenues. We, therefore, tried to obtain from State
. Governments detailed information about their tax arrears. These
amount to Rs. 186 crores (vide Table 17). It is likely that a large part
of such arrears may not be recoverable and some of them may be
the subject of appeal or revision proceedings. But the size of realis-
able arrears would still seem to be very large. A further analysis
was made of the land revenue and sales tax arrears, which account
for about nine-tenths of the total tax arrears, and it showed that
these arrears had increased from Rs. 106 crores in 1963-64 to Rs. 146
crores in 1967-68. In the case of land revenue, we found that the
arrears, which naturally varied from year o year due to differences
in the season, were consistently more than 30 per cent of current dues
in the case of a few States (vide Table 18). While there were no
similar annual variations in the case of sales tax arrears, there were a
few States with more than one-fifth of their curient dues as arrears
(vide Table 18: e fecl that the magnitude of arrcars can be ¢on-
siderably brought down by State Governments.

8.34 Non-tax revenues (excluding grants) are a significant por-
tion of the total revenues of States accounting for more than one-
third. In the case of some States like Jammu and Kashmir, Nagaland
and Orissa, they account for more than one-half (wide Table 11).
Some of these receipts, like forest revenue, are dependent on the
natural resources of the States and the extent to which these are
properly exploited. Some items, like departmental receipts, depend
on the scale of services provided and policy decisions regarding
charges to be levied for the services. These could be reviewed periodi-
cally so as to reduce the net cost of such services. Some other
iterns like receipts from mining royalties depend on policies and
decisions of the Government of India. We shall confine our remarks
here to receipts of interest on loans advanced by State Governments,
returns on departmental commercial schemes and dividends from
investments.

8.3 The value of assets owned and amount of loans advanced by
the State Governments at the end of 1968-69 totalled Rs. 8,400 crores
of which Rs. 3,200 crores was loans, and Rs. 5,200 crores direct invest-
ments (vide Tahle 41). Multipurpose river schemes and commercial
irrigation accounted for one-fourth of the capital outiay, and loans
to Electricity Boards and investment in electricity schemes for an
equal amount. Investments in industrial and economic development
amounted to Rs. 50 crores, and loans to others (excluding Electricity
Boards) Rs. 1,200 crores. Capital outlay on assets like roads and
buildings, non-commercial irrigation, public health and agriculture
accounted for another Rs. 2,200 crores.

8.36 Out of the productive capital outlay, that on multipurpose
river schemes and commercial irrigation presents certain difficulties
in the matter of obtaining adequate returns. In 1967-68, the losses
on multi-purpose river schemes, after taking into account the in-
terest liability, amounted to Rs. 24 crores of which Andhra Pradesh
accounted for more than Rs. 8 crores. In commercial irrigation, the
gross receipts did not cover even the working expenses; there was
a net loss of Rs. 52 crores (vide Table 34) in that vear after providing
for interest charges.
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4
8.37 The Committee (known as Nijalingappa Committee) W}HC}]
was appointed by the Government of India is 1964 to suggest v_va}t's
and means of improving financial returns from irrigation projects
recommended a levy at the rate of 25 to 40 per cent of the net bene{
fits accruing due to irrigation, and where such net benetits were 1o
ascertainable, a rate of 5 to 12 per cent of the value of gross produce.
It found that the prevalent water rates were much lower. It recom-
mended a guinguennial revision of rates in accordance with price

changes. A comparison of the irrigation rates charged at present on
rice, wheat and sugarcane shows wide variations between States
(vide Table 23). In some States water rates which were fixed long
back have no{ been raised in spite ol higher prices and costs, and
improved techniques. A stalement prepared by the Ministry of
[rrigation and Power estimaied that if water rates on rice, wheat and
sugarcane were increased to 12 per cent of the gross beneflit. which
is the maximum recommended by the Nijalingappa Committee, the
receipts would increass {o Rs. 187 crores a vear (Table 60},

5.38 Loosses on irrigation schemes can be due to various reasons.
such as low water rates, inabilitv or unwillingnress to revise them,
faulty planning, lack of ability {o take follow-up measures, bad water
managerment, etc. They can only be made more paving if remadial
action is taken regarding these matters. We hope the State Govern-
ments concerned will examine the importance of such factors in ihe
case of their schemes and take neccssary steps to improve the returns
irom them.

¢ g9 The State Electricity Boards are expected to coenducet their
working on business principles without loss. By and large, electri-
city is either an item of domestic consumption or it is used by medium
and large industries which should be in a position to pay for it. Rural
electrification has just become important and in some States it is
being subsidised directly and forms an item of the States’ expendi-
ture. The Commitice on ithe Working of State Electricitv Bozrds
(known as Venkataraman Committee), visualised two phases during
which they should improve their working and carn 9-35 per cent on
their capital base, besides 1% per cent in the forn of electricity duties.
According to the Committee. the immediate obijective of the State
Electricity Boards should be to achieve self-sufficiency which implied
net receipts nf 6-5 per cent on the total capital invested atier meciing
working expenses and provision for depreciation. This return was to
be utilised for meeting interest charges (6 per cent) and {or contri-
bution Lo the general reserve fund (0:5 per cent). In the second
phase, the Doards were expected to be able to secure an additional
net return of 3 per cent on the capital base. The Commiltes opined
that the Boards which have alrcady achieved the first stage should
take sieps to realise the second phase immediately, and the remaining
Boards should achieve the first stage in 3 to 5 years and the second
stage within 3 to 5 years thereafier. By now, the first phasc should
have heen completed for almost all the Boards.

3.40 The Committee visualised that in order to achieve this encl.
suitable upward revision of power tariff rates and maximum economy
in the working expenses would be essential. An undertaking to take
such measures has also been given bv ihe State Governments to the
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World Bank. In spite of this, the working of the Electricity Boards
for 1968-69 shows that some Boards do not have enough surplus to
pay the interest due on State loans given to them (Tables 36 and 37).
Some of them have large arrears of interest to clear up. With some
more effort and improved management, the Boards should be able
to attain much better results.

341 The rates charged for electricity vary widely according to
the purposes for which it is used. Electricity for domestic use attracis
the highest rate. Often, the charge varies according to whether the
use is for lighting or heating. Large industrial users and agricul-
turists are charged lower rates. The weighted average of the rates
charged for separate uses varied widely from 6-4 paise per unit in
Mysore to 13-4 in Punjab and 16-4 in Andhra (excluding electricity
duty). In the case of some Electricity Boards making losses, the
rates were lower and could prima facie be increased. Efforts couid
also be made to reduce disparity of rates in neighbouring States by
consultations between States on a regional basis.

8.42 Loans to third parties other than Electricity Boards fetched
interest at a low average rate of 3:-7 per cent in 1867-68, the State-
wise figures varying from about 5 per cent to 1 per cent. There
were interest arrears of Rs. 19 crores excluding those due from dis-
placed persons. With a firmer and more businesslike policy, higher
recoveries could be expected.

8.43 Investment in Road Transport Corporations yields a good rate
of return even now. The problem of subsidising them is confined
only to urban areas. Other investments seem to be yielding much
less. An average return of only 1-35 per cent was earned on State
investments in 1968-6¢ (vide Table 42). Among the States the re-
turns varied from 3-37 per cent to less than 1 per cent. It should be
possible to step up the returns substantially. The States should be
able to cover lower returns from some investments by higher returns
from others, 3o as to realise an average return not less than the in-
terest on their own borrowings.

8.44 In order to make certain I%es more acceptable to the people
paying them, the proceeds are sometimes earmarked for purposes of
special interest to those on whom the incidence of such levies falls.
Education is one of such purposes which can evoke a favourable
response. In recent years, the policy of free and compulsory educa-
tion is being extended to cover children beyond the primary stage
and tuition fees are heing exempted on a large scale. In one State
education even at the University level is free. The Constitutional
directive requires provision of free and compulsory education for
children upto the age of fourteen years. Expenditure on education is
bound to increase particularly if the recommendations of the Educa-
tion Commission regarding minimum salaries of school teachers are
implemented. Education for children upto fourteen is an objective in
which every citizen would be interested, and the improvement of the
pay of teachers would also find general support. Some States already
levied education cess on land revenue and tax on property. We sug-
gest that other States may also consider the possibility of taking
similar action.
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CHAPTER 9
SUMMARY OF RECOMMENDATIONS

Our recommendations to the President in regard to devolu-

ti'on of taxes and grants-in-aid of the revenues of the States are set

oyt below: —

I-t-Income-fax :
{a) In respect of distribution of the unadjusted balance of

[
\
i
A
'

advance tax collections upto the year 1966-67:

(1) Out of the amount of such advance tax collections, as
determined by the Comptroller and Auditor-General
of India, a sum equal to 2% (two and a half} per cent
thereof be deemed to be the portion which represents
the proceeds attributable to Union territories, as cons-
tituted immediately prior to the Punjab Reorganisa-
tion Act, 1966;

(ii) The percentage of the amount of advance tax as deter-
mined by the Comptroller and Auditor-Generali of
India except the portion attributable to Union terri-
tories, to be assigned to the States should be 75
{(seventy-five) per cent:

(iii) The distribution among the States inter se of the share
assigned to the States should be made on the basis of
the percentages recommended by the Fourth Finance
Commission, with appropriate adjustments in regard
to the share of reorganised Punjab and Haryana Stafes
and Union territories in accordance with the Punjab
Reorganisation Act, 1966;

(iv) The share of each State should be paid to the State
Government in three egual annual instalments during
the years from 1971-72 to 1973-74.

(b) In respect of distribution between the Union and the

(c)

States of the net proceeds of income-tax in the years
1967-68 and 196869, there should be no change in the dis-
tribution as prescribed in the Constitution (Distribution of
Revenues) Order, 1965, in the event of the said net pro-
ceeds being certified by the Comptroller and Auditor-
General of India on the revised basis;

In respect of the distribution of net proceeds of income-tax
in the financial years from 1869-70 to 1973-74;

(i) Qut of the net proceeds of taxes on income in each
financial year, a3 sum equal !~ 2-6 per cent thereof be
deemed to be the portion which cepresents the proceeds
attributable to Union territories;

(ii) The percentage of the net proceeds of taxes on income,
except the portion which represents proceeds attribut-
able to Union territories, to be assigned to the States
should be 75 (seventy-five) per cent: and

93



94

(iii) The distribution among the States inter se of the
share assigned to the States in respect of each financial
yvear should be made on the basis of the followings

percentages: —

State Percentage
Andhra Pradesh . . . . . . . §-01
Assam - . . . . . . . . . 2-67
Tihar . . . . . . . . . g-99
(yujarat . . . . . . . . . 513
Haryana . . . . . . . . 173
Jammu and Kashmir . . . . . . 079
Kerala . . . . . . . . . 3-83
Madhya Pradesh . . . . . . . 7:09
Maharashtra . . . . . . . . 1134
Mysore . . . . . . . . . 5-4o
Nagaland . . . . . . . . o-o8
Orissa . . . . . . . . . 375
Punjab . . . . . . . . . 255 l’
Rajasthan . . . . . . . . 4:34 ’
Tamil Nadu . . . . . . . “ B+18
Uttar Pradesh . . . . . . . . 1601
West Bengal . . . . . . . . 9-11

Totar. . . . 10000

11-—Union Excise Duties:

(a) During each of the years 1969-70 to 1971-72 a sum equi-
valent to 20 (twenty) per cent. of the net proceeds of Union
duties of excise on all articleg levied and cellected in that
year, excluding -special excises, regulatory duties and
duties and cesses levied under special Acts and earmarked
for special purposes, should be paid out of the Consolidated
Fund of India to the States: '

{b) during the years 1972-73 and 1973-74, a sum equivalent to
20 (twenty) per cent. of the net proceeds of Union duties
of excise on all articles levied and collected in the respee-
tive year, including special excises, but excluding regula-
tory duties and duties and cesses levied under special Acts
and earmarked for special purposes, should be paid out of
the Consolidated Fund of India to the States; and
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{c) the distribution among the States of the sum payable ic
the States in respcct of each financial year should he made
on the baslis of the tollowing percentages:—

Stale Percentage
Andhera Pradesh . . . . . . . 7-15
Assam . . . . . . . . . 251
Bihar . . . . . . . . . 13581
Gujarat . . . . . . . . 417
Harvana . . . . . . . . 1-49
Jamimu and Kashmir . . . . . . 112
Kerala . . . . . . . . 4-28
Madhva Pradesh . . . . . . . &8
Maharashtra . . . . . . . . 793
Mysore . . . . . . . . . 4-65
Nagaland . . . . . . . . o 0¥
Orissa . . . . . . . . . 472
Punjab . . . . . . . . . 2-17
Rajasthan . . . . . . . . a8
Tamil Nadu , . . . . . . - 652
Uttar Pradesh . . . . . . . 13-82
West Bengal . . . . . . . 6-84

ToraL . . . m_u;-_oo—

IIT—Additional Duties of Excise :

(1) (a) It would not be desirable to maintain the existing
arrangements in regard to the levy of additional duties
of excise on lextiles, sugar and tobacco, unless the
Government of India, after discussing the matter fur-
ther with the State Governments, can arrive at a
general agreement for the continuance of the present
scheme with suitable modifications:

{b) While the arrangements are continued, the rates ot
duties mayv be made ad valorem as far as possible, and
may be revised periodically so as to secure reasonable
incidence having regard to the prevailing prices and
the general level of sales taxes on similar items levied
by the States;

{2y There is no scope at present for extending such arrange-
ments to other items or commodities;
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net proceeds of the additional excise duties during cach

financial year in which the existing arrangements conti.
nue, should be distributed on the following basis: —

(a) A sum equal to 2:05 per cent. of such net proceeds be

retained by the Union as attributable to TUnion
territories;

{(b) A sum equal to 0-83 per cent. of such net proceeds be

paid to the State of Jammu and Kashmir as its share;

(¢) A sum equal to 0-09 per cent. of such net proceeds be

paid to the State of Nagaland as its share;

{(d) Out of the remaining balance of 97-03 per cent. of such

net proceeds the sums specified below, representing the
revenue realised in the financial year 1956-57 by each
respective State from the levy of sales taxes on the
commodities subject to additional excise duties, be first
paid as guaranteed amounts to the following States: —

State Guaranteed amount

(Rs, lakhs)
Andhra Pradesh . . . . . . . 23524
Assam . 85-08
Bihar I130°I6
Gujarat . . . . . . . . 32345
Haryana . . . . . . . . 6549
Kerala . 95-08
Madhg;:; Pradesh . . . . . . . 15517
Maharashtra . . . . . . . . 63777
Mysore . . . . . . N . 10010
Orissa . 85-10
Punjab . . . . . . R . . 96-07
Rajasthan . . . . . . . 90" 10
Tamil Nadu . . . . . . . 295-34
Uttar Pradesh . . . . . . . 575-871

West Benea! . . . . . . . . 280041
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() The balance be distributed among the States other than

Jammu and Kashmir and Nagaland in accordance with

their respective percentage shares of

such balance

as

under: —

Percentage
State distribution
of excess

amount

Andhra Pradesh 8-13
Assam . 2-47
Bihar 8-40
Gujarat 6-33
Haryana 170
Kerala . . 4-84
Madhyva Pradesh 6-34
Maharashtra . . . 13'89
Mysore 6-00
QOrissa . 3-13
Punjab . 2:98
Rajasthan . 4-42
Tamil Nadu . g9:63
Uttar Pradesh 12-99
West Bengal 8-75
ToTAL 10000

(f) In case the existing arrangements are discontinued during
the course of a financial year, the sums specified in clause
(d} above, be reduced pro rata’,{o the period for which the -
arrangements have continued. "

IV—Grants -in-aid :

i ¥

)

The following States be paid the sums specified against each of
them as grants-in-aid of their revenues in the respective years indi-
cated in the table below, under the substantive part of Clause (1)

7-60 M. of Fin.
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of Article 275 of the Constitution:—

v {Rs, crores)

Total
of the Grants-in-aid to be paid in
State sums to
be paid
in ffhe I969-70  1970-71  I971-72  1972-73 1973-74
ve .
vears
Andhra Pradesh . 65-0x I5°54 14°27 13-00 I11-73 10-47
Assam . . . 101-97 2080 20-60 20-139 20-1I9 1999
Jammu and Kashmir 73-68 16-31 15-77 14-74 13-70 12-66
Kerala . . . 49°65 9-93 993 993 9:93 9-93
Mysore ; . 17-99 . 6748 5-04 3-60 2-16 071
Nagaland . . 7795 1740 16-49 I5°59 I4-69 13-78
Orissa - . . 10467 2431 22-72 20:94 1914 17-36
Rajasthan .. 51-49 . 12°36 11-33 10-30 9-27 8-23
Tamil Nadu . 22-82 661 3759 456 3-54 2-52
West Bengal - . 72-62 22°29 18-41 14-52 1064 6 76
ToraL . 637-85 15273 140-15 127-57 114'99 102-4T

These sums are inclusive of the amounts specified in paragraph
6-45, as recommended by the majority of the Members.

9.2 With reference to Clause (e) of paragraph 76 of our interim
Report, we recommend that the payments made to the States on
the basis of recommendations in clauses (a) te (d) of that paragraph
be adjusted against the respective amounts navable to them in

accordance with the recommendations made in this Report.

9.3 The position regarding the estimated amounts of transfer of
funds to the States by way of their share of taxes and duties and
grants under Article 275(1) in the five years 1968-70 to 1973-74 in
accordance with the recommendations made in our interim Report
and in this Report, as compared with such transfers envisaged by
the Fourth Finance Commission for the period 1966-67 to 1970-71, is
shown in Appendix VL
Manavir Tryaar,

Chairman

M. SESHACHELAPATI,
Member

D. T. LaAkpaAWALA,
Member

G. SWAMINATHAN,
Member

V. L. Gmowanr,

Member-Secretary.
New DELHI,

July 31, 1969.

































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 medicinalf and toilet preparat:ons
;Se areﬁ‘ﬂgtﬂgmed in the Union List shall be levied by the Government of India but shail
COlleCted

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

)] ianOthCl‘ cases, by the States within which such duties are respectively levi-
able.

(2) Tne proceeds in any financial year of any such duty leviable within any State
shallnot form part of the Consolidated Fund of India, but shallbe assigned to that State.

Article 26—
(1) The following duties and taxes shall be levied and collected by !the Goverrment
of India but shall be assigned to the States in the manner provided in clause {2), namely—
{@) duties in respect of succesgion to proparty other than agriculrural land;
(&) estate duty in respect of property other than agriculrural land;
(¢) terminal taxes on goods or passengers carried by railway, sea or air;
(d) taxes on railway fares and freights ;

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

() ';E}llXes on the sale or purchase of newspaprs ard on advertsemerts prblithed
erein ;

(g) taxes on the sale or purchase of goods other than newspapers, where such
sale or purchase takes place in the course of inter-State trade or cormmmerce.

(2) The net proceeds in any financial year of any such duty or tax, except in so far as
those proceeds represent proceeds attributatle to Union territories, shall not form part of
tne Consolidated Fund of India, but spall be assigned to the States within which that
duty or tax is leviable in that year, and shail be distrituted among those States in sccordarce
with such principles of distribution as may be formulated by Parliapent by law.

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

Artic le 270—

(1) Taxes on income other than agricultural incorne shall be lev.ed and collecied by
the Government of India and distributed berween the Union and the States in the marrner
provided in clause (2).

{2) Such percentage, as may be prescribed, of the net proceeds in any financial year
of any such 1ax, except in so far as trose proceeds represent prisceeds attributable to Union
emoluments, shall not form part of the Consolidsted Fund of India, biit shall be assigned
to the States witnin which that tax {s leviable in that year, and shallbe distributed among
those States in such manner and from such t.me as may be prescrited.
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(3) For the purposes of clause (2), in each frarvcial year such percervege s mey te
prescribed of so much of the net proczeds of taxes on :rcome as coesrot repnesert ke
net proceeds of taxes paysble in respect of Unfon emolvments shell te cdeemed to represens
proceeds attributable to Union territories.

(4) In this article—
(g) ““ taxes on income ™ does not include a corporation tax;

(b) “* prescribed ”’ means—

(#) until a Finance Commission has been corgituted, prescrted ty ike
President by Order, and

(#0) after a Finance Commission has been _copstituted, prescrted by 1he
Pregt leat by Order afrer considering the recomnmendations of the " Finarce
Commission 3

(¢) “ Union emoluments * includes all emoivmernts ard pers’ors payetle cvt of
th(i Consolidated Fund of Irdia in respect of which irceme-tex ‘s (hsige-
able,

Article 271—

Notwithstanding anything in articles 26 and 270, Parligmert mey ¢t ery tme ir-
crease any of the duties or taxes referred to in those arricles by a surcharge for purposes of

the Union and the whole proceeds of any such surcharge shall form part of the Consalidsted
Fund of India.

Article 272—

Union duties of excise other than such duties of excise on medicinal and toilet pre-
parations s are mentioned in the Unior. List shallbe lev.ed and collected by the Govern-
ment of India, but, if Parliament by law so provides, there shall be paid ovt of the Con-
solidated Fund of India to the States to which the law imposing 1the duty exterds sums
equivalent to the whole or any part of the net procceds of that duty, ard those sums shall
be distr Luted among those States in accordance with such principles of disirbutorn &g
may be formulated by such law.

Article 274—

(1} No Bill or amendment which imposes or varies any tax or duty in which States
are interested or which veries the meaning of the expression ¢ agriculture]l irccme™ 28
defined for the purposes of the enactments relatrg to Irdiar ircomc-{ax, or which saffcct
the principles on which under any of the foregcing provisiors of th’'s Chapter morcys are
or may be distributable to States, or which imposes any such surcharge for the purposes
of the Union as is mentioned in the foregoing provisions of this Chsapter, shallte irtic-
duced or moved in ¢ither House of Parliament except on the récemrmercatcr of ke
President.

(2) In this article, the expression “tax or duty in which States are interested”
means—

(@) a tax or duty the whole or part of the net procecds whercof are assigned to
any State; or

(&) a tax or duty by reference to the net proceeds whereof sums are for the time
being payable out of the Consolidated Fund of India to any State.

Article 275 —

(1) Such sums as Parliament may be law provide shall be charged on the
Consolidated TFund 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:

Provided that there shall be paid out of the Consolidated Fund of India as grants-
in-aid of the revenues of a State such capital and 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 Statc with the approval of the Governiment of India for the purpose of promoting
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Article 281—
The President shall cause every recommendation made by the Finance Commission

mnder the provisions of this Constitution together with an explanatory memorandum as
1o the action taken thereon to be laid before each House of Parliament.

Article 282—
The Union or a Statte may make any grants for any pubic purpose,

not
withstsnding that the purpose is not one with respect to which Parliament or
whe Legislature of the State, as the case may be, may make laws.



APPENDIX II

DATES oF DISCUSSIONS WITH STATE (GOVERNMENTS AND CENTRAL GOVERNMENT
MINISTRIES.

(A" Discussions with State Govermments at State Headgquarters.

Punjab . . ' . . 18th, 20th and 2Ist November, 1963
Harvana . . . . . . 1oth and 215t November, 1968,
Assam . . . . . . 2nd and 3rd December, 1968,
Rajasthan . . . ‘. . 16th and 17th Dccémbcr, 19685.
Musore . . . . . 3rd and 4th January, 1969.

Tamil Nadu . . . . . 6th and 7th Januarv, 196g.

[Nerala . . . . . . gth and 10th January, 196G.

Ctiar Pradesh . .l . . . 17th and 18th January, 1ao6g.

Bihar . . . . . . 2oth and 218t January, 1969. -
Andhra Pradesh . . . .27tk and 28th January, 1969.

Orissa . . . . . . 31st January and 15t February, 1969.
Madhya Pradesh . . . . 2nd and 3rd March, 1965.

Gujarat . . . . . 15 th March, 1969.

Nagaland . . . . . 31st March, 1969,

West Bengal . . . . . 2nd, 3rd and 4th April, 1969.

Maharashtra . . . . . 7th, 8th and gth April, 1969.

Jammu and Kashmir . . . 1isth and 16th April, 1969,
Further meetings held at New Delht.

Finance Minister, Punjab . . 14th April, 1969.

Chief Minister, Jammu and Kashmir 19th April, 1969.

Chief Minister, Orissa . . . 218t April, 1969.
Chief Minister and Finance Muuster,
Uttar Pradesh . . . 13th May, 1969.
L

(B) Discussions with Central Gowvernment Alinistries.

Chairman, Central Board of Direct
Taxes . . . . . gth June, 1969.

Finance Secretary, Secretary (Expendi-
ture), Special Secreta.rv, Ministry of
Finance . . . . 1g9th and 20th June and toth July, 1969.

Chairman, Railway Board and Financiai
Commissionet, Railway B , 215t June 106
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APPENDIX III

NAMES OF ORGANISATIONS AND INDIVIDUALS WHO SUBMITTED MEMORANDA

TO THE COMMISSION

(@) Organisations which submitted Memoranda to the Couunission:

1.

Mo S v e Wb

[T T T L R . I o L
3 0 ww & v F W oW H O

3]
et

22,
23-
24.
25.
26.
27.
28.
29.

Assam Parshad, Gauhati.

. Bharat Chamber of Commerce, Calcutta.

. Bihar Chamber of Commerce, Patna.

. Birla Institute of Technology & Science, Pilani, Rajasthan.
. Bombay Shrofls Association, Bombay.

. Chemists and Druggists Association, Madras.

. Communist Party of India, Marxists, Kerala.

. Delhj State Chemists Association, New Delhi.

. Depaztment of Economics, Calcutta University.

. Engineerir g Association of Northern India, Kanpur.

. Executive Committee of Congress Legislative Party, Gujarat.
. Federation of Gujarat Mills and Industry, Baroda.

. Federation of Paper Traders Associaticn of India, Bombay.
. Gujarat Chanber of Commerce and Industry, Ahmedabad.

. Gokhale Institute of Public Affa‘rs, Bangalore.

. Indian Roads and Transport Development Association Ltd., Bombay.
. Indian Chamber of Commerce, Calcutta.

. Inter-University Board of India and Ceylon, New Delni.

. Kerala State Committee of Communisi Party.

. Madurai Ramnad Chamber of Commerce, Madurai.

. Merchants Chamber of Uttar Pradesh.

Mysore Chamber of Commerce & Industry, Bangalore.
Non-Gazetted Officers Association, Gulbarga.

Non-official members of the State Plannirg Board, Kerala.
Rajasthan Chamber of Commerce, Jaipur. '

Rajasthan Vyapar Udyog Mandal, Jaipur.

Raniganj Chamber of Commerce, West Bengal.

‘The Indian Merchanis Chamber, Bombay.

‘The Institute of Chartered Accountants of India, New Delhi.

30, University of Madras, Chepauk, Madras.

3r.

Vyaparik Association Mandal, Henumangarh Town, Rajasthan.
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APPENDIX 1V

INDIVIDUALS AND ORGANISATIONS WHOSE REPRESENTATIVES APPEARED BEFOR: THE
COMMISSION 4ND GAVE ORAL EVIDENCE

(@ Individugls who appeared before the Cowmmission:

L. Dr. V.K.R.V. Rao, Union Minister of Education and Youth Services.

. Di. K.L. Rao, Urion Minister of Irrigation and Power.

8]

. Dr. D.R. Galgil, Dzputy Chairman, Planning Commission.
. Shri N. Rajagopala Iyengar, Chairman, Press Council of India.

e W

. Shri K. Santhanam. Ex-Chairman, Second Finance Commissior.
. Shri A.K. Chanda, Ex-Chairman, Third Finance Commission.

. Shri B. Venkatappiah, Member, Planning Commission.

. Shri

oo =1 G tn

B. Sivaraman, Cabinet Secretary.

9. Shri A. K. Gopalan, Member, Lok Sabha,

@. Shri N. Sreekantan Nair, Member, Lok Sabha.

11. Shri P, Viswambharan, Membcr, Lok Sabba,

12. Shri K. Cbandrasekharar, Member, Rajva Sabha.

13. Shri C. Achutha Menon, Member, Rajye Sabha.

14. Srri K. Karunakaran, M.L.A., Kerala.

1s5. Shri K. M. George, M.L.A., Kerala.

16. Shri E. Ahmed, M.L.A., Kerula.

17. Shri P. Govinda Piflai. M.L.A., Kerala,

18. Shri Vavilala Gopalakrishneyya, M.L.A., Andhra Pradesh.
19. Shri J.J. Anjaria, Denuty Governor, Reserver Baok of India, Bombay.
zo. Shri N.E. Balaram, Kerala.

21. Shri V.V. Bhatr, Reserve Bank of India.

22. Dr. P.R. Brahmananda, Bombay University,

23. Dr. P.K. Bhargava, Banaras Hindu University.

24. Dr. R.J. Challiah, Osmania University.

25. D V.V, Borkar, Marathwada Univers ty.

24. Poyl AK. D3 Ginin, A, N. Snha Ensticete of Social Studies.
27. Prof. M L. Daatwala, Uaivers'ty of Bombay,

28, D MLH. Gopal, Uatversity of Mysore.

2¢. Shii O.. Joszph, Keralz.

30. Do M.D. Joshi, Lucknow Urniversits.

31. Prof. Lovel Harris, University of Coluralb’a.
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32. Prof. E.T. Mathew, University’ of Kerala, Trivandrum.,
33. Dr. Minocha, Hamedia University.

34. Dr. B. Misra, Utkal University.

35. Shri K.N. Nagar Katti, Madhye Pradesh.

36. Prof. V.R. Pillay, Kerala Univers’ty, Trivardrum.

37. Shri Ravikarunakaran, Kerala.

38. Dr. Raj Krishna, University of Rajasthan.

39. Shri P. Sambaiah, State Bank of India.;

40. Dr. Sailendra Singh, Lucknow University.

41. Dr. Shanmuga Sundaram, Madras University.

42. Dr. P.C. Thomas, Gauhati University, Gauhati.

43. Dr. Ved Gandhi, Indian Institute of Management, Ahmedabed.
44- Mr. W. Prest, Melbourn University, Australia.

(b) Organisations whose representatives appeared before the Commission :
1. Bharat Chamber of Commerce, Calcutra.
2. Bihar Chamber of Commerce, Patna.
3, Bombay Shroffs’ Association,
4. Communist Party of India, Marxists, Kerala.

5 En_gil;een'ng Association {including representatives of Small Scale
tries).

6. Federation of Paper Traders Association of India.

7. Gokhale Institute of Public Affairs, Bangalore.

8. Gujarat Chamber of Commerce and Industiries, Ahmedabad,

9. Indian Chamber of Commerce, Calcutta. '
10. Indian Merchants Chamber, Bombay.
11. Leaders of the Congress Party of the Gujarat Legislative Assembly.
12. Leaders of Opposition parties of the Gujarat Legislative Assembly..
13. Mysore Chamber of Commerce, Bangalore, '
14. Merchants’ Chamber of Commesce, Uttar Pradesh.
15. Won-official members of the State Planning Board, Kerala..
16. Rajasthan Chamber of Commerce and Industries, Jaiput..
17. Rajasthan Vvapar Udyog Mandal, Jaipur.

18, Upper India Chamber of Commerce.

19. Uttar Pradesh Chamber of Commerce.
20. Vyapari Association Mandal, Hanumangarh.,

Indus~
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APPENDIX V

STATISTICAL TABLES

Table No.

17

oW

=

I0.

II.

I12.

13.
14.
15.

16,

18.
19.

20.

21,

22,

23,

A, Area, population and Stare incomes

Population of States {1961 Census).
Measurement of sparsity of population in States.
Popuiation of Scheduled Castes and Scheduled Tribes in States (1961 Census).

Total State incomes {Net Domestic Product) from 1960-61 to 1964~65 by States
indicating figures relating te Agriculture and Animal Husbandry sectors,

Per capita income in 1960-61 to 1964-65 by States (at current prices),

B. States’ revenues

Growth and patiern of States’ revermes 1961-62 and 1965-66 (0 1968-69.
Growth of revenue from important taxes for all States—1950-51 to 1067-68.

Statewise revenue from general sailes tax, sales tax on motor spirit and Central
sales tax during 1965-66 to I1967-68.

Toral of State tax revenues and per capita tax revenues in 1960-61 and 1965-66
to 1968-69 and targets of additional taxation and realisations thereof in the
Third Plan and the three Annual Plans.

Targets of additional resource mobilisation agreed to by Stares for the Fourth
Plan.

Tax revenues and non-tax revenues of Statzs in 1967-63.

States’ income for 1962-63 to 1964-65 (average), tax revenues in 1967-68 and
tax rcvenues as proportion of the State incomies.

Al] States tax revenues as percentage of national income from 1950-51 to 1967-63,
Per capita revenue from important State taxes in 1967-68.

Per capita tax revenues in 1967-68 as percentage of per capita incomes for
1962-63 to 1904-65 (average).

Incidence of land revenue per hectare of net area sown.
Arrears of tax revenues.

Percentage of land revenue arrears to the total demand.
Percentage of sales tax arrears to the total demand.

Rates of general sales tax for important commodities (in terms of percentage of
the value).

Rates of sales tax on motor spirit.
Average rates of electricity supply and electricity duty.

Water rates for rice, wheat and sugarcane.
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Table No.

24. Rates of entertamnment tax (in terms of percentage’ of the admission or entry
ticket).

25. Rates of stamp duties and registration.

26. Rates of tax on motor vehicles.

27. Estimated loss of land revenue over the five-vear period 1969-70 to  1973-74
from abolition of rhe tax or concession given during 1967-68 and 1968-69.

28. Estimated loss of revenue over the five-vear period 1969-70 tO 1573-74 from
abolition of taxes other than land revenue or concessions given during 1966-67
to 1968-69.

C. States’ expenditure

29. Growth and pattern of States’ revenue expenditure.

30, Per capita expenditure under important heads in 1967-68.

31. Revenue expenditure on natural calamities during the years 1957-58 to 1967-68.

32.

33.
34.
35.
36.

38.

39

40.
41

42

43.

45.
46.

47-

Plan outlay in 1965-66 and 1968-66 and committed expenditure thereon in
1966-67 and 1969-70.

1D. Financial results of Statzs’ commercial schemes

Financial results of multipurpose river schemes.

Financial resulrs of irrigation works (commercial).

Financial results of electricity schemes run departmentally.

Financial working of State Electricity Boards.

Rate of return on capital outlays of Electricity Boards from 1966-67 to 1968-69.

Electricity Boards : installed capacity, ayerage cost per unit sold, and average
price charged per unit sold 1967-68.

Financial results of road and water transport schemes run departmentally.

E. Other Budeetary data

Outstanding public debt, loans and advances and productive capital outlays
as at the end of 1968-69.

Details of total loans and advances and physical assets of State Governments
as on 31-3-1969 {Estimate].

Rate of dividends from State investments.

F. Revenue and expenditure of the Government of India

Revenue receipts of the Government of India.

Revenue expenditure of the Government of India.

G. Divisible taxes

Revemue from Income Tax, Corporation Tax and Union surcharges.

State-wise assessment of income tax (excluding tax on Union salaries) for the
years 1962-63 to 1964-6§ (Net of reductions on account of appellate order,
revision, rectification, etcetra).

Revermue from Union and Additional Excise Duties from 1965-66 to 1969-70
{Commoditv-wise for items subject to additional excise duties and for others
taken together).
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Tabiz No,

48,

49-

v
[

‘A
T

th A
La
0

Ly
v

L
oo

59
6o.

61.

62.

63.

64.

65,

Revernue from Union Excise 1Dutics, Additional Excise Duties and  Specia:
Iixcise Duties from 1950-51 10 1969-7C.

Economic indicators tor distribution of Statcs’ share of Unicnr Lxcise Duties,
Statewisc consumpticn cstimares of cigaretics.
Statewise consumpiion cstimates ol cotton textiles.

Statc-wise consumption of sugar.
H. Transfers from: the Centre 1o Stares

Resources transferred from the Centre to States.
Transfers from the Centre ¢ States under the TFirst Finance Comumission’s
Award {1952-53 tv 193G6-67.,

Transfers from the Centre to States under the Second Finance Commission’s
Award (1957-58 10 1961-62".

Transfers from the Centre to States under the Third Finance Commission’s
Award (1962-63 to 196s-66).

Transfers from the Centre te States under the Fourth Finance Commision’s
Award (1966-67 0 1968-69;.

1. Agriculture and Irrigarion

Area irrigated (net by main sources in 196§-66 and number of cultivators as
per Census 19671},

Distribution of the area operated and the households by size-classes.

Estimated Additionsl reverue froem irrigation on the basis of water rates  at
12 per cent of gross income.

J. Indusrrial statistics

Number of factory workers in different States and their percentage to popula--
tion,

K. Ratlway, transport and Comminnications

Number of passengers carried by Indian Airlines embarking and disembark-
ing in January, 1969.

Commodity-wise freight earnings of railwavs on gocds carricd during 1965-66
to 1967-68.

Position of Railway Finances for the years 1964-65 to 1969-70.
L. Miscellaneous

Transactions relating to purchase and sale of securities in each stock exchange-
in 1966-67 and 1967-68.



TaBLE 1: DPopulation of States
{1961 Census)
Total Urban Rural Urban Rural Percent- Percent-
popula- popula- popula- popula- popula- age age
States tion tion tHon  ton tion  distri-  distri-
as per- ag per- bution buton
(lakhs) (lakhs) (lakhs) centage centage of of
of of wurban rural
State’s State’s popula- popula-
popula- popula-  tion tion
tion tion
I 2 3 4 5 6 7- 8
Andhra Pradesh 359-83 62'74 297°09 17°4 82+6 83 84
Assam 11873 9-13 109:60 77 §2°3 I-2 31
Bibar 464-56  39°14 425-42 8-4 916 52 120
Gujarat . 20633 53-16 IS3'I7 258 742 700 4°3
Haryana . 75:90 1307 62-83 172 §2-8 17 1-8
Jammu and Kashmir 35-6I 5°93 29-68 16-7 833 o8 0-8
Kerala . . I1I69°04 25-54 143°50 15°1 84-9 3-4 4°I
Madhya Pradesh 323-72  46°27 27745 I4+3  85°7 61 7-8
Maharashtra 39554 I1I11-63 283-91 28-2 718 147 8-0
Mysore 235-87 52-67 I83-20 2243 777 6'9 52
Nagaland 369 ©-Ig 3:50 51 949 Neg. oI
‘Orissa 175-49  11+I0 164-39 63 937 15 46
Punjab II11°35 25:67 £5-68 23-1 769 34 2-4
Rajasthan 201-56 32+82 168-74 16:3 837 4°3 4-8
‘Tamil Nadu 336-87 89:91 246-96 26-7 733 118 7-0
Uctar Pradesh 737°46 94°79 642-67 12°9 87-1 12-5 18-1
West Bengal . 349-26 85-4I 263-85 24+5 755 I1-2 75
All States 430081  759+17 3541°64 177 82+3 (100-0) (I00-0)
Union Territories Bgrgz 30°13 5979 33-5 66+ 5 .
All India . 439073 789-:30 360143 18-0 82-0 .- .
Source : Registrar General of India.
NoTt : Population of the constituents of the composite State of Punjab was as

under :—

Total Urban Rural
Haryana . 7590 13-07 62-83
Punjab . . 111-35 25:67 85-68
Chandigarh . 1-20 0 99 021
Himachal Pradesh I4-62 1-12 13-50

203-07 40- 85 162+22

124



TanLE 21 Measurement of Sparsity of porulaticn in Stares

Absolute popula- Actual area occu-
States tion upto the pled upto the
range 206 range 2c0 cxclud-
ing Jammu and
Kashmir
flakhs? and Nagaland
[000) Sq. Km.*#
{7
I 2 3
Andhra Pradesh . . . . 2070 12°23
Assam . . . . . . T 13-352 31712
Bihar . .
Gujarat . . . . . 14°30 32-91
Haryana . . . .
Jammu and Kashmir . . . N.AL N.A.
Kerala . . . . . .
Madhya Pradesh . . . . 143-82 25991
Mauaharashtra . . . . . 12-39 2379
Mysore . . . . . . 17:91 2446
Nagaland . . . . . N.A. . N.A.
QOrissa . . . . . . 3014 49-90
Punjab . . . . . . . .
Rajasthan . . . . . 88-70 . 204°14
Tamil Nadu
Uttar Pradesh . . . . . 988 22°74
West Bengal
ToTaL . - 351-36* 681-20%

*Excluding Jammu and Kashmir and Nagaland.
**On the basis of the factor j:F = 8&08:65/351-36 = 0-023015 |Sq. Km./person,
and taking the minimum figure.

(2) The figures in this column are either the actual area occupied or the [average area,
whichever is lower,
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“TABLE 3 :

(1961 Census)

Population of Scheduled Castes and Scheduled Tribes in States

States

Total
popula-
tion

Scheduled Caste

Scheduled Tribe

Total Percent-
(lakhs) popula- age of
tion Scheduled tribution

age dis- popula-

Percent- Total Percent-

Percent-

age of age

tion Scheduled distri-

(lakhs) Castes (lakhs) Tribes bution
to to
State’s State’s
popula- popula-
tion tion
I 2 3 4 5 6 7 8
Andhra Pradesh 359-83 49-74 13-8 7.9 13-24 3:7 46
Assam 11873 733 62 I-2 2065 174 71
Bihar 464-56  65-05% 140 10°3  42-05 91 14-5
Gujarat . 206-33  13-67 6-6 2.2 27+54 13-3 95
Haryana . . 7590  I3°64  I18%+0 2z .
Jammu and Kashmir 3561 2-84 80 0-4 .. o e
Kerala . 169-°04 14°35 85 23 2-13 i3 o7
Madhya Pradesh 323°72  42-53 1371 6.7  66-78 206 2249
Maharashtra 395-54  22-27 56 3°5  23-97 61 8-z
Mysore 235-87 3I-I7 13°2 4'9 1°92 0-8 07
Nagaland 3-69 Neg. .. .. 3-44 932 1z
Orissa 175°49 27-64 158 4 4 - 42-24 24°1 14°5
Punjab 1X1-35 24-87 223 3% .. .
Rajasthan 20156 33-60 167 5-3  23-5I 1.y 81
Tamil Nadu 33687 60-67 180 96 252 o7 0'9
Uttar Pradesh 737-46 154+00 209 243 .. .. .
"West Bengal 349°:26  68-90 19-7 10'g 20-54 59 71
ToTAL . 4300-81 632-27 14°7 (100-0) 290-53 6-8 (100°'0)
-Source : Census of India 1961—Part V—A(:) and (). For Punjab and Haryana

however, the figures have been taken from the Statistical Abstracts of Punjab
and Haryana respectively for the year 1967.

NoTE : () Scheduied Castes: :

tion to be Scheduled Castes,

(1) Scheduled Tribes :

Such castes, races or tribes or parts of “groups within

each Castes, races or tribes as are deemed under Article 341 of the Constitu-

Such tribes or tribal communities or parts of ‘groups

within such tribes or tribal communities as are deemed under Article 342 of the
Constitution to be Scheduled Tribes.

(#z) '{Ihere are no Sheduled Tribes in Haryana, Jarnmu and Kashmir, Punjab and
. P,



TarLl: 4 ¢ Total State incomes (Net Domestic Product) from 1960-61 10 1964-65 by States indicating figurcs relating to Agrictdiural and Ayl

Husbandry sectors :

(A current prices) (Rs.  crores)
Total net Domestic Product Agriculture and Aninmnal Husbandry o
{All Industries)* sectors
States e
1960-61 1961-62 1962-63 1663-64 1964-65 1960-61 1961-62 1952-63 1963-6.4 TOR -6y
1 2 3 4 5 6 7 8 9 10 11

Andhra Pradesh . . . 1124 1239 1252 1439 1690 651 728 702 Rz26 Y75
Assam . . . . . 409 426 433 496 580 244 249 242 289 341
Bihar . . . . . 902 1033 1116 1302 1505 507 512 527 656 781
Gujarat . . . . . 775 362 839 997 1189 353 405 394 442 568
Haryana . . . . . 269 287 303 370 427 168 174 180 230 271
Jammu & Kashmir . . . 95 94 97 110 127 53 49 50 58 66
Kerala . . . . . 465 505 533 590 725 230 244 250 274 358
Madhya Pradesh . . . 878 g25 943 1114 1320 505 521 506 620 752
Maharashtra . . . . 1640 1626 1764 2017 2277 676 577 624 738 829
Mysore . . . . . 683 755 Jele] 932 1075 355 388 407 448 569
Orissa . . . . . 193 414 473 574 658 214 214 251 335 167
Punjab . . . . . 422 454 492 578 714 245 256 277 337 244
Rajasthan . . . . 540 602 610 645 795 327 378 368 370 186
Tamil Nadu . . . . 1155 1220 1262 1409 1552 S41 556 536 581 638
Uttar Pradesh . . . . 78R 1897 1968 2240 2985 1072 1119 1121 1279 1890
West Bengal . . . . 1331 1391 1531 1780 1916 529 532 570 693 700
All States {excluding Nagaland) . 12959 13739 14466 16593 19535 6670 6902 7005 8216 m;;r

Sonree : Central Statistical Organisation, Cabinet Secretariat. “The estimates have been worked out by adopting the concept of ‘Income orig—i,
nating' withing the geographical boundaries of India.

= [xcluding Defenes, Government of Tndia Hmbassies and other establishments abroad and business cutside of Indian Insurers,
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TABLE 5 : Per capita income in 1960-61 to 1964-65 by States
(At current prices).

(Rupees}

: Per capita**
States

\
1960-61  IG61-62 1962-63  1963-64 1964-65
Andhra Pradesh . . . 314 341 338 381 438
Assam . . . . . 349 353 349 388 441
Bihar . . . . . 216 220 232 265 259
Gujarat . . . . 380 412 413 451 523
Haryana . . . . 359 372 381 481 504.
Jammu and Kashmir . . 267 263 267 298 341
Kerala . . . . . 278 295 303 328 393
Madhya Pradesh . . . 274 282 280 323 373
Maharashtra . . . . 419 405 429 478 526
Mysore . . . . 292 316 327 372 420
Orissa . . . . . 226 233 261 309 347
Punjab . . . . . 383 400 421 480 575
Rajasthan . . . . 271 294 289 297 356
Tamil Nadu . . . . 344 361 365 401 434
Uttar Pradesh . . . 244 254 258 287 374
West Bengal | . . . 386 392 420 476 498
All States{ excluding Nagaland). 304 ars 325 364 418

Source : Central Statistical Organisation, Cebinet Secretariat. The estimates have
been worked out by adopting the concept of ‘ Income originating * within
the geographical boundaries of India,

**Based on Population Projections as on 1st QOctoher of the years.
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"TABLE 6 : Growth and pattern of State revenues :

1961-62 and 1965-66 to 1968-69—contd,

PN Sh

" (Rs.. croves)
L Land Sales Motor  Stamps  Other  Bduca- Medical - Adminis- Forests Toia)
"'StdtefYears revenue  taxes vehicle & régis- taxes & tion & public trative revine
tax tration duties health services receipts
1 2 3 4 5 6 7 8 9 10 44
Gujaras
196162 464  13°82 339 2-30 263 048 035 650 177 833
- (7:40) (2204) (5:41) (3°67) (4'19) (07D {D756) (0-80)  (2'82) (100°00)
196566 7:32 2698 384 353 874 o075  iso  f26 203 1apo
67 6-32 35'14 420 4+00 10°54 3-64 162 200 245 13559
1967-68 7-81 -39-22 476 465 12-90 [e1:11 1-64 1-66 2:54  152°21I
1968—69 (RE) 6452 4390 5°19 498 13-55 074 2°45 £27 C2933  TigyiBr
(4:13) (27-82) (3-29) (3-16) (8:59) (0-47)  {(1-5%) (0-80)  (1°48) (100'00)
H@fw‘
m..ﬁg Included under the Composite State of Punjab
1965-66
1666-67* 0-64 3-46 0-18 0-99 1-60 015 Q08 018 o 18 - a4 a7
Yg67-68 - 143 954 058 3-58 4-94 1-09 034 0-51 0-26 61:81
1968-69 (RE) 143 12-55 061 369 5:9% 1-22 041 o-87 024 7456
(1-92) (16-83) (082} {495y (7°98) (1°64)  (o-s55) (1P (032} (100'00)
Jammu & Kasheir
1961-62 0-64 0-27 012 Q22 0-08 0-03 0-0 00§ 3973 oy
(2:90)  (1-232) (o'sq) (1r00)  (0036)  (ong)  (o-18) (o 23) (16-90)  {100-00)
1965-66 . 044 076 051 ©-28 0-29 011 007 ©-68 318 Jrily
1566+67 038 1-09 034 032 0-35 0-03 0-09 0°15 4-07 ‘4B 56
1967-68 058 1-31 036 0-43 036 004 0-09 © .ol 3 93 45775
1968-69. gRE) 072 1-75 051 036 054 0°03 01 032 §5-60
(1-29) (315) (o092} (065 (09D 005 (o 18) ©49) (7 55) {169"09)




Kerala
1961-62 i

1965-66
1966-67
1967-68
1968-69 (RE)

Madhya Pradesh
1961-62

1965-56

1966-67
967-68 .

1963-69 (RE)

Mahkarashira
1961-62

1965-66
1966-67 .
196768 .
1963-66 (RE)

Mysore
1961-62
1965-56
1966-67

1967-68
1563-69 (RE)

i-58
(2:99)

2-65
2-00
1-85
1-76
(133}

8-78
{(X1°21)

7-00
5-49
726
8-49

(4-94)

6-19
(5-21)
558
726
8-75
759
(2-13)

4-51
(4-95)
557
3-87
741
505
(2-34)

10-$6
(19-95)

1830
2278
26-29
2804
(21-29)

8-06
(10-29)

2000
23-56
28-28
3078

(17-92)

35-03
{(29'50)
70°59
B7-47
96-09
10456
(29-31)

945
(1038)

1954
26-43
28-25
33-00
(15-32)

2+68
(506)

4-15
4°40
5°15
5-65

{4-28)

2-11
(2-69)

2-85
2:93
3-14
3-31
{1-93)

5-86
(493
6-76
9-58
1641
II‘SI
{3-23)

459
(5-04)

6 10
6-89
750
(3-48)

283
{4-16)

4-37
4-60
514
5-35

(4-05)

2+01
(z-57)

3°19
3-52
4-36
4-61
(2-68)

6-05
(509}
9-08
989
1126
1217
(3-41)

243
(2-67)

4:39
4-89
5-53
616
(2-86)

0+38
(051

1-80
2:75
276
2-52
(I-91)

2-56
(327

698
7-85
8-70
927
{5°40)

12-37
{10*42)
25°90
34-02
37-58

4216
(11-82)

2:59
(2-85)

5:63
5-80
6-0§
8-30
(3-85)

146
(2-76)

2-78
2-98
2-62
2-87
(2:17)

o-68

(o-87)

I'14
1-34
110
1-24

{o- 72)

072
(0-61)
1°34
1-86
Z-1I

37

{0-38}
0-89
(0-98)

5
3
6

W ONLa

I
I
I
2-47
(t:15)

030
{0-57)

076
1-03
1-54
1-a47
{1-11)

066
(0-84)

1-52
1-29
126
1-45

(c-Bqy

256
(2'16)
523
475
697
6-55
(1-84)

Q75
(0-82)

1-60
I-71
2-55
2:67
(r-24)

0-37
(0-70)
0-91
0-g8
143
117
(0-89)

o-58
(o 74)

09I
o087
1-34

103
(o 60)
I-62
(1-36)
328
5:40
5-27
498

(1-40)

053
(0-58)
1'50
1'16
123

128
(0:58)

3'93
(7+42)

571
6-65
744
7°54

(570

10-38
(13-26)

17-20
19-41
20+65
2230
(12-98)

5-42
{(4°56)
765
779
887
956
(a- 68)

B-08
(8-84)

10-08
10-97

1107

1224

(5-68)

5393
(18302)

8210
108-69
12541
13202

(10300}

7831
{100°00)

124-07
13747
16746
17180

(10000}

118-7¢
{100%00)
22739
2720
309'6
35676
{100-00)

91-02
(100-00)

120-49
196+40
7099
as-36
{ 100-00)

*Haryana was formed on November 1, 1966.
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TABLE 6 : Growth and pattern of Statel revenss :

19485-43 and 198588 f2 1048-G9—w coned,

. Land Sales Motor Stamps Other Educa- Medical Adminis- "~ Total" -
Srate/Yeary revenue taxes vehicle  and regis- taxes end  tion & public  trative Forests revenus
tax tration duties health servioes - reonpts‘

. T 2 3 4 5 & 7 8 9 Io . 11
Nuagaland -
I961-62 . . v . . - -, . .. vel
1965-66 . . R 0-0I o-0f a-o3 o-0L 002 002 . 0-01 o-0g 1132
(0-09) 053} {o-27) (0-09} {o-18) {0'18) . {o-09) (0:80)  (100-00)

1966-67 v . . 0-01 00§ 004 ‘e 002 002 “ 0-01 0-06 1448
1967-68 . . o0I o-cg Q'Cd Neg. 003 0-02 Neg. 0-0z o-o8 1707
1968-69 ('RE} 001 0+0f o-06 001 G-o2 002 Neg. 00§ 019 1961
Oris (e-05) {o-13) (9+31) {0-03) (0°10) (o) () (0-26) {o-51)  (10G-00)

s

961~z - 2-42 4403 1-03 o 96 0419 0-18 0273 0-13 310 46-1
(s-251  (3-71) (z-23) {z-0B) {0-41) (0-B2)  (0-30) (o-28) (6-72)  {100-00

96566 . 2-836 9+03 171 164 1'30 D84 023 a+30 4-70 8039
es-67 . . 2-51 10-97 1-87 1-70 1-61 063 028 0-84 4°59 106+ 80
1067-68 . N I-6I 1Z2° 56 217 305 29I o7 0-36 0:85 479 109-03
1968-69 (RE} . . 1-75 1z-82 z2-28 I;Stg 257 -5 0-40 o563 - 566 - 121-03
. (1-45)  (10°59) (1-88} (16834 (2-12) {0- 42} (o3 (052} (4-68) (100-00)
T9br-62% . 3-98 851 1-10 980 547 1-87 050 o-69 14 77-46.
(5313 (11-43) (141 (6-16)  (7r02)  (2'40) (06y)  (o'8g)  {1°B1)  (100-00)
1565-86% . . 398  19-89 132 651 15-95 1-71 085 171 140 13943,
1966-67T . 2-34 1991 1-38 658 1032 I-41 o-39 2-32 1-16 11700
1967-68 ' . , I-85 1806 o586 631 7:96 0-9a 060 1-85 0-%2 10546
1968-69 (RB) . . 106 21-62 1-01 7-0{ 866 097 074 2°52 n~5? iz&-on
(1-58) (ry-16) (0B} (560 {6-87) (7177 58y (2:00) (0-44) (100°00)
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Rajasthan
1961-62

1965-66
1966-67
1967-68
1968-69 (RE)

Tamil Nadu
1961-62

1965-66
1966-67
1967-68
1968-69 (RE)

Uttar Pradesh
1961-62

1965-66
1966-67
1967-68
1968-69 (RE)

*Figures for 1961-62 and 1965-66 include Haryana also.
tInclude Haryana for the first seven months of the yeap

8-68
(1878}

6-98
6-93
10714
6-37
(4-92)

443
(4-81)

6-76
3-88
5-28
4-21
(1-52)

2112
(13-72)

24°10
20°49
25-33
23-31
(6-42)

462
(10-00)

1417
15°91
1976
21°75
(16-78)

21-26
(23-06)

40-95
48-77
5748
61-04
(22-01)

13-02
(8-46)

24-85
30°13
38-03
39:95
(11-00)

1-10
(2-38)

170
211
241

264

(2-04)

7-03
(6-73)

13-3X
14°96
1683
18-13
(6-54)

133

112
(2-42)

175
1-85
235
2-65
(2-04)

6-35
(6-89)

9-96
11°02
13°35
12-69
(4-58)

5:00
(3-25)

801
8-95
10-46
1041
(2-87)

I1°20
(2-60)

3:00
3-70
415
457
(3-53)

279
(3-03)

1051
12°46
1522
16-11
(5-81)

726
(4-71)

1936

21-061
23631
21710
CRY |

0-61
(1-32)

077
0-90
1-08
1I-10
(0-85)

048
(0-52)

0-91
110
1-80
I-13

(o-41)

1'50
{0+98)

2-43
2-701
3-16
347
(0-96)

0-62
(134

1-16
173
608
225
(1-74)

097
(1-06)

1-30
1-31
2-01
2-22
(o-80)

0-64
(0-42)

1-23
1-12
1-77

F2-18

\0-59)

0-38
(0-82)
o085
1-13
1:00
1-49
(1-15)

142
(1-54)

261
2-78
2-96
443
(1-60)

2-31
(1-41)

2-37
2:72
3-17
2:63
(0-72)

0-82
a7

1-09
1-14
1-18

(o 74)

2-52
273

2-81
3'19
3:39
3-22
I-16)

7°44
(4-83)

14°26
15-42
1751
17:04
(4-69)

46-21
(100°00)

968§
9675
121°38
129°59
{100°00)

92-18
(100-00)

172-80
194'S5
23339
27728
(100+00)

¥53-99
(100°00)

[263-97
30087
35016
363-12

(100:00)



TABLE 6 : Growth and paticin

of Srate ravemiies 1 1961-62 and rp65-66 ro 1968-6g==concld.

(297 {2679 (2-66) {4-a7) (8-28}

(Rs. crores)
Land Sales Mator  Stamps Other Educa-  Medical Admins- Teed
State/Years revenue  tiaxes vehicle & regis- taxes and tion and public trarive Foresta revenue
tax tration duties health services receipts
I a 3 4 5 B 7 8 ) 10 1
West Rengal
I1961-62 . . . §:20 2r-45 2-35 496 9-89 675 092 o-94 171 icy-70
(6-10)  (21009)  @-31)  (4°88)  (972) (o7 {o90)  (0'92)  (x°6%) (100 COD
196566 , . 702 45°38 5 6o 8-63 t477 064 051 2°00 2:28 16982
1986-67 . e 600 48-65 576 8-67 15740 073 o-8s 1-68 214 185°34
1967-68 . . 500 5833 650 10-39 17-51 074 oo 186 2440 234+77
1964-69 (RE) | . 536 57-21 §:70 9-58 17-74 074 0-56 I 83 228 2%{*39
©-35)  (045) (08s)  (1-06)  (r00-00

f;

NoTE :

(#) 196%-68 and 1968-6¢ figures from Stare budgets.

Figures in brackets indieate percentage to the taial tevenue,

: @) 196162, 1965-66 and 1956-67 from Conspectus of the budgets of the Central, Smte and Umon ’I‘emury Govanmmts

—
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TABLE; 7 Crwwth of reveme from important caxes for all States, 1950-51 o 1967-68

(Ra. crores)
Heads 1950-51  1955-56  I960-61  I965-66 1966-67 1967-68
1 2 3 4 5 6 7
Agricultural . 359 7-68 1192 9-62 10-25 12:0%
Income Tax . (100) (214) (332) (268) (286) (336).

Land Revenue{a) . 4960 77-78 9750 11283 QI-41 104°74
(100) {157 (197) (227) (184) (211)

State Excisc . 48-03 43:70 §3-09 96-36 108-91 130-60
(100) {91} (111) (z01) (227) (272)

Taxes on Trans- 7-58 1585 15-57 6466 70-82 78-06
port(b) (100) (209) {469) (853) (934) (1030)
Sales Taxes(c) . 55-99 78-33 15792 365-41  439-45 50?~56
(103) (140) (282) {653} (785) 910)

Other Taxes and 2441 26-29 4525 11707 137-46 15(s~4o
Duties . . (100) (108) (18s) (483) (s63) 637)
Stamps . . . 22717 24-30 36-79 6421 69-34 81-00
(100) (110) (166) (290) (313) (365)

Registration . 3-84 392 6-73 11-56 13-I7 15-22
(100} (102) (175) (301) (343) (404)

ToTAaL . 215-21 27785 44477 842-62 940-81  1086-63

(100) (129) {207) (392) (437 (505)

(@) Includes rovalty on mineral oils (Assam and Gujarat).
(P Includes taxes on motor vehicles, passengers and goods and road tol’
(¢) Includes inter-State Sales Tax.

MN.B.—Figures in brackets indicate indices with 1950-5I equal to 100,

Source : () Combined Finance and Revenue Accounts.
(#) State Budgets.
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' ‘TABLE 8 Srate—mse reversie from gmefal sales tax, .rak: tax .on motor :pmt and
B Ceniral sales tax during 1965-66 to 1967-68

(Rs. crores)

General sales tax and sales
tax on motor spirit Central sales tax

States 19r65-66 1966-67 1967-68  1965-66 1966-67  1967-63

I 2 3 4 5 6 7
Andhra Pradesh . 2348 28-57 30-41 1°11 1-52 4-36
Assam . . . 739 796 7-39 060 ©-43 o-60
Bihar . . . 15:32 19-83 27-14 6-II 6-82 740
Guijarat . . . 22-26 28-59 3I-58 3-07 6-55 7-64
Heryans . . §°I3 5-8% 600 182 2-08 3:'54
Jammu & Kashmir . 077 1:09 131
Kerala . . . 16°22 20+33 23-67 208 2-4% 2-62
Madhya Pradesh . 15°46 1757 2058 4°54 599 766
Mabarashtra . . 5525 68-04 71-91 15°34 19°43 2418
Mysore . . . 17'87 2456 2581 167 1-87 244
Nagaland . . 008 0-05 ©-09 . .. o
Orissa . . . 7:00 726 834 2'93 3-7r 4°22
Punjab . . . 9-14 12-41 13:69 2+2% 2-84 437
Rajasthan . . 12-44 I3-61 17-20 I'73 2-30 2:56
Tamil Nadu . . 33-80 39-69 46-32 7-1§ 9-08 10-16
Uttar Pradesh . 25-29 30°96 3520 2-03 4249 2-83
West Bengal . . 29-33 31-97 3681 1606 16-68 21-53

ToraL .  296:20  358-34  403-45 68-49 84:24 10611

Source : Stalc Budgets.



(Rs. crores €Xcept per capita)

Annual Plan 1966-67 Annual Plan 1967-68

Tax revenue at Additional Tax Revenue Annual Plah 1968-69
the beginning taxation in
States of the Third during the 1965-66 Additional Tax revenue Additicnal Tax revenue Additional Tax reverme
Plan (1960-61) Third Plan taxation in in taxation in in taxation in in
period 1966-67 1966-67 1967-68 1967-68 1968-69 1968-69(R.E.,)
Total Per Targets Reali- Total Per Targets Reali- Total Per Targets Reali- Total Per  Targets Reali- Total Per
Capita sation Capita sation Capirta sation Capita () sation Capita
1 2 3 4 5 6 7 8 9 10 i1 12 13 14 14 16 i7 8
v Andhra Pradesh 40-18  11:17 5300 47°41 69-13 1769 4700 6:00 7314 18:34 275 313 79:48  19-67 300 100 93-60 22-33
Assam . . 1227 10°33 16:00 13-86 2161 16-07 050 0-§2 22:06 I15°92 1-68 0-41 26-31 18-66 . 0-76 29-24 19-83
Bihar . . ar1-24 6-72 5000 2401 54'92 IO'TI 214 1-08  55-76 10-62 2-36 1'I14 6429 12°06 530 2:00 72-23 I3-I1IX
Gujarat . . 2108 10'22 29'00 4407 51°79 2213 143 62-56 26-24 200 I'12  7TI'90 29-%59 o' 10 76:99 30-%6
Haryana . . (a) . (a) {(a) 8-35(b) 938 44258 121 2634 28B-9% . 101 32-84 34-57
Jammu and ¥ash-
mir . . 2-8% 8-00 8:00 6-14 $:24 13-87 080 0-17 652 17-0I - 40 0-23 7-58  19-44 060 060 9-18 =23-31
Kerala . . 20°17 11'93 2300 2621 38-56 2049 075 005 4528 23-46 400 122 %5379 27'44 .. 100 $6-10 27-64
Madhya Pradesh 27-20 B-:40 48-00 3229 48-96 1348 658 2:64 85348 1448 4780 2-24 63-54 16-°94 .. I'10 69-41 17-87
Maharashtra . 64'26 16-25 5200 79-2I 122-°42 2772 1-30 243 152-29 3361 6 00 1-46 168-28  36-50 3:00 . 183-37 3857
Mysore . . 24-42 10°35 42°00 3B'31 46-48 17-84 775 0'52 %301 19-%7 350 250 63'10 23-28 7372 26-34
Nagaland . 014 353 . 0-23 560 . .- 017 407
Origsa . . B-54 4'87 2300 32°73 1974 10+29 3-25 o 81 2118 10-73 1-28 o-8t 2425 12-12 114 133 2488 12-03
Punjab . . 2566 12°64 40°00(c) 52-46(c) 55°9L  24-13  4'50(c) 0'97 53:45(d)40-80  5-32 o090 50°20 37-46 1'63 6360 4%5-64
Rajasthan . . 18-12 899 32-00 31°16 3542 1553 483 066 18-94 16-97 3-35 3°17 46-60 19° 50 . . 46-98 1889
Tamil Nadu . 239-80 f1-81 4500 56-79 83-21 2298 o020 .. 93°0§  2%5-2% 575 §-37 109°54 29-37 .e .. 114-72 30-0%
Uttar Pradesh . 5745 7-79 10900 8968 94-97 1171 2-40 128 T02:°65 12:37 - 1'52 12309 14'60 12166 1400
West Bengal . 51°53 14°75 4000 4140 9412 2399 67§ 3'85 9909 2458 3-50 079 108-11I 26-30 .. 200 11320 2658
ToTtaL . 444'77 10°30 61000 O15:93 842-62 1763 45 75(e) 2241 940'81 19'29 SI1-I4 29-22 10B6-63 21-92
»

I13-04(f) 12-53 1182-39 2308

Sowrce : Cols. 1, § and ¢ from Conspectus of the Budgets of the Central and State Governmcnts. Cols. 13 and 17 from State budgets, Figures of a«:l-di.iic-;nal tath{;n
targets and realisations obtained from Plapning Commission.

(@) Included under Punjab.
(b) For the last 5 menths of the year only.

This state came into being on November 1, 1966,
(¢} Includes Harvana also.

{d) For the first 7 months for the erstwhile State of Punjab and for the next § months for the reorganised State of Pumab.

(e) For the 1966-67 Plan, the States agreed to raise Rs. 102 crores through measures undertaken either in 1965-66 subsequent {o the presentation of Budget or through
fresh measures in 1966-67. The target for 1966-67 shown in this table had been worked out by excluding .om Rs. 102 crores, the amounts raised in

1965-66,
(f) Apart from the State for which the figures are given. several other States had akso indicated their wilingness to undertake additional taxation, but mno specific
targets were worked out for them, 137










TaBLE 11 : Tax revenugs and mon-tax revenuss of States (8 1967-68 .

TEx revenus* MNon-tax Toml Non-iax re-
States revenyze* revenue veoue a.ad
. percentage
total

(Ra, crores) (Rs, crores} (Rs. crores} (Pescenlages)

X 2 3 4 5

Andhra Pradesh . . . 79+48 4331 122+79 35-27
Asgam . » . . . 25-31 8-59 a4:90 2461
Bihar . . . . . 64-29 28-67 9396 30-84
Gujarat . . . . 7i+90 31494 103-84 30-76
Haryana . . . . . 26-34 2202 48-16 45°53
Jammy & Kashmir . . 758 12-3% 20+43 62:90
Keraln . . . . . 5379 23-69 7748 jo-+58
Madhya Pradesh . . . 63-54 43°65 10719 4a-72
Maharashtrg . . . T68-z8 63-45 231+73 a7+38
Mysare . . . . 6e-10 50-68 11378 4454
‘Naguiand . . . . . 0-23 o716 0r99 vB-77
Otissa - . . . . 24-25% 2735 $1-°50 §2-91
Punjsk . . . . - Sorza 33-88 83-88 4015
Rajasthan . . . . . 4660 27-99 7419 37-19
Tamil Nada . . . . 109-54 61-49 171-03 35-9%§
Uttar Pradesh . . . . 12309 11274 235-83 47-81
West Bengal . . . . ros-,n 31-86 13957 22-76

ToraL . IoB6-63(8)  Sag-22 1710+ 85 1649

*Excludes transfer of taees from the Centre,
**Excludey all grants from the Centre.
(b)ﬁdgmmm on mineral oil (Assem & Gujarat) and rosd

Source ¢ Stuate Budgets,

140



TABLE 12 : Stata income: Jor 1962-63 10 1964-65 (average), tax revenues in 1967~ ﬁS
and. tax revennes as’ proportion df the State imcomes

Stare incomes for 1g962s Fax revernues®  in Percentage
63 to 1964-65 (average: t967-68 of tax reve-
_Tiues to State
Total Per Total Per incomes (col.
amount capita amount capita¥ ¥ 4 10 col. 2)

{Rs. crores) (Rs.) {Rs. crores) (Rs.)

Punjab . . - 595 50-20 . 8:44
Maharashtra . . 2019 ‘ 16828 . 8-34
West Bengal . . 1742 10811 . 621
Gujarat . 1028 71190 . 701
Haryana . . 367 445 26-34 : 7-18
Tamil Nadu . . 1408 400 109°54 - 778
Assam . . . 503 393 26-31 ' 523
Andhra Pradesh . 1460 386 7948 . 5.44
Mysore . . . 936 373 6310 . 6-74
Kerala . . . 616 341 379 . 8-73
Madhya Pradesh . 1126 325 63-54 . 564
Rajasthan . . 683 314 4660 . 6-82
Uttar Pradesh . 2398 306 123+09 . 513
QOrissa . . . 568 306 2425 . 427
Jammu & Kashmir. 111 302 7-58 . 6-83
Bihar . . . 1308 265 64-29 . 401
Nagaland . . NA NA 023 . NA‘

ToTrAL . 16865 369 108663 ' 6-44

* Excludes transfer of taxes from the Centre but includes receipts from inter-State
Sales Tax, read tolls (J&K) and royalty on mineral oil (Assam and Gujarat),

»* Based on population estimate for March, x967 as worked out in the Central
Statistical QOrganisation.

Source v+ () C.S.0. for State incomes and per capita incomes.
(i) State Budgets for tax revenues.
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Tante 13 : All-States tax revenues ds percentage of rational income from 1956-Si fo 1967-68

National Income Total Tax.Revenues of all Percentage Porcéitage
\8t current prices) States of all Stmes increase in
Tax Reveénues Tax Revenucy
Total amount Increase Total amount{a) Increase to National aver increase
over the over the Income in Nanonal
previous previous Incaine (b)
period period
(Rs. crores) (Percentage)  (RS. crores) (Percentage) (Percentags)  (Pertentage)
I 2 3 4 5 6 7
1950-51 9530 215-21 2:25 ve
1955-56 . 9980 472 27785 29- 11 2-78 139
1960-61 . R . 14140 41-68 44477 6008 3-15 40
(132749 (33-01) (3-35) (51
196566 . . . 20340* 4384 842°62 89-45 414 64
. (20573) (54-99) (4'10) 54
1966-67 . . . . 23120%% 13-67 940- 81 11°65% 4-07 35
(23651) (14-96) (398 32}
1967-68 . . N.A. LA, 1086-63 15°50 N.A.
967 (27901)* (17-97) {3:89} 3 4)

(a) Includes royalty on mincral oil (Assam and Gujarat) and road tolls (J. & K).
(b) Percentage of the difference between two successive figures of col. 2 to the difference of the two successive figures of col, 4.

#Preliminary Estimates.
*#Quick Estimates.

N.B.—PRigures in brackets relate to revised series.

Somrce : (i) Nationa]l Income—-Central Statistical Organisarion.
(i) Combined Rinance and Revenue Accounts,

(iti) State Budgets.
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‘TABLE 14 : DPer capita revenus from #nportant State taxes in_1967-68

(In rupees)
Taxes State Taxes General  Inter-State Stamps Other Toul
States on Excise on Sales Sales & Regis- axes tRx
land* trangport** Tax tax tration and duties revenue
1 2 3 4 5 6 7 B 9
Punjeb . . . . I-38 I1-31 443 9:34 3-26 464 3'10 37.46
Maharashrea . . . I-9I 0-90 576 1409 525 2 44 6-15 3650
West Bengal . . . 2-36 321 3-43 664 479 2:56 3-32 2630
Gujarat | B . . . 3 54{a) 0-26 4-98 1204 315 1-9% 371 2959
Haryana . . . . . 157 6-86 4-24 615 3-89 3-96 2-28 289§
Tamil Nadu . . ; 1-8s 020 589 1101l 2:76 3-58 408 38-37
Assam . . . . & 10(@) 2-10 304 5-23 042 1-01 o 76 18-66
Andnra Pradesh . . 1-96 3-96 299 6-88 1-08 2-01 079 19-67
Mysore | . . . 342 2-62 4:24 7:80 t-67 2-05 I-48 2128
Kerala | . . . 2-64 473 4 81 1039 1-33 2-62 092 2744
Madhya Pradesh | . . 1'94 316 2-21 5-11 1-99 I-16 1-37 1694
Rajasthan . , . . 425 3-26 2-42 6-94 1-07 c 98 o-58 19-90
Urtar Pradesh . . . 3°03 238 1-70 410 042 1-24 1-73 1460
Orissa . . . . . 083 143 157 3-69 2-12 1-02 1-46 12-12
Jammu and Kashmir , 149 4-46 926 2-57 . 1-10 0§56 1944
Bikar . . . . . 064 202 1:06 3-70 2-20 1-32 1-12 52:08
Nagaland . . . . 025 1:25 125 250 . . 050 578
TortaL . 236 263 3-28 718 2-74 1-9§ 178 21'92

*Includes agricultural income tax and land revenue.

#*Includes tax on motor vehicles, tax on passenger and goods and road tolls.
{a) Takes into account royalty on mineral oil,

N.B.—Basesd on population estimates for March, 1967, (Central Statistical Organisation).
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TaBLE 18 : Percemsage of fand revenue arrears to the toral demand

(Percentages)

States 1964-65 1965-66 1966-67 1967-68
1 2 3 4 5

Andhra Pradesh . . . 2744 26-11 1§01 57 41
Assam . . . . . 61-58 4742 3527 N.A.
Bihar . . . . . 29.13 3r,22 66-77 85'44
Gujarar . . . . . 3389 37.36 3140 N.A.
Haryana . . . . . .. .. 30-09 1780
Jammu & Kashmir . . . 29747 53-93 6422 N.A.
Kerala . , . . . 3561 754 9 81 1647
Madhya Pradesh . . . £3-29 20-07 40-25 3778
Maharashtra | . . . 17-99 a7 31 2793 N.A.
Mysore | . . . . 39 81 6114 . 68-10 &7:77
Nagaland .

Orissa . ; . . . 2862 3764 52- 88 66 36
Punjab . . . . . 12°C9 g 76 997 27°55
Rajusthan i . . ) 32'91 <1-0¥ SI-44 13-27
Tamil Madu . . . 1379 1313 1691 19-38
Uttar Pradesh | . . . 943 T3 32°10 3124
West Dengdd . . .. 3247 ALY 40730 NA

Loras . . . 25-18 29-07 3821 13-62% -

*This dees not include Assam. Gujarat, Jammu and Kashmir, Maharashtra and Wes|
Bengal; information in respect of these States is nor available,

Source : Marerial received from the State Governnienis,
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TABLF Y9 : Pyrcentage of Sales Tax arrears io the total demand

(Percentage’
Staes 1964-65 1965-66 1966-67 Ti3H7-68
I 2 3 4 5
Andhra Pradesh , . . 13:82 1349 11°17 10-20
Assamr . . . . 935 I0-15 13-15 NLA.
Bihar . . . . . 23-22 2298 24700 2164
Gujarat . " . . 6-09 623 537 N.A,

. Haryana | . . . . s e 53g ot
Jamms & Kashmir . . 2°3% 13- 59 917 < N.A,
Kerala | .. . . 18 01 18-92 16-76 2043
Madhya Pradesh . . . 1054 © 960 8-By 942
Maharaghtra . . . 12-886 12-27 1975 NA,
Mysore | . . R . 12-13 ¥2-05§ 12744 I7-30
Nagaland . . ’ .

Orissa N . . R . 22-73 zzch‘r 23753 21-2%
Punijab . . . . . 3-00 370 376 Z45
Rajasthan | . . . . 7-58 816 1162 13 69
Tami! Nadu | . . . 13763 1557 14-86 13-72
Ustar Pradesh |, . . . 35°98 13- 84 29- 96 257z
West Bengal . . . 28-40 25764 25064 2878
ToraL . . 17-14 1658 1593 18- 53#

* This does not {nclude Assam, Gujarat, fammy & Kashmir and  Maharashies,
information in regard o these Statey i not availabic.

Sonrce : Material recejved from the State (Governments,

i



(In terms 0@ percentage of the valuc)

Commodities

. Cement

2. Foodgrains—

Ferosene .
Safety matches |

5. Vanaspati .

Motor vehicles, pants and
accessories .

Tyres and Tubes

+

£, Electric fans

- .

9. Wireless instruments, Radio,
efc. . . .

10. Refrigerators & air condi-
poning plants & component
parts . B .

11, Paper

2. Cotton yarn

13. Leather goods other

than
{oot-wear . .

14, Tea .

7

12

Car 12
Cycle §

12

12

Pradesh

II

II

I1

II

11

Andhra Assam Bihar Gujarat Harvana Jammu Kerala Madhya
Pradesh &
Kashmir
2 3 4 5 6 7
5 6 7 7 6 7
Rice 6* NA NA NA  Wheat ] exemp-
Jowar 2 Maize 13 ted
Flour J
3 NA 4 3 NA exemp-
ted
5 NA 7 3 6 eXemp-
ted
5 6 5 8 6 7
10 12 10 10 10 {s!
10 iz 10 Car 10 10 8
Cycle 7
7 7 i0 10 i0 10
10 12 io 10 10 10
10 12 10 10 10 10
NA 7 5 6 exemp-
ted
t NA . 3 3 exemp-
ted
3MP 6 NA 8 8 10
4 NA 7 8 NA z

Mahs- Mysore Orissa Punfab

rashtra

10

NA

il

Car 11
Cycle 7

i1

12

12

1¥MP

4

3 MP

6%

I

II

6}

11

Il

NA

5}
1

Rajas- Tamil Utwar West
than Nadu Pradesh Bengai
12 13 14 15 16 17
s 6 el 6 7 NA
1 Wheat | Bajra NA 1-5 NA
Maijze } 1}Jowar
Flour ) Maize 1
Others 2
1&st NA 7 st 7 NA
3 6 7 3 7 b
5 6 10 7 7 b1
10 10 10 12 10 12
7 10 Car 10 Motor 7 10
Cycle & vehi-
Trac- cle 12
tor 7 Trac-
tor 7
7 10 io 7 10 NA
10 10 12 12 10 12
10 10 15 12 10 12
7 6 6 3 6 5
2 3 2 2 2 3
5 6 7 3 3 NA
5 NA 7 5} 7 NA

consumed in the State.

*At the point of sale by the first wholesale dealer in the State effecting the sale subject 10 & rebate of 2 paise in a rupee

tInferior 1 per cemt and

13—60 M. of Fin.

superior 5 per cent.
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TaBLE 23 :Water roegs v Rice, Whear and Surarsawe 1G65-69

(Rs, per acre;

Sares Rice Wheat Suparcane

f 2 3 1
Andhra Pradesh . 15 Noh, 22-50
Assam . N.A .
Bikar . 6 a N
Gujarar | . . s Ty i3
Jaminu & Kashmir | 46210 650 38D L0 4TS g BT
Kerala . 510 10 s NoA
Madhya Pradesh 1010 12 L7750 20
Maharashtra . IS5 G 120 tu i¥o
Mysore | . 1h 3 13 10 45
QOrissa | . . 20t 30 4010 =3
Puniab & Haryana 45 0 4 HR 247510 589 §- 45 W 16762
Rajasthan | . . 3-5109°0 S 10 2048 [0 27
Tamil Nadu . 37510 15 N.A.
Untar Pradesh . 41014 3*75 10 12 675 10 32
Wes: Bengal . % 5010 12750 61015 g
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TABLE 24 : Rates of Inertatmment Tax

{In terms of percentage of the admission or entry ticket)

Andhra Pradesh:
{a) 35% on tickets upto Rs. 1-50;
(#) 459% on tickets of more than R&. I1-50;

{(¢) On dramatic and music porformances:;
(#) 1,8th of the tickets upto Rs. 3;
(i1) 1;5th of the tickets of Rs. 3 t0 5;
(#i1) 1/ard of the tickets of more than Rs. 5.

Assam ;

{a) 259 on tickets of less than Re. 1;

(&) 509 on tickets of Rs. I to 2;

&) 60Y% on tickets of more than Rs. 2;

(d) 379 for race courses.
Bthar:

(@) 259% cof the admission fee on circuses;

(& 759% of the admission fee on other enterrainments.
Gujarat":

(a} 309, for tickets upto Re. 1;

(&) 40%, for rickets of more than Re. 1 to Rs. 23
(¢) 50% for tickets of more than Rs. 2 to Rs. 353
d) 559% for tickets of more than Rs. 3 to Rs. 3-60;

(¢) 609% for ticke:s of rnore than Rs. 3-6o.

Haryana:
50% of the payvmenr for admission for any enrertairment.

Fammu & Kashmir:
{a¢) 4 to 37 pase for tickes upto Re. 13
(b)Y 46 w0 75 paise for vickets of mor2 than Re. 1 10 Rs. 23
{c} 84 paise 10 Rs. 1-87 for uckets of more than RS. 2 to Rs. §;
(d) Rs. 2-25 to Rs. 3-37 for tickets of more than Rs. 5§ 10 10}

(e 37}% for tickets of more then RS, IO

_
\
¥ The rapeg gven h

\ ‘re appl ..
Rajkor and Lo DBLY to the cifipg of
paise. 309, 0{? Ti’égt";féfmlj'.or other areag, mﬁﬁi{;a:r{;d’ Surg/t‘ Baroda,
Re. 1 t0 Rs. 2: 4e0r NOTe than 4o pajse o - e 25% for ticke
more than Rs. 435/n on tickets of more than Rsl.aii tIO, 35% on tickets of

Rs. 3 and 50% on tickets of
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Tantk 24 % Rates®of Entertamment Tax—contd,

Kerala :
{a) The rates range from 10% to 25%. Specific rates are not indicated .
() There iz also an additional tax on entertainment at the rate of
(i) s paise on tickets of less than so paise ;

(#) 10 paise on tickets of more than 50 paise to Re. 1;
(fif) 20 paise on tickets of more than Re. 1.

Madhya Pradesh :

33-1/3% on gll entertainments, but 40% for cinema tickets of more than Rs. 1-50.

Makarashira** :
(@) 373% on the admission fec upto Re, 1 ;
() 55% on next Re, 1;
(c) 65% on above Rs. 2.

Mysore :
(a) 209, on tickets vpto Re. 0-50;
(&) 259% on tickets of more than Re, o050 to Rs. 1-50°
(c) 30% on tickets of more than than Rs. 1-50 to Rs, 3 :

(d) 35% on tickets of more than Rs. 3.

Orissa :
(@) 25% on tickets upto Re. 1 ;
() 40% on tickets of more than Re. 1 to Rs. 3;
(¢) s0% on tickets of more than Rs. 3 ;

{d) There is also a surcharge of 25% in certain municipalities and notified areas.

Punjab :

50% of the payment for admission for any entertainment.
P

Rajasthan :
{a) 35% on tickets upto Re. 050 ;
(& 50% on tickets of more than Re, 0-50 to Re, 1;
() 60% on tickets of more than Re. T to Rs. 2 ;

(d) 70% on tickets of more than Rs. 2.

**The rates given here apply to Greater Bombay, Sholapur and the cities and can-
tonments of Poona and Nagpur. For other areas the corresponding rates are 324%,
473% and 60%.
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TABLE 24 :Rates of Enteriaimment Tax—concld.

Tamil Nadu :

(@) 1/4th of the value of tickets upto 30 paise;

(5) 1;31d of the value of iickets of more than 30 paise and upto R, 1-50 ;

(¢) 2{5th of the ticker of more than Rs. 1-50.
Uttar Pradesh :

(@) 124% on cultuzal programmes ;

() 25°% on circuses ;

(¢) 60% on varicty shows, skating and games ;

(d) 75% on cinematograph exhibitions.
West Bengal : '

(@) 25% general rate for any entertainment ;

(8 From 5 paise to Rs. 2 for theatres, circuses and shadow plays depending on the
value of tickets ;

(¢) For cinemas :
() Exempted upto tickeis of 19 paise ;
() 25% for tickets from paise 20 to 50 ;
(A} 50% far tickets of more than Re. 0-50 to Rs. 1°20;
(fr) 100% on tickets of more than Rs, 2:25.



TABLE 25 Rates of Stamp Duties and Registration

(1967-68)
(Rupees)
Stamps Registration
States Agreement  For bonds of  Conveyance  On documents
relating to Rs. 1,000 with amount of the value
deposit of (other than or value of of the con-
title deeds, administration consideration sideration
pawn or pledge bonds, inde- of of

for Rs. 10,000 mnity bends Rs. 1,000 Rs. 1,000
when drawn  and respon-

singly dentia bonds)

VI N 772’ 3 B 4 5 “
Andhra Pradesh - . 4050 22-50 4500 10-CO
Assam . 2+ 50(a) 1500 2250 750

to 5-00
Bihar 13°50 7°50 15-00 10-00
Gujarat 14-8% 15°00 40-00(b) 9-30
Haryana ! N.A, <0 00(c) 2100
Jammu and Kashmir . N.A. 1000 15°00 3000
Kerala 40+ 50 22'50 45-00(d) 1000
Madhya Pradesh . . ¢ 00(a) 20-00 3500 11-00
15700
Maharashtra - . 2 75(@) : I5°00 306+00(e) 10° 50
and §-50

Mysore 40°50 2250 4500 Io 00
Nagaland N.A. N.A, N.A. N.A.
Orissa 2524 I4 06 28-13 1000
Punjab N.A. N.A. 30-00(d) 21-00
Rajasthan 1800 1500 30-00 12-50
Tamil Nadu . . 4050 2250 4500 1000
Uttar Pradesh . . 28-00 N.A. N.A. 2I-00
West Bengal . . 27:00 I12°00 2700 15-00

(@) If the loan or debt is repayable within three moenths from the date of agre;n;ﬁ

(b} Rs. 50 to 60 for immovable property.

(¢) Rs. 100 for immovable property.

(d) Rs. 60 for immovable property.

(e} Rs

Source :

. 50 to 100 for immovable preperty in urban areas,

Information furnished by the State Governments to the Fifth Finance
Commission.
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TABLE 26 : Rates of tax on motor vekicles (annual): 1967-68

Goods vehicles

Private cars with un-

Public service vehicles (high-
laden weight upto 1000 Kg

est category passenger vehi-

States
Smaliest category For vehicles of Booo Kg cles plying for hire) and kept for personal use
aden weight
I 2 3 4 5

Andhra Pradesh . Rs. 170 upto 300 Kg laden Rs, 670 Rs. 160 per passenger on Rs. 180 (762 Kgto 1524 Kg)
weight. ehicles covering dis- )

tance upto 8o Km. per

day.

Assam 8 . . . Rs. 420 upto 1 metric tonne

Rs. 175 upto 500 Kg laden
weight for vehicles with
pneumatic tyres & addi-
tional 25% for vehicles
with other tyres.

Bihar . . .

Gujarat . . . » Rs, 175 upio 750 Kg laden
weight.
Haryana . - . . Rs. 172'50 upto 12 Cwt

unladen weight.

Rs, 160 upto 450 Kg laden

Jammu & Kashmir .
' weight.

Rs. 420 upto 1 metric tonne
plus Rs. 105 for every
additional 4 metric tonne,

Rs. 975 for vehicles with

prneumatic tyres and ad-
ditional 259 for similar
vehicles with other tyres.

Rs. 1244

Rs. 875 upto 4 tons unladen Rs. 75 per seat subject to

weight.

Rs. 300

Rs. 380 for 34 persons or

For stage carriages Rs. 56 Rs. 135 (upto 14 HP).

per seat.

Rs. 1980 for 33 passengers Rs. 350 for five persons
plus Rs, 30 for every plus Rs. 60 for every
additiondl seat for vehi- additional person on vehi-
cles with pneumatic ty- cles with pneumatic tyres.
res and additional 25%, Additional 25% on wvehi-
for vehicles with other cles with other tyres.

tyres.
Rs. 400 for 9 passengers

plus Rs. 32 for everv
additional seat.

Rs, 150 (750 Kg to 1500 Kg).

Rs. 600 for four persons
and Rs. 31-25 for every

Rs. 3000.
additional seat.

maximum of

Rs. 40 (upto 14 HP).
more,
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"I'ABLE 26 : Rates of tax on motor vehicles (annual) : 1967-68— concld. i

Public service vehicles ¢high- Private] cars with unladen
Goods vehicles est category passenger vehi-  weight upto 1000 Kg and
States e cles plying for hire) kept for personal use
Smallest category For vehicles of 8ooo Kg
laden weight

1 2 3 4 3
Tamil Nadu , . . Rs. 132 for vehicles upto Rs. 2400 for vehicles fitted Rs. 11z per seat for stage Rs. 160 for vehicles with
300 Kg and fitted with with pneumatic tyres and carriages in Madras city pneumatic tyres and Rs.
pneumatic tyres and Rs. Rs. 3600 for others. running upte 210 Km 220 for vehicles with other
172 for other similar ve- and fited with pneu- tyres (700 Kg to 1500 Kg).,
hicles using other tyres. matic tyres & Rs. 160 ‘

per seat for vehicles uging
other tyres.

Uttar Pradesh . . Rs. 280 upto 762 Kgloadin Rates mentioned in Col. 2 (5) For ‘A’ class routes Rs. Rs. 60 upto 1016 Ke.
A class routes, Rs. 252 plus Rs. 10 for every sx 1004 for 32 scats plus Rs.
in B classroutes and Rs. Kg in excess of 762 Kg 56 for every additional

228 in C class routes for  load in A class rouges. seat.

vehicles with pneumatic (#) For B class routes Rs.

tyres. Higher rates for 840 for 32 seats plus Rs.

vehicles fitted with resi- 40 for every additiona]

lient and non-resilient seaf.

‘ tyres.
West Bengal . .« Rs. 175 upto s00 Kg laden Rs, 975 Rs. 1980 for 33 seats plus™ Rs. 9o (Rs. 18 for every
weight. Rs. 33 for every addi- 200 Kg.).
tional seat,

Source : Information supplied by the State Governments to the Fifth Finance Commisgion,

(1)



TaBLE 27 : Estimated loss of land revenus  over the S-year period 1969-70 fo 197 3-74
[rom abelition of the tax or coniession 7t on duving 1967-68 and  1968-60 .

Estimated loss of

revenuc
States/ Measures Year/date of abe- ———— e —
"ionfconc ssion 1969-70 1069-70
o
1973-74
1 2 3 4

(Rs. crores) (Rs. crores)

1. Andhra Pradesh

(1) Pattadars liable o pay Rs. I0
and less on dry lands under
the Andbra Pradesh Land Re-
venue (Enhancement) Act, 1967
exempted . . . . July 1, 1967 250 1500

{(i) Land under irrigation from pre-
carious sources like wells, spring
channels, nadi-nalas. parrekal-
vas ete. not to be treated as  wet
lands on par with those irrigated
from other sources, and only
dry assessment to be levied on
such lands . . . . July 1, 1967 o- 1o o' 50

“iiry Reduction of land revenue by
259, on wet lands served by
rain fed tanks . . . July 1, 1967 025 I-25

ToraL . . . 2-85 1675

2. Fammu & Kashmir
Exemption of holdings assessable
upto Rs. 9/- . . . . T968-69 026 130
1. Kerala .

Exemption from the basic tax if
the aggregate land heid by a
landholder in rthe State is less

than o810 hectares . . April 1, 1968 0<40 200
4- Madhya Pradesh
Land Revenue abolished#*»* | . August, 1969 774 39-00
(1-80) (9-00)
5. Orissa
Abolished land revenue except in
respect of urban lands | . April 1, 1967 96 9*80
6. Punjab

Abolition of land revenue on hold-
ings upto 7 acres together with
surcharge thereon | . . 1967-68 a-§8 440
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TaBLE 27 : Estimated less of land revenrc over the §-year pericd 1969-70 o 1973-74
from abolition of the tax or concossion given during 1967-63% and 1968-6G—

{concld)
Fisrimated loss of
revenue
States/Meagures Year/date of abo- -
lition/cor.cess.on 1969-70 166970
0
1973-74
i 2 3 4

(Rs. crores) (Rs. crores)

7. Tamil Nadu

Waiver of basic assessment on
dry lands . . . . july 1, 1967 I-6c 8-30

8. Uttar Pradesh

Withdrawal of surcharge on land
revenue . . . . 1967-68 525 26-25

GRaND ToTaL . . . 15-00" 77 80*%

** In Madhya Pradesh land revenuc was replaced by Agriculiurel Land Develop-
ment Tax and the tax on comumnercial crops with 2 total annual vield of Rs. 594
crores. After taking credit for this, the remanirg loss would be about Rs.
9 crores over 1969-74 which is on account of the exemption granted to heldings
upto 10 acres under the new Land Development Tax. FHigures in brackets

show net loss.
* Takss inte account only net loss in the case of Madhya Pradesh.



TABLE 28 : Estimated loss ¢f revenne over tin 5-year period 1969-70 tv 1973-74 frem
abolition of taxes ather thar Lowd revenue cr concession given during 1966-67

o 19638-69
Estimated  loss of
evenue
Stares/Measuges Year of abulition.

coneession 1969-70 1§6G-70

o
1973-74

I 2 3 4

(Rs. crores)
1. Andhra Pradesh

Metor Vehicles Tux

Certain  trastors, trailer combina-
tions used for agricultural pur-
poses exempted from payment
of tax . . , , . IgHh-6— Q-03 Q- I5

2. Haryana
(2) Property Tax:

Qwmner of sole residential pro-
perty unit in self-occupation

exempted . . . April 1, 1968 o-oB Q- 40
(i) Re-introduction of the fee*
concessions upto middle classes  August I, 1963 082 4'50%
Torar . . . 0-90 490

3. Madhya Pradesh
Withdrawal of toll tax on bridges . March 25, 1969 o1
4. Orissa

-85

h

frrigauion Rares -

Lev.es in respect of certain crops  April 1, 1667 Loss in revenue i merely
raised and basic water rates notional. )
reduced. (The overall effect
about 509, reduction in the
rates).

5. Punjab

() Exempion o the agricultural
land 1n the rating areas from
the pavmeat of Punjab Immov-
able property tax . . . Ig66-67 005 0-25

* There was concession in fees vpto higher sccordary dcvel vril 15t Jely, 1967
when this was withdrawn. In Puriab education s free vpto middle stzrdard for
boys and upte high school for girls.
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TABLE 28 : Estimated loss of revenue ouver the §-year period 1960-70 te 1973-74 from
abolition of taxes other than land revenue or concesston given durtne 1966-67

to 1968-69=—concld,

Stares/Measures

(i) Abolfiion of Profestion tax:

fa' levied by the Stme Govern-
ment* .
(&) levied ty the Panchevar

hodies

{iff) Atolition of property tax levied
by the State Governmentt

{(#) Suspension of betterment levy

TortaL
6. Rajasthan
Exemption frem Electricity duty for
an initial period of seven years
to new industries or existing
industries going in for exemp-
tion .
7. Taemil Nadu
Reduction in the rate of electricity
consumption tax from 40% to
20% in the case of texrile in-
dustry . .
8. Untar Pradeh
() Abolition of Urban Property
Tax . . .
(i) Exemption from sales tax:
(@) to raw materials used for
goods, and
(&) to certain specified new
3 years

GranD ToTAL

Estimated loss of
revenue
Year of aboli-
rionfconcession 1960-70 1969-70
to
197374
2 3 4
{Rs. ¢crores )
1967 63 0-51 2-75
Samities & other local
T967-63 035 1-85
1967-68 o 20 I-I0
1667-68 074 3-70
i -85 965
March 8, 1963 NA NA
Early 19689 060 330
1967-68 I-75 9-30
manufacture of finished
industries for a period of
. . 400 10-00
9-28 38-35

N.B.—Adjustments in rates and coverage of sales tax have not heen regarded as

abandonment of revenue.

* The State Government pays compensation to logal bedies to make up for

the loss.

t It has been decided to merge this tax with House Tax levied by the Munici-

palities.



Tepry 29

Non-Developmental

: Growth and Pattern of States’ Revenue Expenditure

(Rs, crores)

Developmental

States/Year - - -
Tax Debt General  Police Others  Educa- Medical Public Agricul- Others
Collection Services  Adminis- tion Ilcalth ture &
Charges tration Animal
Husbandry
I 2 3 4 5 6 7 8 g 10 II
kra Pradesh
Andlgﬁr-Gz 6-76 o-86 734 632 1-75 21°23 571 1-62 3-29 35-76
(7-46) (o' 953) (8-109) {697 {193, (23°42) (630 (1-79) (3-63) (39450
1965-66 3°50 1750 10° 06 8-15 422 2758 8-99 3-51 10 41 6565
1966-67 3-95 30-36 I1-43 917 5-08 32-88 10°06 4-43 I1-89 65-43
1967-68 123 2743 1166 9-91 5-23 37-61 1137 547 IT-58 65-32
1968- -69( RE) 4194 241 1383 10-77 S+ 86 4470 12° 90 5:96 1717 9645
(2:06) (13-52) (5:77) {4+ 500 12°45  (18-65) (5742} (2-49) {4-90%"  (10-24)
Asm?gm-ﬁz 228 216 160 430 05§ 7-80 176 1-33 2. 07 1860
(5-37)  {13-32) (3:77) (1013} (1-29) (18-37) (4-15) (3-13) (4-88) (43 82)
1965-66 1-90 3-03 178 886 1-02 15:00 2-97 2-82 551 32°51
1966-67 1°90 934 200 16-70 I-12 1630 2°95 2-28 632 3817
1967-68 . 2:25 I1-32 2-13 11-15 1-32 1777 3°43 2-39 628 3700
1968-69 (RE) 261 12°37 2-41 10°04 144 2117 425 2-52 677 3579
(2:63)  (12-45) {2-43) (ro'10) (1-45) {21°30) {4'28) (2-53) (6-813  36-02)
thar
B 1961-62 . . 671 6-63 406 606 2-54 15°07 3'59 4'03 5-84 26 50
(8 28) (8-18) (501 {748} (3-14) (18-60) {143 f4-97) (7-21)  (32-70)
1965-66 6-62 2619 418 894 3-83 19-20 534 349 926 18- 16
1966-67 633 2167 427 G954 4- 88 2206 608 3+ 88 1919 49:60
1967-68 6-52 2505 574 10'90 508 26°5% 766 1-20 I5-98 65-82
1968-69 (RE} 7-10 3476 5-78 1226 5-96 31°94 548 447 1478 4471
(4-13) {2030 (3-37) (7-16) (3-48) (18-65) (5-54) {2:61)  (8-63) (26°11)

Total
Revenuc
Expendi-~

ture

90 64
(100-00)
159-57
18468
i89- 81
23967
{100-000

4245
{100- 007
8046
91- 58
95-04
99-37
(100- 00)

f1-o3
(100- 00
12521
147- 50
170° 50
I71° 24
(100-00)

L91



TABLE 29 : Growth and Pattern of States’ Revenue Expenditure—contd. ‘
(Rs. ctores )
Non-Developmental Developmental Total
Stares/Year L Revenue
1 Tax Debt General Police Others  Educa- MedicalY  Public Agricul-  Others Expendi-
Collection  Services Adminis- tion Health ture & ture
Charges tration Animal
Husbandr;
I 2 3 4 5 6 7 8 9 10 I 12
Gujarat
1961-62 4-61 714 4714 495 I-20 1296 @ 23745 1'80 3-31 21-89 6437
. (716  (11'09) 6-43) (7-69) (1-87) (20-13) (3-68) 4 (2-Bo)f (514} (34-01) (1C0 00)
1965-66 5-66 18-24 335 776 2-53 1521 4-52 3792 44 5-62 4270 I113°51
1966-67 614 18-97 3-27 8-76 298 21-18 5-03 638 6-68 50-37 12976
1967-68 | 6-8a 2146 364 10°47 313 26-41 605 570 705 55-04 14674
1968-69 (RE} 8-87 23-93 4-08 10:80 3-26 30024 .5 LY Bng i 6:30 739 58-37 16004
(s-54), {(14:95) 2°55) (6-75) (r-o4) (18 89) SURAL 2) ik (3°94) (4:62) (36-47) (100°00)
Haryanag
1961-62
1965-66 .. .. . - . .. . o . .
1966-67 0-38 3'55 0-57 I‘II 0°30 3-21 078 038 1-67 773 I19-Ck
1967-68 . 1'25 13-28 174 3-1§ I1-04 1066 1'66 I-61 3-02 17'9I 55+32
1968-69(RE) 147 15-99 213 3+20 1-26 1447 206 1-98 4-3% 2418 7109
. (2-07)  (22-49) (3:00) (4+50) (177)  (20°35%) (2-90) (2:79) (6-12) (34-01) (100-00)
Fammu & Kashnur
I1G61-62 132 003 0 63 2-04 020 232 o-87 031 071 1061 19-04
(6-93) {o-16) (3 31) (1071 {1-03) (12'19) {4-57) (z- 63) 3-73)  (55-72) (700'00)
1965-66 . 075 o060 3-88 0-9I 418 I1'53 048 I-12 18:20 32°47
1966-67 . ©-go 060 o 97 458 1°07 5:28 1-9I 1'0I I-52 2401 4186
1967-68 . 106 072 1-20 414 1-18 6-61 234 1-21 233 22:04 43°43
1968-69 (RE) 1-19 099 1-35 3'90 152 7-36 2-72 112 353 33-14 5682
(2-10) (x-74) {2-38) (6:86) (2-68)  (12-95) 4'79) (1:97) (6-21)  (58-32) (100°00)
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Kerala
1961-62

1965-66
1966-67
1967-68
1968-6g I (RE

Madhya Pradesh
1961-62
1965-66
1666-67
1967-68
19568-59 (RT)

Maharashira
1961-62
1065-66
1966-07

1967-68
196%-69 rR]

L T'h“ r..orgranﬁed Htateq of Pup;'nb and Har\ ana came into existerce on NO\Cn“l‘Cr I, 1CE6,
under Punjab.

3T00
(5-06)
2°75
3-37
4-0%
460
{3370

765
{9-50)
466
513
5792
645
3-63

T2-94
(10-25)
1782
2356
2487
28:61
(802}

3'93
(6:62)
830
10-67
1460
1568
(17-4%)

5:00
(6-21)
1522
2177
2534
28-42

(16-00)

1366
110 82)
26-61
5052
4865
6-,,4—.
{1748

178
{3700}
2:00
2°26
280
318

[2733}

429

’5-33)
1768
475
5-85
586

(330

787
(6:23)
10-21
10-42
120§
13:62
(3- 81}

261
{4 40)
404
475
535
570
4 17)

766
(9-52)
954
11-24
I13:00
1352
761

I1°20
(887
1g-16
1G53
22442
22- 5%
(6-32

134
(2-26)
215§
2°24
6:18
611
4-47)

174
(2-16)
2463
312
=0
367
(2:07)

316
{2 50;
619
947
1073y
1T 64
(3:26)

18'55
{31-26)
2837
34-7C
4143
47°53
(34-82)

1820
(22-61)
29-66
31°14
39-68
43756
(24522

2449
{19-39;
40 61
42471
5688
TI:57
(20°03)

3-22

{5-43)
571
6-67
822
9:138

(687}

. 384
477
512
540
610
6-€3
(3737

646
L5 12)
1142
12-29
14-02
16-42
(1-60O)

g+ 87
13763
(381}

2,‘4&
LERS Y]
503
6 54
R67
6-Go
{5-05;

36
(4-54)
776
731
9 57
100 11
(5-69)
6-23
(4'93)
23- 84
25- 26
22475

24- 32
(6-81)

20731
(3423
2076
2404
2821
32-66
123°92"

2280
(28-33)
40° 34
50 6R
f0- 0y
4968
(27-97}

36-83
l29-77.
%064
Rz 87
Ro-28
92- 40
(25 86)

S 8934
(100" 00
Ri-33
98- 54
123-87
131656
100" 00

80- 49

‘100°00)

125 6%
155° 01
176-93
177-61
{100° 00}

126-27
BIOR )
241712
282-84
311 IR
35729
{100 0O}

Uplo that tbc hgueq for Hn\ ra ane

irch d cd

691



‘TABLE 29 : Growth and Pattern of States’ Revenue Expenditure—Contd,

(Rs. Crores\
} Non-Developmental Developmental Total
States/Year Revenue
Tax Debt General Police Others  Educa- Medical Public  Agricul- Others Expendi-
Collection Services Adminis- tion Health ture & ture
Charges tration Animal
Husbandry
I 2 3 4 5 6 7 8 ; 10 1I 12
Mysore
1961-62 . . 8-08 8-57 3:20 3-92 1°33 1440 314 2-02 404 46+99 95-69
(8-44) (8-96) (3-34) (4-10) (1-39) {15-05) (3728) (z-11) (4:22) (49-11) (100-00)
1965-66 . . 324 1564 332 6-58 3-49 2460 4-12 301 8-20 54:17 12547
1966-67 . . 3-62 2g-0T 3-56 6-32 402 28-38 486 372 763 60-32 ISI-44
1967-68 . 381 2572 4-04 6-91 4:39 31°53 5-78 447 9-95 60'92 15752
1968-69 (RE) . 526 36-05 441 7-37 475 37-89 640 556 1405 93:53  215°37
(2-44) (16-74) {2-05) (3-42) (2z-21)  (17-59) (2-97) {2°63) (6-52)  {(43-43) (100'00)
Nagaland
1961-62 . . .. . .. . .. .. .. .. .
1965-66 . . 0-01 .. 117 3-53 040 1-16 0-36 021 o+67 217 9-68
1966-67 . . 002 037 1-36 3-60 027 152 051 027 o-75 4-42 13-00
1967-68 . . 0-03 0-29 1744 3:94 0-58 1-88 0-65 0-18 0-80 497 14-76
1968-69 (RE) . 007 050 1-81 4-58 0-77 2-36 1-08 Q26 109 760 2012
{035} (2-48) (9-00)  (22-76) (3-83) (11-73) (5:37) (1-29) {(5-42) (37°77) (100-00)
Orissa
1961-62 . . 311 11-03 3:09 233 069 6-73 1-68 I-02 292 2875 6135
(sro7y  (17:99) (5-04) (3-80) (r-12) (10°97) (274 (1-66) {(4:76)  (46-86) (100:00)
1965-66 . . 4-11 1674 309 5-46 141 1052 2-96 3-97 57 37-26 91-31
1966-67 . 4-31 20-33 3-02 5-64 I-63 12-62 3-41 316 7°93 42:47 10442
1967-68 . 450 2306 3-82 6-39 1-86 15-98 3-96 3-67 7°53 42°43  113-20
1968-69 (RE) . 505 25'97 421 6-06 2-04 1954 4'33 3°94 9-52 53'10 13376
(3-77) (19-41) (3-15) (4-53) (1-52) (14-61) (3-24) (2-95) (7:12)  (39-70) (100-00)
Punjab*
1961-62 3'3 5-28 1 12-68 2-92 I-53 2-54 29-10 6733

4°86 3-64 44
(7-22) {(5-41) {4-96) (7-84) (2-14) (18-83) (4-34) (2-27) (3:77)  (43-22) (100-00)

0LT
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1665-66 3-0% 1934 474 1184 262 21-42 506 3-25 717 46- 35 12459
1966-67 2-60 1879 391 8-85 2-23 2066 130 239 7-11 40 63 T11-47
1967-68 . 2-13 16-64 2:92 G645 212 21-12 3°55 2-44 6-01 32- 28 9566
1568-69 (RE) 606 17°33 382 7:27 253 2580 457 2:93 709 37- 8o 11520
{5:26) (15-04) (3-32) {6.31} {(2-20)  (22-40} (3:97) (2'54) (6-15)  (32°81) (10000
s Rajasthan
1961-62 368 504 2-87 507 91 11-58 353 225 2°39 I4-08 52-00
7oe8l (1c-8g) {5523 (975} (1950 {22-27) (6-79) (4-33) (4:59)  (27-08) (r00'c0)
1965-66 4-03 2181 2-95 831 2:04 19:00 5+30 3-98 5479 27~ 18 10039
1566-67 4-55 19°55 3-30 772 2:45 2143 604 4-53 600 40-69 11637
1967-68 530 23-38 3-84 900 271 27-07 733 10-28 6-g1 40 - 48 13630
1968-60 (RE) 6.4z 30741 1-20 9:46 2-82 3177 8-50 692 754 54-79 1A2-33
(394 (18-68) 2-5%) (5+81) {r-73)  (19-51) {5-22) (129 W61y (33-65)  fronon,
Tanil Nadu
1661-62 359 586 721 660 2-96 23-46 650 2-18 556 37-77 10179
{3-53) {5-76% {7:08) (6-48) (2.9} {2309 {6-38} (z'14) (5:56)  (37-11) f1o000)
1965-66 3:55 17°38 9:60 5-46 5-15 3785 1033 362 13:99 69 -3 180-66
1966-67 3-94 26°75 1012 10-50 5-836 43-86 1173 502 15-18 68 - 47 20143
1967-68 425 30-36 10°39 r1-38 585 5356 12-70 519 16-95 82-50 23333
1968-6g (RE) 197 35-00 I1-16 12-98 16-30 58-95 1476 567 16-62 8711 26361
(1-89)  (13-28)  {(4-23) (4-92) (6:22)  (22-36) {5-60) (2-19)  (6:30)  (33-0%) (129.00)
Uttar Pradesh
1961-52 1164 16-18 g-62 11-47 3-47 23-99 536 341 642 5995 15111
{7570  (10-70) (6:37) {759} (z:30) (15-74) (3+55) {2-26) 429 (39-67) (10000
1965-66 1271 34-83 14-92 16- 1% 647 4474 858 704 i2-13 102 09 259 6%
1966-67 1421 47-83 14-22 16:98 715 46-65 9-38 894 1505 116-67 29708
1967-68 . 1718 52-07 1459 1915 8-35 5365 10°72 944 1727  126-85 32g-37
1963-69 (RE) 17°12 65-13 14-91 23-20 9-49 61-12 11-6g 1287 18-10 12786 361-49
(474 (18-02) {4-12) (6-42) (2:62)  (16-97) (3-23} {3-56) (50D (35:37) (T00-00)

" *The reorganised States of Punjab and Harvana came into existence on November 1, 1966. Upto that the figures for

under Punjab.

Haryana are  included
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TABLE 29 : Growsh and Pattern of States’ Revemus Expenditure—concld,

(Rs. crores)
Non-Developmental Developmental Total
States/Year - Revenue
Tax Debt General Police Others  Educa- Medical Pubic Agricul- Others Expendi-
Collection Services Adminijs- tion Health ture & tute
Charges tration Animal
: Husbandry
I 2 3 4 5 ] i B 9 10 1I o rxz
West Bengal
1561-62 650 9-34 4-23 §-96 2-43 2130 7-20 3-02 575 3375 10248
€3 G1) @13 G4 @) @79 (o) @e9 (60 (G293 (00'00)
1965-66 661 22-18 450 13-41 752 30-58 11°24 3-51 1401 53-98 167° 54
1966-67 . 680 25749 528 13-48 9:38 36-94 1259 441 1441 5989 188-67
1967-68 . 858 16:93 604 1728 9-43 4587 1533 6-04 15-75% 6287 204-12
1968-69 (RE) 932 a8-90 646 1950 1068 4736 14:63 691 17'92 85-95 257+63
(3:62) (15'10) (2-51) (7:57) 414  (18-38) (5-68) (2-68) (6-96)  (33-36) (100°09)

Source : For 1961-62 and 1965-66 to 1966-67, the Conspectus of the Central and State Governments and for 1967-68 and 1968-69 the State

Budgets

Figures in brackets indicate the percentages to the total revenue expenditwre.
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TABLE 31 : Revenue expenditure on

Natural Calamities during the years 1957-%8 to 1967-63

“+ Incurred by the erstwhile State of Bombay: =T

14—60 M. of Fin.

(Rs. lakhs)
States 1957-58 1958-59  1959-60  1960-61  1961-62  1962-63  1963-64 1964-65  I965-66  1966-67  1067-68
1 2 3 4 5 6 7 8 9 1o T
Andhra Pradesh . 13 18 24 100 26 21 18 46 90 164 34
Agsam . . . 46 21 47 6I 16 62 39 22 29 358 304
Bihar . . . 180 389 54 58 131 166 27 26 48 1036 2562
Guierat . . . ] ; ! ¥ 14 v i 7 e 590 595
Haryana . . . 10 29
Jammu & Kashmir . 35 34 80 b 3o 12 38 30 2z 46 13
Kerala . . 3 6 b 4 16 13 8 7 6 3 9
Madhya Pradcsh . 52 111 4 7 3 Iz 21 33 338 2075 1864
Maharashtra 23t 70% 45t 3 235 o7 63 33 40 55 372
Mysore . 38 10 28 57 30 25 25 48 56 257 70
Nagaland .7 .. .. .. .. .. . .. . .
Orissa . . . o 7 22 61 291 239 89 61 128 710 or
Punjab . . . 8 75 16 587 460 66 148 137 55 97 Sm
Rajasthan . . 18 25 4 15 42 11 127 417 113 1142 780
Tamil Nade . . 3z 7 21 24 25 ro 8 s 44 116 22
Uttar Pradesh . 128 44 76 84 76 7° 38 32 26 292 2
West Bengal . , 290 724 592 756 556 438 840 186 426 734 833
Torar . 866 1641 1018 1815 198 1319 1352 1409  Is¢z 7685 8272
T Included under “Punjab’. = . N, p Source : State Finance Accounts. -

Source ; Fourth Finance Commissions Report.
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TABLE 32 @ Plan outlay in 1965-66 and 1968-69 and comnitied expenditire therecn i 196€-67 and 196g-70.

Committed expenditure of three
Stateg Committed expenditure of Third Plan Annuat Plans 1966-67, 1967-68

and 1968-69

Revenuy Comumitted Per capita Revenue Committed Per capita
Plan expenditure of Col. 2 Pran expenditure of Col. 5.
mtlay in in 1066-67 R outlay in n 196g9-70 (Rs.)
1563-60 ‘Rs. crores; ") 1668-69 “Rs. crore s) b}
tRs. crores) ‘Rs. crores:
1 2 3 4 5 6
Andhra Pradesh . . . . ) ‘ 3010 1503 2-80 2038 1019 266
Assam R . . . . . , . 16-06 6«7 470 1506 18 344
Bihar . . . . , . . 2857 1200 S30 2392 6053 124
Gujarat . . . . . . . 23044 043 FREN 29 A6 s34 128
Haryana . . . . . s e Included under puniub ... 926 g2 1-04
Jammu and Kashmir : . . ‘ . 61l 11°5¢ 755 494 12042
Kerala . . 15743 <04 16-00 G0y 1-3%
Madhya Pradesh 2612 277 26°26 Ry 278
Maharashira . . . . . . 3019 17 5381 1496 REE)
Mysore | , . . . . . . 1934 10z 20794 000G 3017
Nagoaland | . . . . . , 199 2618 30K 0 240138
Orissa R . . . . . . . 2226 08 1333 R 361
Punjab 23-30% 37 35% 1472 799 362
Raiasthan | 1596 342 20 gF y76 RRE:E
Tamil Nadu . . . . . 35769 342 32- 11 1z 30 218
Uttar Pradesh . . . . . . £0 60 31715 378 4524 2750 3-15
West Bengal . . . . , 3614 19-42 187 2947 15-80 357
Toiat PR R 16200 2-99 39280 PTET 330

Souree © Information furnished by Stes o e Finonce Commassion and e Planning Commissinn.
{2) Based on populatien 8s un st March, igfe.
(h) Based on populetion as on 15t March, 169,
¢y Dozs ot :nclud: provision foc maintenan.e of piblic works and brrigareion projecis to be compl ted during  the
and also Rs. 0-68 lakh for Malaria Coarrol indicated subsequently.,
*Relates 1o the erstwhile State of Punijab.

Fourth Plan perind
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.ABL > : i !
13 Financt Results Of AIHL’T‘I)H poie Rh"e SC’MH?C‘
E al 2 T T 5

-

1 -
Srates 965-66 1966-67 (Rs. crores )
Gross Working Iateres 5 1967-68 N
R, ntercst  Net G __ )
recsipts expenses charges receipts re;;?;fs \t;g}e\::;g Interest Net  Gross Working In : 1968 69 R.E.
—— €S charges reccipts receipis exPensgs cht::;gts relc\:_tt Grass Workirg Interest | N
ipts 1cceipts ex B el
1 2 § expenses charges recei
3 4 5 6 eipts
T 7 B
Anghra Pradest i i 1 i 12 13 -
Angl adesh t
ra I'r . 524 —5-24 & 4 15 16
Assam 585 =585 823 —8-23 -
. - 8.
Bihar o o2 o-ca 49 —8-49
©-32 00, . )
Gujarat 069 e 4 2°75s —247 0-45 013 566 s N
- —2°3 1 .
Haryana ’ 1ro5 —1705 1-62 0 I 270 —2067
' . —1-62
rachimi 2:30 —2-30
Temmu & Kashmu!f . 288 120 241 —0-73 o o 3
Kerala 241 —i-1g
Madhya Pralesh )
Maharashtra i
Mysore
Nagaland . .
Orissa 237 Toor . . o
) 5713 =377 % X ..
Panjab NA 33 089 3°69 —3'33 1-30 103 431 4o .. .
o e 237 I-1
A% N.A. . 9 5 —3-8
Rajasean 073 063 255 —2:45 05T 06 A tgo 098 291 —229  06Ka) 06 4 —3-86
*H2 . . \
Tamil Nadu 259 —2:70 096 066 269 —2-19 I 2071 —2-1
: TR 135 o 70 . R
Uttar Pradfesh . 7 273 *—-2-08
West Bengal . . 0 33 3% 0-8 ' . . .
390753 148 —al- .
4 1-78 0- 51 095 175 —-2'19 0-47 096
. 190 —2-39 0-60
-_ 045 208 —rI-
163 219 15-03 I 93
A 3 —13793 289 2 .
0 17°98 —I7-59  7-46 4°96  26-53 —24-03 86
65 5-42 2846 —a2
: —25-23

ToTAL

S 60 M. of Fin.

Z.0 Badget Estimate.
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TaBLE 34 : Financial Results of Irrigodon Works (Commercialy

: (Rs. crores):
o 1965-66 1966-67 1967-68 1967-68(R.E.)
States
Gross Working Interest  Net Gross Worknig Interest Net Gross Working Interest  Net Gross Workirg Irterest Net
receipts cxpenses charges receipts receipts «xpens.s charges recefy:s Tece;pts experscs charges receipts receipts expenses charges TeCceipls
1 2 3 4 5 6 7 g 9 io 11 12 13 14 15 16 17
Andhra Pradesh . . . 0-19(e) | 2°40 4'89 —7-10 0-40(c) 2-68 5:39 —7-67 0-28(c) =2-13 582 -—7-67 o-17(c) 2-36 622 —8 41

Assam* | . .

- - 4. am .. .. .a

. an ..

Bihar . . 190 1-63 0-47 —0-20 1-15 1-90 051 —I-26 1'85 2°43 012 —0'70 2-54 3+ 10 0-55 —I*IL
Guijarat | . . . . 063 069 3-77 —3'83 o8y 73 3°97 ~—3-81 089 075 420 —4°06 I-31 I-22 4-40 —4-33
Haryana | . . . .. .. ve .. . .. .. N.A. 1-57 1-14 097 —0°54 1-95 1-60 I-16 —o0-8I
Jammu & Kashmir . .- o 16 .. —0- 16 . 015 .. —0-15 .. o 1% 034 —0'52 0°'1I 020 033 —0-4z
Kerala . . . . 0-09 017 I-10 —I°I8 013 0-17 156 -—I-20 0-10 o 16 I-25 —I-31 0-13 024 1-28 —I-35

Madhya Pradegh*

. . -
- . - . - L -

Matarashira® . 188 099 497 —4:08 207 1'02 597 —4'92 252 I-07 T'oB —563 274 I74 B4l —74X
Mysore . 045 093 559 —6-07 o039 12 651 —733 o33 rrixr 716 —794 08 172 700 —7Gr
Nagaland* . . . . . .. .. .. . . . . .. . . ..
JOrissa . . . . 040 025 I-02 —0-87 025 0 40 2°7§ —2'90 026 046 3°38 —3-58 035 0-70 374 —4° 09"
Punjab . .. .. N.A. . ‘e e N.A. 314 2-43 2-73 —2-02 345 2:53 332 —2°40-
Rajasthan . . . . 053 0-22 049 —o0-1I8 052 034 058 —0-40 0-69 0-34 336 —3-01 0-87 046 3°59 =—3-21
Tamil Nadu | . . . 41 1-03 410 —3°72 I-65 1-15 4752 =402 1-83 I-68 484 —4'069 1-97 184 5 Y5 —5-02
Uttar Pradesh , . . . 14-41 1322 7-49 —6-30 13-72 I15°15  7'00 —B-43 16°33 16-43(d) 9'35 —9'45 16:49 18-34  B-63 —I0-48:
West Bengal . . . 0-32 034 032 —0'34 035 036 0 40 —0-41 017 035 043 —0-6I 0I5 031 046 —0-62
ToraL . . 22°21  22°03 34°21 —34:03 2I-52 2526 38:76 —42-50 29-96(a) 30-66{a) 5T-03(@-—51°73 3304 3639 54°24 —57°59

*No commercial accounts are kept,

(a) Revised Estimate.

Eb) Preliminary actuals,

) Excludes land revenuc attributable to irrigation,
() Estimates,
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TasLe 361 Financial working of State Lleciricity Boeards

(Rs. crores)

1966-67

/.

States Bleck  Recipts Working Transfer Transfer Intcrest Interest Net “Tansler Net
Capital {a) expenses 0 to to on receipts o reeeipts
as on Deprecia- General State other loan after
F-4-66 tion Reserve  (Govern- loans redemp- taking
fund fund ment tion into
{accrual} fund account
item ¢
I 2 3 4 5 6 N 7 R - 9 0
Andhra Pradesh . 13554 18:-08 r1-81 325 o061 6-35 1-00 —4-94 —I-17 —6-11
Assam . . §1-60 1-89 127 0 54 - - 0- 08 . . o
Binar X ur Iz 14-01 1136 1-78 .- 5-83 054  -—5-5% ~~0- 23 -=578
Gujarat 90 65 16°39 927 306 044 4-38 069  —I-45 -—I'45
Haryana s e e Not available e e e
{(amﬂu and Kashmir . .. .. .. .. .. .. .
erala | . 94°24 8-62 351 1'13 005 446 Q-23 —0-76 —0- 48 12
Madhya Pradesh 12314 16-53 7-28 2-34 033 658 . .- .- !
Maharashira | 9951 2528 16483 223 043 302 192  +0-8§ —0-86 —o-01
Mysore 74°55 21-24 12-37 2'14 .. 2-31 076 +3+66 . +366
Nagaland | . ae .. . .n . .s e . .
Orissa . . 40°02 6-43 4-90 o fo 015 114 077  —I'33 —0 54 —1-8
E};Ll[%m. AT Not available e e e 7
Jas! : : 7-27 583 1-06 023 372 015  -=3-72 —172
Tamil Nadu 25328 4030 23-67 643 cr92 864 164 .
Uttar Pradesh . 25477 29-63 I5-88 3-25 13-67 668  —3-85 —0-66 .
, .. —4" ST
West Bengal 65-02 14-22 8-80 1-43 0 24 3-58 025 —0-08 —0- 47 —0-35
ToTAL 139344  219'89 13178 29-44 3-40 63-73 871 —17°17 —4-41 —21'58

(@) Includes recavery of arrears,



TAPLE 36 : Financial working of State Electricity Boards—contd.
’ (Rs. crores)

) \/ 1967-1968 /
States . Block Receipts Working Transfer Transfer  Interest Interest Net Transfer Net
) Capital (a} expenses to to to on receipts to receipts
as on Deprecia- General State other loan after
1-4-66 tion Reserve  Govern-  loans redemp-  taking
fund Fund ment tion into
(accrual) fund account
; item 19
- II B iz 13 14 15 16 17 13 19 20
Andhia Pradesh . , 161-43 2450 12+20 560 070 446 1-27 +or27 —1:30 —I1'03
Assam .. 5637 255 168 074 .. N.A. 0-13 .. .. ..
Bihar | .. 13517 15-67 1322 2:77 o-ot 696 079 —808 —023 —8-31
Gujarar, | B . . 10327 19-00 1166 354 0' 50 4°94 083 —2-47 .. - 247
Haryana ., . . . 13-15 7-60 2-70 I'II 0-29 3'10 010 -} 030 —-0'I3 Lo 17
Jammu aad Kashm;r .. . ‘e .. .. . .. . .. .
Kerala | .. ) 10774 942 426 190 005 < 18 023 =220 —0-49 —2-69
Madhya Pradesh . . 131°26 17-97 923 2:93 0°43 538 o . . .-

- Maharaghtra N . . 725:92 2809 18- 52 328 o 57 3-80 —0*+09 210 -—1'14 096
Mysore I . . 8333 20 56 10-67 252 .. 3-39 095 1363 .. +363
Negaland . . .. . .. .. .. .. - . .. ..
Orissa | . . 4323 7 11 5-13 090 o 19 123 08 —1I23 —a87 —2'10
Funjab ) ) 105-66 10 77 3-84 2-20 0-25 560 0-1§ =127 —0-1I9 —T1°46
Rajasthan . .. N.A. 1011 788 1-83 o 21 5-05 019 —50% .. —5-05
Tarei} Nada | . . 280° 42 4462 22 23 750 1-23 II-49 217 .- .-
Uttar Pradesh . . . 309-31 3439 19- 46 5-0I .- 1697 0-91 —7196 —0-96 —R-g2
West Bengal - ., 7432 15-88 9°03 1-97 035 3-48 060 045 —047 —0-02

ToraL . 1730°58 268+24 ISI-11 43'86 468 81-03 9-07 —-2I-5I —5-78 —27-29

(@) Includes recovery of arrears.

R R TR S e e
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TABLE 36 : Financial working of State Electricity Boards—concld.

(Rs. crores)
1968-1969
States Block Receipts  Working  Transfer Transfer Interest Interest Net Transfer Net
Capital (@) eXpenses to to to on receipts to receipts
as on Deprecia-  General State other loan after
i-4-66 tion Reserve  Govern- loans redemp- taking
fund fund ment tion into
(accrual) fund account
item 29
21 22 23 24 25 26 27 28 29 o
Andhra Pradesh 181°43 31-70 13- 80 700 090 6-90] i60 150 -—I'50
Assam . . 6547 3-82 171 1-40 . NA Fo'39 +o-32 —0-32 .
Bihar 15707 13:87 13-29 3-52 001 807 0-81 —6-83 —0-23 —7'00
Gujarat 115°36 2205 12755 390 055 5:38 ] 122 —I1+55 .. -—I1'55
Haryana 13-15 10:92 417 1-88 034 4691 ko253 4o 19 —0-22 —0+03
Jammu and Kashmir .. . .. P .. . . .
Kerala . . 12356 1200 572 2-34 0-05 579 0-32 —222 -0 5T —2-73
Madhya Pradesh 14404 20-89 884 4-00 0-61 7437 . +4o0-07 .. +o0-07
Maharashtra . 162.65 3398 2190 3-80 063 4741 1-89 +1'38 —1-65 —0+30
Muysore 98-91 15-96 10°35 277 . 488 1-23 —327 .. -—3'27
Orlesa . . 63-78 §-38 377 I-51 016 213 o097 —0-16 —I-0I —I:17
Punjab . . 127-37 1463 §:00 2°59 ‘e . 6-17 059 +0:28 —Qr19 +0'00
Rajasthan . NA 12-32 7'93 225 049 5-82 o028 —4 45 .. —4'45
Tamil Nadu . 31546 4841 26-68 8-05 141 9:54 273 . .
Unar Pradesh 366-95 43-26 22:42 6-40 .. 2093 114 —7:63 . —763
West Bengal . 83-79 18-82 11-96 2-39 o 40 3:76] 041 P—0-10 —0- 56 —0'66
ToraL 201899 316-01I 170-09 53-80 5°55§ 95°24 13-83 —22-%50 —619 —28-69

(a) Includes of recovery arrears.
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TABLE 38 : .Electricity Bbards s Installed capacity, Average cost per unit sold and Average price charged per unit sold : 1967-68

Installed Peak Power Power Power Working Depre- Inter- 'L'otal A-verage

States capacity Demand Generat-  Pur-  sold  expendi- ciation rest on  cost cost  receipts price
: ed chased turc accrual per charged
basis unit sold per I.;l;it

80!
(MW) (MW (Million (Million (Million (Rs,  (Rs. (Rs. (Rs. (Paise) (Rs. (Paise)
Kwh.) Kwh) Kwh) crores) <crores) <Iores) crores) crores)

I 2 3 4 5 6 7 8 9 10 1 12 13
Andhra Pradesh 646 356 1299 620 1334 12°20 5-60 573 2353 17-6 2450 184
Assam . 152 36 157 .. 115 168 074 o 13(a) 255 22-4 255 222
Bihar 159 300 685 1067 1327 13°22 277 775 2374 179 1567 11-8
Gujarat 424 NA 1689 143 1404 11'66 354 577 2097 149 19:00 135
* Haryapa . 1173 NA 604 . 501 270 I-11 3:20 7-01 14'0 760 15°1
Kerala . . 528 247 1407 32 1208 426 1-90 5-41 II°57 9-6 942 78
Madhva Pradesh 71 322 1758 53 1438 923 2-93 538  17-54 122 17°97 525
Mahatashtra 786 745 3726 348 3429 18-52 3-25 3-71 2548 74 2809 8-2
Mysore 231 5§27 1120 1146 1915 10°07 2-52 4°34 16°93 8-8 1677 3-8
Orissa 366 216 4 1061 1024 513 114 2-07 8-34 81 7-1L &9
Punjab . . 1138 217 2043 . 1709 3:84 2°20 575 11°79 6'9 1077 63
Rajasthan . . 361 128 256 260 400 788 1+83 5§28  I4°06 37-4 IO°II 253
Tamil Nadu 1070 964 3057 1753 3966  22-23 7-50 1366 43'39 10'9 4462 I1'3
Uttar Pradesh 1075 712 3294 496 2953 19-46 501 17-88 42-35 I4°0 3439 116
West Bengal 392 325 1026 431 1337 903 197 4-c8 15-08 11'3  15-88 F 119

—

Total Average

Soterce : Information obtained from State Governments.
{a) Amount actually-paid. Due amount not available.
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TaBLE 39 : Financial Results of Roead

(Rs.
1965-66 1966-67
States

Gross Work- Inte- Depre- Net } Gross Working Interest Depre- Net

recei- ing rest ciation receiptS receipts chatges expen- ciation recei-

pts expen- char- Fund ses Fund pts

se8 ges
I 2 3 4 5 6 7 9 10

Andhra Pra-
desh . .- . . . .
Assam . 203 1°97(a2) .. . +0-06 2-26 2-11(8) .. .. =0-15
Bihar e . . .
Gujarat . .
Haryana . .. . .. . . . .
Jemmu &
Kaghmir . 3'08 2-45 o0'II 039 4013 —3°59 =280 O'II 034 <4034
Kerala . .. . e - . . .
Madhya Pra-
desh . . .
Maharashtra . .. . . .. .- .. .
Mysore e e .. .- .. .. . .
Nagaland ., o-05 . .. .. 4005 009 o-o8 .. =o0-or
Qrissa . 2¢18 I1-68(%) o'10 .. +o0-40 2-22 1-72(6) o'1r ,. 4039
Punjab . N.A. N.A.
Rajesthan . .. e .. '

Tamil Nadu 7:75 6-25 047 116 —0'13 8-99 760 053 T3 D45
Uttar Pradesh 16:-74 13-94 o©-71 .« +2:00 1508 1410 o0-94 '

.. 004
West Bengal .. .. .. .. .. L

TOTAL 31-83 26°29 I-39 I'55 +2-60 32°23 2841 169 I-65 +048

(a) Includes interest charges also.
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Water Transport Schemes run Depertimenially

crores
1967-68 1968-69 R.E.
Gross Working, Interest Depre-  Net Gross  Working Interest Depre- Net
Teceipts expenses charges ciation receipts receipts expenses charges ciation  receipts
Fund Fund

i 12 13 I4 15 16 17 15 19 20
1'66 2-19(a) .. .. —o23(@)  2°43 246 —-0-03
345 2-67 oI5 ‘e 063 457 3-58 o 22 4077
4-18 3°40 0-09 0-22 +0'47 440 3°33 0 12 038 4057
021 o-or 0-21 —0-0r
012 o 15 .. - —0-03 0-23 ©-27 . .e -0 04
2°39 1-82 o-I4 006 -}0-37 250 1-85 015 o 26 +0-24
4'91 433 0-09 .. 4049 553 4-61 022 . 4o 70
1130 9-42 0-69 1'48 =020 1419 TII'82 077 1'Go —0°30
19-89 Ig-0o2 099 .. —0-I2 20014 1726 0-93 +1-95
. 034 056 oo . —0-27
267 254  43-58

4820 43°00 215 1-73  -+I1+32  54°54 4575

(» Includes transfer to depreciation fund.
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'TABLE 40 : OQutstanding public debt, loans and advances and productive capital outlays as at the end of 1968-69.

(Rs. crores)
Loans and advances by Productive capital outlay, i.e,
Public debt, State Governments on Departmental Commercial outlay
Undertakings, etc.
States - -
i Out- Per Electri-  Others Total Irrigation Electri- Invest- Total
E standing  capita city (cols. and Multi- city and © ments (cols.
¥ amount Boards G+4 purpose Road 6 to 8)
(Rs. crores) (Rupees) River Transport
Schemes Schemes
I 2 3 4 5 6 7 8 9
Andhra P:adesh . . . . - 61326 145-56 I131'97 7261 204-58 267-75 68-92 4774 384-41
Assam . . . . 239:93 159°45 6458 31-49 9607 . 404 1392 1796
Bihar . . . . . . 620-47 110-83 140°74 7I:52 212-26 24350 21-44 14'67 279461
Gujarat . . . .. . R 30664 119°53 7318 59°15 132-33 14152 0-76 36°51 17879
Haryana .- . . . . . 15971 164-73 18001 19-83 37-84 26-85 423 6-01 17-09
Jammu and Kaghmir . . . 15249  383-53 . 18-34 18-34 875 3742 13-30 3947
Kerala . . . . . 261-86 126-88 112-47 39-86 152°33 20-79 o+o8 320§ 52:92
Madhya Pradesh . . . . 465-89 11803 137°10 59-38 196-48 121°57 —0-19 35-64 157 02
Maharashtra . . S . 65083  134-24  152°31  195-B1  348-12  167-46 74- 51 74°75  315°72
Mysore . . . S . 386-47 13591 44'33 11206 156°39  147-18 98-88 7323  319°29
Nagaland . . . . . 1453  343'50 o 1-75 175 . 316 0-30 3:46
Orissa . . . . . 41363 19701 24703 30-78 54-81 17291 36-82 30°24  239°97
Punjab - . . . 249:70 17659  2I19'S§ 47-95  267'50  226-8o 5-48 18-34  250-62
Rajasthan . . . 50027  197°39  II2°3§ 52'44  164°79  162'59 2-46 1239 177°44
Tamil-Nad_u . . 484-94 125°54 22096 13723 35819 96 55 16-01 33-78 146-34
Uttar Pradesh. . . . . . 81228 92-07  410-82  I49°'II 55993  244-6I 18-74 5129 31464
West Bengal . . . . . 590-91 136-24 68-50 129-72 198 -22 15798 8-60 12:39 178-97
' . ToTaL . . . 692381 132-96 1930°90 1229-03 3159°93 2206'93 401-36 §05-55 3I13-72

Soures State Finance Accounts for 1967-68 and State Budgets for 1969-70.
Notk : Allocation of capital expenditure ofthe erstwhile State of Punjab between the reorganised States of Punjab and Harvana does not
appear 1o have been carried out.
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TABLE 42 : Rate of Dividends on State Investments

{Rs. lakhs)
Total in- Dividends Rate of
vestments in dividends
States as* at the 1968-69 (Col. 3 as
end of (R.E.) petcentage
1967-68 of Col. 2).
< (Rs. lakhs) (Rs. lakhs) (Percentage)
1 2 3 4
Andhra Pradesh . . . . - . 4188 29 069
Assam . . . . . . . 1349 I 0-07
Bihar . . . . . . . . NA 3 NA
Gujarat . . . . . . . 291T g8 337
Harvana . . . . . . . NA 2
Jammu & Kashmir . . . . . 896 I 0TI
Kerala . . . . . . . 3027 28 092
‘Madhya Pradesh . . . . . . 2_890 89 3+08
Maharashtra 0 . T . ; . 5023 90 179
Mysore . . .. .. . 3414 41 120
Nagaland . . . L. A NA NA NA
Omissa . . . . . .. 3071 10 0-33
Punjab . . . . . . . 1557 16 103
Rajasthan .~ . . . .. . 824 16 I'94
Tamil Nadu . . . . . . 2525 19 078
Uutar Pradesh . . . . . . 2684 49 1'83
'Wcst Bengal. . . . . . . 2241 ‘ by o 04
TOTAL' . . . . 36600 493 135

* These represent investments in  Statutory Corporations (other than Electricity
Boards), Government Companies, Joint Stock Companies and Cooperanve
Institutjons,

Source ; (3) Finance Accounts; 1967-68,
() Audit Reports; and .
(#) Information received from States.
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Revenue receipts of the Government oy India

TABLE 43 :
(Rs. crores)

1964-65 1965-66  I1966-67  1967-68 2968-69

I. Tax Revenue
1, Customs . . . 397-50 538'97 585-37 51335 445°00
2. Union Excise Duties . 8o1-51 897-92 §033-77 1I48'52 1320-45
3. Corporation Tax . 313-64 304-84 33080 31033 322 +00.
4., Taxes on Income other _

than Corporation Tax . 266-92 271-80 306-63 325+62 338-00

5. Estate Duty . . . 543 6-66 6-26 6°37 700
6. Taxes on Wealth . 1052 12-06 10:73 10-67 1100
7. Others . . . . 2516 28-42 32:94 37+55 4633
TOTAL : Taxes and Duties ., 182068  2060:67  2306:50 2352°41  2489-78

Less States’ share ofi—

(¢} Union Excise Duties
(1) Income Tax . .
(#) Estate Duty . .

TOTAL : States’ share .

Net Tgx Revenue reramcd by the
Centre . .

II. Nom-Tax Revenue
8. Debt services . .
9. Administrative services .

16, Social and Devc.lopmcntal .

services

11. Transport & Communi-
cations . . .

12. Currency and Mint
13. Miscellancous .
Total ! Non-Tax Revenue.

—127'34 —145'92 —230-91

—234°64 —290-93

—123'77 =123°34 -—137°10 =—174°52 =—I94°52
—6-78 679 —4:54 —6'58  —5-54
~-257-89 —276:05 —372°55 —415'74 —490°98
1562°79  1784-62 1933-95 1936'67 1998-80
257°29  307-67 37748 425'38  496-03
£:3s 9-25 10464 10°22 978
2786 19°38 22453 29-89 30°47
7-47 773 9-14 1051 11-88
5372 63-67 68-30 7893 87-19
2413 2700 25-34 31-54 26-19
37932  434'70  513°43  sB6:47  66r-54
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TABLE 43 : Revenue receipts of the Government of India—Concld.

(Rs. cerfi)

1964-65 1966-67 I(9RGBéG)9

IIL, Contibutions & Miscellancous
Adjustments

14. Contribution from Rail-
ways

15, Contribution from P & T
16, Dividend etc. from Com-

mercial end other Under-

takings ... 6-89

T'oTAL : Contribution etc, 31-58

IV, Extraordinary Items
V. Others

123-02

503

‘TOTAL : Revenue Receipts 210174

Source ; Central Government Budgets.
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leads of Expenditure

1. Non-Developmnent

1. Collection of Taxes and Duties,

2. Interest on Debt and other obli-
gations . . .

3. Appropriation for reduction or

avoidance of debt
4- Administrative Services
rf. Socil and Developmental Services
5, Scientific Depus.
6. Education
7. Medical and Public Health
8. Agriculture .
g. Other Social and Developmental

Services .

‘TotAL—Social and Developmental
Sernices

10. Multipurpose River Schemes (Ir-
rigation and Flectricity Schemes)

11. Public Works {including roads
and schemes of miscellaneous
public improvements)

12. Transport and Communications |

13. Currency and Mint |

14. Miscellaneous

15, Grants-in-aid to State and Union
Territory Governments s

16. Extraordinary Items .
17. Defence Services (net)

18, Others

TOTAL

1964-65 1965-66 1966-67 1967-68 1968 -69 (RE)
Non- Plan  Total Nop- Pl T von. I’ o
Nor- ]1)1.‘“; an T'ota] 11\3‘121?1_' Plan _ Towl ngil-m Plan Tuotal 1’;}[);1]-1- Plan Total
2 3 4 5 6 7 8 9 10 11 12 13 14 15 16
26-30 26° 30 3006 30-06 32718 32-18  35'20 3520 4011 4011
31141 N1 41 36562 36562 458-45 458:45  496'43 .. 496-43 52269 52269
5-00 5-00 500 5-00 5 00 500 500 5-00 5°00 5°00
§1-78 008 81'86 9533 0-0% 9541 123°13 012 12325 [30°25 023 136:48 152-62 020 15282
2772 607 33779 27799 985 3784 3400 759 41°59 3925 11'03  30-28 3997 1602 5599
1544 26:32 41-76  18-16 3124 49'40 32°31 2247 54°78 35735 26°20  61-95 37°47 32°IC  69-57
773 4's9 12732 923 5°88 1511 1248 500 I7:48 1301 604 19°05 3410 g27  23-37
671 304 975 650 196 846 1239 149 1388 1098 503 1601 1041 7-83  1B-24
41-85  28-10 69-95 3892 2998 6890 4040 2469 6509 42°62  29°14 7176 44-85 2037 7422
9945 68-12 16757 100°80 7B-91 I79-71 131°58 61-24 I92-82 I4I'61  77°44 219:05 I46-80 94-59 241°39
042 G- 70 1'12 0134 0'94 1-28 I-01 1-03 204 2712 I-22 334 1-18 177 295
2059 o030 208 2235 o069 2324 2513 137 2650 2274 I'13  23-87 34°94  1'45 136-39
10-29 037 10°66 10-44 063 _ 11:07 1164 065 12°29 14-81 143 16-24  13-20 1-28 1448
14-66  ©o'06 1I4-72 1700 015 I7°19 19-65 G357 2022 2279 22:79 24799 24-99
8927 604 95'31 T17°40  6-35 12375 16947  6:47 175°94 168-16  3°95 172°07 194°04 g 54 203 58
126-74 141-94 268-68 143-30 I80°77 32407 25448 15i-41 40589 286:22 I87°30 47352 3I1-85 2248 53666
12705 023 127-28 S$I-29 81:29 14-07 14707 5-9I 8-91  11-32 11-32
692- 85 692-85 762-18 76218 79780 797 80 362°21 862-21 04363 943-63
422 422 477 477 588 588 619 6150 904 9-04
i610°:01 21784 1827 87 1756°08 26856 2024 04 D0u9-37 2220806 2272733 2208764 272766 2480-30 241141 333:0) 2745 o5
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TABLE 45 : Revenue from Income_ Tax, Corporation Tax and Union Surcharges

(Rs. c¢rores)

Corporation Union
Year Income tax tax surcharges
1 2 3 4

1952-53 . . . . . 143-2 438 61
1953-54 . . . . . 124-2 416 4'0
1954-55 . . . . . 123-2 37°3 50
1955-56 . . . . . 132°C 371 50
1956-57 . . . . . 1512 51-2 56
1957-58 . . . . . 15146 561 69
1958-59 . . . . . 172°8 543 B-4
1959-60 . . . . . 149°2 1066 8:3.
1960-61 . . N . . 168-7 110°7 57
1g61-62 . . . . 161°0 1608 51
1962-63 . . . . . 1874 2201 5-6.
196364 . . . . . 245-6 2873 149 -
1964-65 .. . . . . 266-9 3136 12-6-
1965-66 . . . . . 27149 3048 71
1966-67 . . . . . 306-3 330-8 8-2:
1967-68 . . . . . 313-3 3I0°3 9+3
1968-69 {R.E.) . . . . 33180 322-0 14-0

Sourcce : Combined finance and revenue accounts and Cential Government documents,
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‘TABLE 46 : State-wise assessment of income tax (excluding tax on Uniom Salgries) for
the years 1962-63 lo 1964-65.

(Net of reductions on account of appellate order, revision, rectification, etc.)

(Rs. crores}

Total

States 1962-63 1963-64 1964-65 1962;23

1964-65

Andhra Pradesh . . . 4491 599 640 1730
Assam . . . . . 225 2:29 2-30 684
Bihar . . . . . 2-90 1-88 4-8Bo 9-58
Gujarat . . . . . 9-Bs Gg'22 9'98 29°05
Haryana®* . . . . . 1-76 1'53 z-ozl 5-31
Jammu & Kashmir . . . 047 048 0-62 1°57
Kerala . . . . . 355 3-26 3-66 10°47
Madhya Pradesh . . . 300 2-56 £-32 1097
Maharashtra . . . 3516 35-72 38-75 109-63
Mysore . . . . . 6-06 596 4-98 17:00

Nagualand . . . . . . .

Orissa . . . . . 076 077 149 3°02
Punjab* . - . . 2:58 2-22 2-96 776
Rajasthan . . . . . 0'53 192 2-08 453
Tamil Nadu . . . . 13-08 14°27 12:99 40-34

Uttar Pradesh . . . . 585 656 792 2033
West Bengal . . . . 21-61 2008 22-86 6455
ToTaL . . II4°41 I114-71 12913 35825

Source : Central Board of Direct Taxes.

*The figure of the composite State of Punjab has been divided amongst the re=-
.organised States of Punjab and Haryana as follows :—

itk N
Punjab . l‘ . . . . 54+84 per cent
Haryana . -_E- . . - 37°38 per cent

18
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TABLE 47 : Revenue from Unson and Additional Excise Duties from 1065-66 10 1069-70
{Commodity-wise for items subject to additional excise duties and for others taken
together)
(Rs. crores)

Excise Revenue from Total Grand
excise total of

Year |
Sugar Tobacco Tex- Tetalol revenue excisc
and tiles  sugar, from fevenue
ciga- tobacco  other
rettes and Commo-
textiles  dities
I 2 3 4 5 6 7

1965-66  Basic . . . .53-69 82-37 s53-20 189-26 603°37 792°63

Special . . . .. 16-51 043 16-94 41-20 58-14

Additonal . . 1638 10'25 20°52 47°I5 .- 47-15

ToraL . . . 70-07 10§°13 74°I5 253:35 644°57 897°92

1966-67  Basic . ; . 8%5-78 9577 59-27 244-82 682-35 927-17
Specia! . . .. 19-21 044 19-65 3648 56-13
Additional . . 19-56 I1I'11  1g*8r 5048 50-48
Torar. . . 10934 12600 79-52 31495 718-83 1033-78

1967-68  Basic . . . 60-45 117-32 55-84 233°6I 800-59 I034-20

Special . . .- 22-94 045 23'3% 42°31 6570
Additional . . 13-99 15'08 I9-55 48-62 .. 48- 62

Torar . . 7444 I55'34 75-84 305°62 B42-00 T148-52

1968-69  Basic . . . 48:87 142'05 5778 248-70 g940-00 I188-70
(R.E.) Special . . .. 2842  ©0'54 2896 4566  77-62
Additional . . 14:76  18:26 2I-11  54-13 .. 54'13

ToTaL . . . 63:63 1I88:73 79-43 33I-70 988-66 I320°45

1969-70* Basic . . . 8066 15670 58-13 204-8¢ 985-16 128005
(B.E.) Special . . . - 31-03 0-57  3I-60 47'23 7883
Additional . . . 16-75 23:09 22:9I  62-7% .. 6275

Torar . . . 9741 210°22 BI-6I 389-24 1032-39 I421-63

Scurce ; Budgets of the Government of India.
*Includes additionsl taxation.
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TABLE 48 : Reverme from Union Excise Duties. Additional Excise Duties ond Special’
Excise Duties from 1950-51 to 1969-70,

(Rs. crores):

Revenue from

Year A ' - - Total
Exie ' Bidse.  Badse
Duties Duties Duties

1950-51. . . . . 675 .. s 675
1953-54 . . 956 .. .. 956
195455 . . 108-2 . L. 108-2
1955-56 . . . . . 1458 . o 145-8‘
1956-57 . . . . 1904 . . 190-4.
1957-58 . . . . 2710 26 .. 273°6
1958-59 . . . ; . 2968 16-1 .. 3129
1959-60 . . . 332-4 283 . 360-7
1960-61 . . . . 382:8 336 . 416-4
1961-62 . . . . 4503 39'0 .. 489-3.
1962-63 . . 5509 44-8 31 598-8
1963-64 . . . . 6317 43°1 54'8 7296
1964-65 . . . ., 6967 44's 60°3 gor-s
965-66 . . ., . 792°6 47°2 581 8979
1966-67 . . . .. 9272 505 561 10338
1967-68 . . . . 10342 486 657 11485
1968-60 (R.E.) . . . . 11888 s4-1 77:6 1320° 5
1969-70 (B.E.) . . . . I2%:-0 628 78-8 14216

Source ¢ Union Budgets.
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TABLE 49 : Economics indicators for distribution of States” share of Union Excise Duties.

Factory Net  Number of Scheduled

Length of railways and sur-
Workers irrigated  hospital Tribes

School going

faced roads as on 31-3-1967 children in age
States per lakh area beds per  popula- group 6 to 11
of per thousand tion Railways Surfaced years (1967-68)
population cultivator of (1961)  per 100 road per Total
1966 population  (Census Sq. Km. 100 Sq. Km. Estimated FEnrolment

(Hectares) as on Lakhs) population of
1-4-1968 of children
children in classes

ItoV

(thousands)Xthousands)
I z 3 4 5 6 7 8 9

Andhra Pradesh 639 0308 o612 1324 17 10 27 5312 3694
Assam . 583 0184 0+381 20165 18 4 23 2142 501
Bihar 453 0192 0305 42°03 30 8 38 7599 4110
Gujarat 1735 0786 0-428 27'54 29 8 37 3473 2676
Haryana 8o9 0-704 0431 o 32 I3 45 1426 834
Jammu and Kashmir 237 0250 1:016 » Neg. 1 1 494 337
Kerala . 1036 0'307 0-988 2-13 23 50 73 2629 3156
Madhya Pradesh 575 0092 o0'380  66-78 12 6 18 5356 2918
Maharashtra . 2068 0141 0-787 23-97 17 10 27 6254 5635
Mysore Bg9 o 168 o814 1-92 4 18 32 3722 3052
Nagaland N.A. o-0b2 1750 344 1 2 3 56 62
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States ’ 1 2 3 4 5 6 7 8 g

Orissa 345 0224 0362 4224 11 6 17 2658 1925
Punjab . 794 1'412 0655 .. 42 12 54 20095 1333
Rajasthan . . . R . 328 0-249 Q515 23-5T 16 5 21 3448 1920
Tamil Nadu . . . . . 1098 o-372 0-692 232 23 3I 59 4351 4732
Uttar Pradesh . . . . 500 0319 0411 . 29 9 33 11424 9180
West Bengal . . . . . 2166 ©-321 o872 20-54 35 18 s3 5788 3878
ToraL . . . 943 0269 o-568 290°53 19 10 29 68327 49943

Source : Col. (1)—Pocket Book of Labour Statistics (1968)—Labour Bureau, Department of Labour and Employment.

Col. (2)—Directorate of Economic and Statistics, Ministry of Food and Agriculture, C. D, & Cooperation.

Col. (3)—Information on Subsidiary Points submitted by the State Governments.

Col. (4)—Census of Indig—1961.

Col. (5>—Ministry of Railwys (Railway Board).

Col. (6)—Basic Road Statistics of India (1968), Ministry of Transport and Shipping.

Cols. (8) and (9)—Selected Educational Statistics, Ministry of Education.
NoTes : Col. (4> —There are no Scheduled Tribes in Haryana, Jammu and Kashmir, Punjab and Uttar Pradesh.

Cels. (8) and (9)—The pupils in classes I to V also include those who are above or below the age group of 6 to 1T years. Hence
the enrolment in certain cases exceeds the cofresponding population.
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of Clgarcettes

TABLE 50 : State-ivise CORSHIEPIUIOR,  esitpiales
{Million numters)

States 1564 icts 1666 X

Andhra Pradesh 2182 2403 zEE6 2828
47 (4-0) 4 9 (5°2;

Assam 1247 icto zee2 163
(3-ci 1371, (3-4J (3-55

Bihar 2427 3251 2ICH 25506
{532 6o (56 (473

Gujarat 1557 1724 1640 1631
G4 i3-2} {(2-%; (3-0)

Haryana ¥ $ 3 $

Jammu & Kashmir 824 G21 111¢ 1468
(1-8} (1-7) (I-g (2-7

Kerala 22¢0 2655 2268 3754
(5- (4-9; {5-6) (5-8)
Madhyz Pradesh 2244 2026 2656 2284
{4-5) (5 4) (4- 9] (4-2)

Maharashtra 5312 6122 39 6274
(T1-6) TE-7, I1-2) 11-5

Mysore 24713 281% 2045 2828
(5 4 {5-23 (5-0 (5-2)

Nagaland . N.A N.A. N.A. N.A
Orissa 641 975 1237 971
{(1-4) (r-8 IRy (1-8)

Punpjab 4671 53638% 375 5275%
{10-2) CES (9 ¥ (9-7)

Rajasthan 1083 1358 ¥ 761
(z-3) (25} (2 (1-4)

Tamil Nadu LI icen (72 6525
(11-3) (10°G> 11-%5; {12-0)

Uttar Pradesh () 6519 €591 £710
(12 %50 (12 4) (r1-7. {10'%)

West Hengal 5266 6304 7244 6689
(11-%) (11-8) (12-37 (12°3)
Union Territories 2610 2872 3121 3535
SR (5-3) (53 (6-5)
ToTAL 45793 34188 58895 54372
(100 0) {100 0) (100°0) (100-0)




TABLE ST : State-wise comsumption estimetes of Corton Textiles.

(Rs. Crores)

States 1964 1965 1966
Andhra Pradesh . , . 63-0% 63-9 661
(7°7) @7 77

Assam . . . . 18-4 18-9 19°3
(2-2) {(2-2) {(2-2)
Bihar . . . . - 698 70-8 724
(8-35) 335 (8-4)
Gujarat . . . . 284 288 29-8
(3-4) &3 G

Hacyana , ., | . $ $ $
Jammu and Kashmir 71 7°2 74
(c-9) {c-9) (o 9)
Keraa . 19-2 19-4 20-1
(2-3) (2-3) (2-3)
Madhya Pradesh, . . 606 706 730
8- 85 (&5
Maharashtra . . . 877 88-9 92°0
(10- 7) (10 7) (10-7)
Mysore | . . . 426 43-2 447
(5-2) (5-2) (5:2)
Orissa . ; . . 24'2 246 25-4
(2-9) (29 (-9

Punjab . . . , 60 g GI-Gue 63 g%

74 (7:4) (7°4)
Rajasthan . . . 48:9 496 513
(5-9) G5-9 (5s'9)

Tamil Nadu . . . 58-6 £9-4 615§
{7-1) (7', (7 I)
Uttar Pradesh . . . 158- % 160-8 166-3
(I9-3) (19-3) (19-3)
West Bengal . . . 514 52:2 339
(6-2) (6-3) 63
Union Territories* | . 144 146 151
(1-8) (-7 (r-8)

ToTAL . 822-7 8346 862-2

(100-0) (100'0) (x00-:0)

Sowrce : Central Statistical Organisation (Plarnirg and State Statisitcal Division).

Notg : Figures in brackets are percentages to totel.
$Included under Punjab.
*#*Relates to composite State of Punjab.
*Includes estimates for Nagaland which are regligble.
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TABLE 52 : State-wise consumption of Suger.

(;000 Tonnes)

States 196-4—65 1965_—66 1969—67
Andhra Pradesh . 118 137 Izg
(4-8) 49 (50
Assam . 83 71 78
(3-4) (z% (3-0)
Bihar . 142 I71 154
(58 (6-2) (5-9)
Gujarat 256 284 255
(10-5) (10-2) (9-8)
Haryana £ £ £
Jammu and Kashmir 25 12 20
(r-0) (o4 (0 8)
Kerala . . . 75 99 100
(32 @6 (3'8)
Madhya Pradesh N 147 158 144
{6-0) -7} (5-5}
Maharashtra . . 379 447 416
(15-5. (16-1) (16-0)
Mysore . . 111 134 129
(4-5) (4'8) (4-0)
Orissa . .. 51 56 58
{2-1) (2-0) (2-2)

Plll’ljab i . 16 Ig6% e I71%e®
(7-3) (7°1) (6-6)
Rajasthan . 89 101 93
(3:6) (3-6) EAFY)
Tamil Nadu . 140 172 168
(5:7) (6-2) 65
Uttar Pradesh 279 327 288
(11 4) (11-8) {(11-2)
West Bengal 265 298 276
(10-9) (10°7) (10-6)
Union Territories 100 116 121
43 (4+2) “7
TOTAL . 2441 2779 2600
{(100-0) (100-0) (ro0-0)




TARLE 53 : Eesources rangfarred from the Centre w0 the States,

(Rs. crores)
First Second Third ’
Pive-Tear  Five-year  Five-Year  1955-66* IG66-6T 196768 1968-69
Flan Plan Plan (R.E)
I 2 3 4 1 B 7
I. Share of Divinble Taoxer and Duties :
1. Income Taxx . . . . . 273 375 555 123 137 175 194
2. Union Excize Duties :
{a) Dasic v . . . . 45 153 398 100 134 202 241
(¢} Addinonal . . . . . .. 128 217 46 47 32 50
3. Tax on Railway Passcnger Fare . s 43 .
Estate Craty PO . . . 2 I3 26 7 s 7 [
Torar 1 v . . 126 712 1196 296 373 416 491
II. Granis mer from Revewus :
A, Summry Granrs @ - . . )
. Gramis under Am:le 273 ef the Guu:
titution . . . I4 I3 .
2. Grants under substantive provision of
Article 275 (1) of the Constitytion 27 153 250 64 141 41 141
3, Grents under Proviso to Article 275(1)
of the Constinition . . . 13 34 4 II 12 9 9

4. Grants under Article 278 of the Conati-
tgiion . . . . . 49

90%.



5, (Grants under Section 74 of the S. R.

Act
TotaL of A
B. Other Grants ;
TotaL II
111. Grants from Central Road Fund
1V. Grants mer from Capital . . .
V. Loans . . . . .

(GZRAND TOTAL

7
103 207 330 75 153 I50 150
145 461 818 222 196 § 264 305
248 668 1148 207 349 414 455

i6 19 14 I 6 ki _“:;-H
24 59 142 51 58 53 49
799 1411 3100 821 920 28 891
I413 2869 5600 1446 1706 1766 1890

Source ©  Budgets of the Central Government.

*This_is the_last year of the Third Five Year Plan and is included in Column 3.
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**Because of reorganisation of States in 1956-57, the figures for that yeor cannet be pat on a comparable basis,

*Figures within brackets are rotals (or five years 1952-53 to 1956-57.

21—60 M. of Fin.
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{Ks. crores}
— —— — o ——— —— maim—————— —— A ———- ———— e e —m——— _————
1952-53 1953-54 1954-55 1955-56 1956-757 Total for four vears
(1952-33 1o 1935-56)
Share Share Share Share Share Share
States of Gramts Total of Gramts  Total of Grants  Totat of Grants Total of  Grants Toral af Grants  Total
Taxes Taxes Taxes Taxes Taxes Taxes
—— [ —_ - '_\'f_'—' e e i e i — e -
I 2 3 4 s 6 7 8 9 10 11 12 13 14 5 15 17 18 19

Andhra Pradesh 222 2-22 422 422 426 4426 [0°70 10°70

Assam 1-85 178 3-60 1-83 1°75 3-58 1-75 175 350 1-78 1°7§ 3-53 7-21 700 14-21

Bitar B-03 c-75 878 7-66 116 g-12 7-66 1-36 3-96 776 1-44 g-20 31-41 4-65  36-06

Bembey . 12-49 12°49  12-48 12°48 12707 12:07 12-0% 12°08 49-12 4912

Hyderabad 342 342 340 0-20 360 354 ©0-27 381 3-58 033 391 13794 o080 1474

Medbya Bharat  1-36 1°36 1°35  C-09  1-44  1-41  0-12 153 I'4f 015  1-59 *sShewn Separately 5:56  ©0:36  5-92

Medhya Pradesh 427 427 426 025 4°51 4-11 33 444 416 042 4-58 on 16-80 1:00  17+:Bo

Madras 12-31 12-31 3.88 388 734 734 743 7-43 30°96 3096

next page

Myscre 040 6-40 0-09 [op e 049 016 010 056 0-16 0- .10 056 041 160 z-01

QOrissa 282 090 372 281 1-06 387 2-76 I'12 3-88 2-92 I-17 4-09 1131 4-25  15°56

Pepsu . 0-41 041 076 0'c§ c 81 061 o-ch Q67 0-62 o-c8 a0 70 2°40 0-19 2:59

Puijab 2-70 1-25 3-95 269 1°39 4-08 252 144 396 2-55 48 203 10-46 5-56 16-02

Rajasthan 2-69 2-€g 2-67 cr20 2.4y 279 ¢ 26 3-05 2-83 0-33 316 1098 079 II:77

Sautashtra R Q-40 0+4o 040 G 40 Q-40 0-40 G40 a-40 1-60 1-60
Travancore

Cochin C'45 045 045 045 045 045 0-45  0°45 8 180

Uttar Pradesh  12:96 12°76  12-7 12:67  12-30 12°30 1245 1245 5018 Y 50018

West Bengat . B-12 2:30 10°42 811 2-90  10°41 784 2-30 1014 7-85 2:30 1G5 19z G 20 4I-I2
Jammu and

Kashmir ..
ToraL 73-23 820 8143 613 g-70  76°85 7108 10-20 8128 7187y 10-70 B257  78-25 11-20 89-45 283-36 3880 322-16
{361+ 61)*(50-00)* (411-61)"
Source ©  State Budgets.



om the Centre to States under the First Finance Comniis-

T :
. contd.
—_ - —_—
1956-57
- Share
of Grants* Total
Taxes
I 2 3 -
.15 whose accounts were not affected
uy Reorganisation of States
Andhra Pradesh . 5-38 . 5-38
Assam . 1'86 1-75 3-61
Orissa . - 2°9I 1-22 4713
Uttar Pradesh . 12-93 .. 12°93
Wesr Bengal . 8-30 230 1060
States for the Pre-reorganisation period
ewhose accounts were closed on
31-I0-1956—
Bihar . . 3-98 1-58 556
Bombay . . . . 6-67 e 667
Madbya Pradesh . . 2- 51 050 3+o1
Madras . . . . 4-48 .. 4-48
Punjab . . . . I1-54 153 307
Hyderabad . . . 216 0-40 256
Madhya Bharat s . 0-86 018 I:'04
Mysore . . . . I'16 040 i'56
Pepst . . . . 012 0-09 0-21
Rajasthan . . I-71 0'40 211
Sauvrashtra . . 0-48 040 o088
Travancore Cochip . 0-04 0-45 0-49
States formed as a result of Re-or-
garisotion of States
Bihar . . . . 3:96 . 3-96
Bomh1y . . . . 6-59 . : 6-59
Kerala . . . I-25 1-25
Maihya Pradesh , I-50 . 180
Madras 273 273
Mysore . 196 1:96
Punjab . . B . 1-43 163
Rajasthan N . . 124 I-24
Ajmer . . . . o .
Bhopal . . . . . .
Coorg . . N . .. .
Himacnal Pradesh . . . AN .
Vindhva Pradesh . . X
ToTAL . 7825 II'20 2945

Source ; Combined Finance and Revenue AccCUnRIS IGSE-57.

*Includes Grants vnder Article 273,

210



TABIE 55 ¢ 7 anfers from the Centrs to States under the Second Finance Commission’s Awmard,

(1947-38 to 1961-62)

(R3. cromces)

e

Total for 5 vears

1957-58 1958-39 1959-60 1650-61 1661-62 1957-38 to 1961-62
States Shares Shaies Shares Shares Shares Shares
of Grantsf, Total of  Grants{ Total of Grantsf§ Total of Grants Total of Grants Total of Grants Tatal
Taxes Taxes Taxes Taxes Taxaea Taxes
—
1 2 3 4 k1 6 7 8 g 10 11 12 I3 14 15 16 17 8
BN

.Andhra Pradesh 10-07 4°00 I4-07 13-28 400 17'28 1425 4-00 18-25 16-70 4'c0 2070 14°7% 400 I9'7§ 70°05 20-00 005
Assam . 325 450 775 4-37  4-50 887 466 450 9°¥6  5-43 430 993 518 450 9'65 22-86 22'50 45-36
“Bihar . 11-67 422 1589 14.14 422 1836 14-90 422 19-12 16-40 425 2069 17°04 4:25 21-30 74-16 21-16 9532
‘Maharashtra*. 1496 14-96 15-82 15-82 109-85 100 -85

. r19-38 19-38  26-25 29-25 3044 30-44
“Gujarat® J 17°10 17°10 18:69 . 18:65  35:79 3579
Jammu and

Kashmir . 1-45 3-00 445 1-96 300 4-96 206 3-00 506 2-12 300 £ 12 1'98 300 468 987 1§-00 2457
Kerala . 4°36 175 6°11 548 175 7:23 5-87 7% 7-62 695 1-7% 870 650 1-7% 8§-29 29-16 875 37-9I
Madhya Predesh 8-21 3:co 1121 10°66 3:co  13°€6  11'°46 300 I4'46 13-52 300 16-52 1269 300 1569 56°94 15-00 7I-54
Muysore . 6-41 600 I2-4Y 8-02 6:00 14-02 8-55 6-00° 14'53 I0-9I 600 1691 957 600 I5'57 4346 30'00 7346
~Orissa . 447 3-40 7-87 563 340 903 6oz 3-40 942 719 3'50 10°69 6-74 3'50 1024 30°C5 17720 4725
"Punjab . 554 2-25 779 789 2°25 10714 8-32 2-25 10°57 9'73 2-29 I11°98 919 225 I11°44 40°67 112§ 5192
‘Rajasthan . 514 2-50 7-64 670 2-50 9-20 7-22 250 972 851 2°50 1I‘I 7:9% 2-50 10-45 35:§2 I12'5C 48 -02
"Tamil Nadu . 990 990 13'20 13°20 14°12 I4'12  20-03 20-03  15-63 1563 72-88 72 -88
Uttar Pradesh. 19-75 .- ¥9:75 26°90 2690 2876 28:76 314°56 34:56 3172 31-72 141°'69 141-69
‘West Bengal . I1-12 478 1590 14-58 478 1936  15'2% 4-78 20-03 21-38 475 26-33  16-99 475 2174 79'52 23-84 10336

Jotan . 120°72 39°40 160°12 16206 39-40 201-46 171°88  39-40 211-28 205-69 39-50 245°I9 I91'42  39-50 230°92 841:77 197°20 1048-97

Sotirce : State Budgets.

Lincluding Grants under Article 273.
$Includes grants in licu of tax on Railway Passenger Fares.
»Figures for these ‘States upto 1959-50 relate to the composite State of Bombay.
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MY VLTUV S L LHYUOTUVS

(RS. crores;

Total for 4 years

Semes 1962-653 1663-64 1964-65 1965-66 1962-63 to 1_5;f5-66
Shares Shares Shares Shares Snares
of Grants Total of Gracts Toral of Grants  Total of Grants Tortal of Guants Total
Taxes Taxes Taxes Taxes Taxes
—— e i LS4 ———
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16

Andhra Pradesh . 18- 60 g-50 28-10 2146, 9:50 30:96 21-30 g:50 30-80 22-76 950 3226 B84-12 38-00 122712
Assam . 7-63 6-00 13°63 8-84 600 14+84 8-66 6-00 1I4°66 9-44 600 1544 34-57 24'00 5B-57
Bihar , 22-11 075 22°86  24-57 075 25'32 2545 075 26-20 27-50 o-75 28-25 99-63 300 102-63.
(Gujarat . . . . 14-41 525 I9-66 16-39 525 2I-64 16-13 5-25 21-38 17-25 5-25 2250 64-18 21-00 8518
Jammu and Kashmir 3-28 2-00 528 355 2:00 555 3-29 2:00 5-29 3-63 2400 563 1375 8-00 2175
Kerala 9-53 6-25 1578 11-17 625 17-42 10-92 6-25 17°17 I1'83 6:25 1808 43-45 2500 6845
Madhya Pradesh . 16°53 300 I9-53 71913  3-00 2213 1I8-84 300 2184 2037 300 2331 7481 12000 86°8Br
Maharashtra . 26" 76 26°76 30-13 30-13  30-70 30°70  31-93 . 3193 1I9-52 119+52
Mysore . 11-93 6-75 1868 13090 6-75 2065 1370 6-75 2045 1470 675 21-45 5423 27°00 81-23.
Nagaland . R .. . 0-0g* 09 029 c-29 030 .. 0-30 0-68 e o-68°
Orissa 10059 I13'25 23°84 12°30 1325 2561 12003 13°25 2528 I322 1325 2647 48-20 5300 IOI-20
‘Puniab 13-15 I3-15 15-03 15-03  14°83 14:83 1598 1598 35899 58-99
Rajasthan . 10.-36 5-25 16-11 12-58 5:25 17-83 12-39 5-25 17-64 1338 §-25 18:63  49-21 2I'00 70-2F
Tamil Nadu 1771 3-00 2071 20-31 3°00  23°31 2020 3°00 23°26 21'47 3'00 24°'47 79-75 I2°00 QY75
Uttar Prade-h 32-90 32'90 37:-66 .. 37°66  37-47 17°47  39:92 39-92 147-95 14795
West Bengal . 20°58 20°58  23-79 23'79  24°14 2414 2521 2521 9372 . 93-72

ToOTAL . 236-57 6100 297-57 270°96 61-00 33I-96 27040 6I'00 33140 288-83 6I'00 34983 1066-76 244°'00 I310-76

Source 1 State Budpeis.

Note ;: Shares of Tazges include : ° Grants in lieu of Tax on Railway farcs’.

siier three mantis o b
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TABLE 58 : Areq irripated (net) by main sources in 1965-66 and number of cultivators

as per Cemsus 1961.

Number
Area in thousand hectares irrigated by of

States Canals Tanks Wells Other Total CUAISN:LOIS
sottrces I=3-1961

(thousands

I 2 3 4 5 6 7

Andhra Pradesh 1226 1189 455 108 2978 7487
Assam . 364 248 612 3324
Bihar 632 175 239 895 1991 10362
Gujarat III 22 668 36 837 4519
Haryana 960 4 224 38 1226 1838
Jammu and Kashmir 279 I 2 6 288 1153
Kerala . 177 60 4 121 362 1178
Madhya Prades h 462 118 345 52 977 10612
Maharashtra 248 213 683 36 1230 8737
Mysore . 361 325 163 128 977 5807
Nagaland 12 12 193
Orissa 225 495 38 219 977 4353
Punjab . 1295 4 387 77 2263 1603
Rajasthan 487 203 1023 40 1753 7955
Tamil Nadu . 799 903 659 38 2399 6458
Uttar Pradesh 2300 391 2905 279 5875 18428
West Bengal 902 328 16 184 1430 4459
TOTAL 10828 4431 8361 2467 26187 97566

Source 1 Cols. 1 1o §—Directorate of Economic and Statistics, Ministry of Food and

Agriculture,

Community Development and Co- opergtion. Figures in

respect of Haryana and Punjab have been taken from the Statisical Abstracts
of Haryana and Punjab respectively for the year I967.

214



TABLE 59 N Dis:rﬂmlion Uf the area operated and the Avaschcids &y sdon clavwes

Total area operated No. of houscholds

Size of holdings
Area Percentage Total No. Percentage

(lakh (in 'oo0)
actes)
1 2 3 4 5
(a) Below 2'5 acres . 216 6-67 41524 576
(b) Over 2-5 but not excecding
5 acres . . 191 12-08 11606 161
{¢) Over’s but not exceedin g
745 acres . . . 352 10-87 6488 9-0
(dy Over 7-5 but not exceed-
ing 10 acres 294 908 3466 48
(¢) Over 1o but not excced-
ing 15 acres . . 446 13-77 3911 54
f) Over 15 but not exceeding
20 acres . . - 304 9-39 1826 25
(g) Over 20 but not e\ceudmg
‘i. 25 acres . . 232 717 1088 15
Over 25 acres . . . 1003 30-97 2143 3-0
ToTaL . 3238 10000 72052 100° 00

N. B. () Area operated represents all lands used wholly or partly for agricultural
production and operated by the persons, alone or with the assistance of
others, without regard to Title, size, or location.

(i) A house-hold is a4 group of persons who usually live together and tak e
their meals from a commeon kitchen.

Source : National Sample Survey, 17th Round,
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TABLE 60 : Estimated additional revenmue from irrigation on the basis of water rates at
I2 per cent of gross income.

(Rs. lakhs)

Existing Additional
Total revenue from irrigated land under Revenue revenue

States from expected
Rice Wheat Sugar- Total water (5—6)
cane (2-+344) rates from
all crops
(196B-69)
I z 3 4 5 6 7

Andhra Pradesh . 3440 N.A. 795 4235 993 3242

Assam . . . N.A. .- .. . 4
Bihar . . . 500 75 N.A. 575 306 269
Gujarat . . 34 175 N.A. 209 107 102

Jammu and Kashmir N.A. N.A. Neg, .. 13
Kerala . . . 288 .. Neg. 288 3 285
Madhya Pradesh . 236 78 N.A, 314 110 204
Maharashtra . 141 40 650 831 242 589
Mysore . . . 445 3 427 875 175 700
Origsa . . . 726 N.A. N.A. 726 31 695
Punjab and I-faryama 180 935 1080 2198 680 1515
Rajasthan . . 13 335 70 418 188 230
Tamil Nadu . 2260 .- N.A. 2260 285 1975
Uttar Pradesh . 125 960 3530 4615 1638 2977
West Bengal . 1120 11 N.A. 1131 83 1048

ToTAL . 9508 2612 6552 18672 . 4841 13831%

*Excluding Assam and Jammu and Kashmir.
N, A.~Not available.
Neg.~Negligible.

Seurce : Ministry of Irrigation and Power except Col. 6 which has been taken from
State¥budgets for 1969-70.
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TABLE 61 : Number of factory workers in different States and thetr percentage to

population,
Population Number of Percentage
as on factory of factory
States I-7-1966 workers workrs ©
(1966) States
population
(000’) (000%)
1 2 3 4
Andhra Pradesh . . . 39876 255 0-64
Assam . . . . . 13855 | 81 0-59
Bihar . . . . . 52487 238 Q-45
Gujarat . . . . N 23838 413 I-73
Haryana . . . . 8937 72 o8I
Jammu and Kashmir . . 3833 9 024
Kerala . . . . . 19299 200 104
Madhya Pradesh . . . 36931 212 0-57
Maharashtra . . . 45315 937 2-07
Mysore . . . . 26677 240 0-9o
Nagaland . . . . . . N.A. N.A.
Orisza . . . . . 19739 68 0-34
Punjab . . . . . 13102 104 079
Rajasthan . . . . . 23482 77 0-33
Tamil Nadu . . . 36855 405 I-1I0
Uttar Pradesh . . . 82998 415 050
West Bengal . . . 40316 873 2:17
487534 4599 0-94

ToTaL . .
(excluding Nagaland}

Source :  Col, 2.—Pocket Book of Labour Statistics (1968), Labour Bureau, Depart-
ment of Labour and Employment,
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TABLE 62 : Number of passengers carried by Indian Airlines smbarking and dissmbarking
in Januery, 1960

Number of passengers
State/Union Territory

Embarking Disembarking
1. Andhra Pradesh
Hyderabad . . . 6,346 6,692
Vijavawada . . . 259 227
Visakhapatnam . . . 1,000 994
7:614 7913
2. Assam
Dibruggrh . . . 1,639 1,634
Gauhati . . . . 4,989 4,577
Jorhat . . . . 1,373 1,362
Kamalpur . . . 373 334
Lilabari . . . . 1,095 817
Silchar . . . . 2,578 2,486
“Tezpur . . . . 708 537
12,755 11,747
3. Bihar
Jamshedpur . . . 265 252
Patna . . - . 1,606 1,779
Ranchi . . . . 551 499
2,422 2,530
4. Gujarat
Ahmedabad N . - 2,773 2,447
Baroda . . . .. ..
Bhavnagar . . . 1,058 1,023
Bhyj . . . . . 629 640
Jamnagar . . . 1,012 1,012
Kandla . . . . 364 368
Keshod . . . . 368 328
Porbundur . . . 299 298
Rajkot . . . . 976 956
7479 72102
5. Haryana . . . -
6. Fammu and Kashimir
Jammu . . R - 118 1,563
Srinagar . . . 2,028 1,359
3,146 2,922
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TABLE 62 : Number of passengers carried by Indian Afrlines embarking and disembark-
g in January, 1969—contd,

Number of passengers
Statg/Union Territory

Embarking Disembarking
7. Kerala
Cochin . . . . 4,760 4,519
Trivandrum . . . 1,688 1,563
6,448 6,082
8. Madhyva Pradesh
Bhopal . . . . 590 556
Indore . . . . 875 800
Khujuraho . . . 344 338
1,309 1,604
9. Maharashtra
Aurangabad . . . 1,056 1,045
Bombay . . . . 35,955 36,275
Nagpur . . . . 932 825
Poona . R . . 912 1,880
39,855 40.025
o, Mysore
Bangalote . . . 7,248 7,117
Belgaum . . R 635 581
Mangalore . . . 678 6EE
8,561 8,396
11. Nagaland
12, Orissa
Bhubaneswar . . . 47 615
Rourkcla . . 67 54
714 673
13. Punjab
Amritsar 385 421
3n3 421
14. Rajasthan
Jaipur - 2,449 2,553
Udaipur . . . 1,088 1,117
3,357 3.670
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TABLE 62 : Number of passengers carried by Indian Airlines embarking and disembarking

in Fanuary, 1969—concld.

State/Union Territory

Number of passengers

Embarking Disembarking
15, Tamil Nadu
Coimbatore 977 1,021
Madras . 13,964 13,684
Madursi . 852 (3 (]
Trichurapalli . G76 1,018
16,769 16,633
16, Uttar Pradesh
Agra . . 2,316 2,257
Allahat ad 86 118
Banaras 1,368 1,703
Kanpur 853 785
Lucknow 1,062 1,360
6,186 6,223
17. West Eengal
Calcutta 23,244 25,759
Cooch Behar 221 204
Siliguri 1,258 1,052
24,723 27,016
Al States 1,42,423 1,43,037
18. Union Territories
(i) Andaman and Nicobar
Islands
Port Blair 219 160
(11) Chandigarh . 325 544
(it) Delhi 24,449 25,243
(iw) Goa
Dabolim 1,994 1,893,
{w) Manipur
Imphal 1,580 1,372
{vi) Tripura
Agartala 3,996 3,313
Kailagshahar . 714 69T
Khowai 331 187
All Union Territories 33,814 33,403
ALL INDIA b1,76,237 1,76,440
Source : IndianAirlines.

220



TABLE : 63 QCommodity-wise freight earnings cf Railways on geods corried during
1065-66 to 1067-68

(Rs. crores)

Commodity 1565-66 1966-67 1967-68
1. Food graing . 3993 45745 4552
2. Coal and Coke . . 73-79 7799 89-1g
3. Bamboo and otner wood 1084 11'37 II-68
4. Fruis and Vegetables fresh 3-12 372 3-82
5. Sugar including candy and Glucose . 778 768 6-08
6. Salt e e e e 538 9:09 11-87
7. Paper | . R 4-69 515 5-51
8. Oil seeds . . . . . . 6-37 617 5-99
g. Corton raw {pressed and unpressed) 480 4-64 5-47
T0. Juure raw ({pressed and unpressed) . 4-47 5-04 6'Bo
11. Cotton manufactured and other piece goods 4-78 408 441
12. Provisions . . . . . 760 1I-1g9 1570
13. Electrical goods . . . . . 391 362 4-14
14. Cement . . . . R 2021 2258 2571
15. Lime Srone and Dolornite g- 85 g 46 970
16. Stone other than marble and gypsum 838 1035 8-13
17. Gypsum - . . . . . 425 4-36 425
18. Chemical manures | 760 i1-1g 1570
19. Ores (Iron, Manganese and others} 2g-42 32°76 36-44
20. Tron and Steel 58-98 60-43 58-74
21. Diesel oil g9-52 10-20 10-38
22, Kerosene oil 775 6-02 7-10
23. Petrol 6:65 626 6-28
24. Crude oil . . . 303 431 3-28
25. Other Commodities. 10023 95-43 88-24
452°33 76;8-_8:1-— 490-13 B

Source  Ministry of Railways (Railway Board).
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I'ance 64 :Posiriuu af Railway Finances for the years 1964-65 to 1969-70 (D. E)

{Rs. crores)
e ) ) ) B I —
Revenue Working expenses Dividend Payments
Capital — _ Surglusc+)
Year at Pas- Total Ordinary  Total  General  States Total '
charge Scnger gross wotking working revenues in lieu Deﬁc:t(_)
earnings Ieceipls  eXpehScs  expenses of P.F.
tax
I 2 3(@) 3® 4(a) 4® 5(e) 5(8) LG 6
1964-65 . . . . . 2435 19928  661-03 43374  S542°92 9243 12:50  104-93 -I13-18
1965-66 . . . . ] 2680  21g°17  733°76  485-35 598-92  103-78 12+50  116°28 418 56
1956-67 . . . . . 2842 22934 76000 52561 654'88  IT4~70 17°69  132'35 —18:27
96768 . . . . . 2978 252°64  818-36  s88-22  708:36  I23-80 1773 I14T'53 —31-53
1968-69 (RE) . . . . 3116 26600 g02- 00 640-00 761 14 13348 17-86 18134 ~10-0I
1969-70 (BE} . . . . . 3248 27300  947-32} 665'35  786-35  140-88 1813 I159-01  41-9T

Source :  Ministry of Railways.
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UABLE 65 : Transactions relating to [ rehase and sale of securities in each stock exchange fn 1966-67 and 1967-6%.

£64

Cleared Non-cleared Nen-cleared Other securities
Name of the stock exchange Year securities” securities preference (Non-cleared)
(recognised) {No. in (No. in shares (RS. crores)
thousands) thousands) (Ne. in thousands;
Government
securities Detentures
including
bonds
I 2 3 4 5 6 7
Bombay 1966-617 . 239670% 3058 94 134-10 1°48
1967-68 . 2I5607* 1939 72 115-85 083
Calcutta . . . . . 1966-67 : 304484 18507 254 47°55 037
1967-63 . 245362 10310 175 52-43 094
Delhi . . . . . 1966-67 . 260813 170 3 001 ..
1967-68 . 218230 361 9 1:30 006
Ahmedabad . ! . . . 1966-67 . 10531 34 6 . ..
1967-68 . 9595 26 4 .- .
Madras . . . . . 1666-67 . 238 1604 53 17°20 0°37
1967-68 LS 22§ 1447 37 16-21 004
Madhyda Pradesb . . . 1966-67 . 18 Neg. Neg. .
1967-63 . 9 2 Neg. ..
Bapgalore . . . . . 1966-67 . .. 289 64 003
1967-68 . . 58 7 .
Hyderabad . . . . . 1966-67 . - 49 3 0'13
1967-68 . .. 218 3 005
ToTaL . 1966-67 . 815754 23709 477 199:02 2:22
1967-68 . 689028 14861 424 186 84 1-87

Source : Ministry of Finance, Department of Economic Affairs.
*Includes transactions in respect of 94 per cent Tata Steel 2nd Pref. and India United Deferred.



APPENDIX VI
(See paragraph 9-3)

Transfer of funds to the States by way of share of Taxes and Dutics and Grants under
Ariicle 275

(Rs. crores)

Fourth Commission’s recom- Fifth Commission’s recom-
mendations (1966—71) mendations (1969—74)
States
Share of Grants Share of  Grants
taxes and  under Total  taxes and wunder Total
duties* Article dutieg* Article
275 275
Andhra Pradesh . 166-63 67'55 23418 27427 65-01 335-28
Assam | ) } 6236 82:60  I44-96 93-24  10I-97 195-21
Bihar . . . 197- 46 .- 197-46  407-38 .. 40738
Gujarat 121-55 .. 121-55  I82'75 o 182-75
Haryana . . 39 19%* . 39°19 59-61 . 5961

Jammu and Kashmir  33-25 32-85 66-10 33-16 73768 06" 84

Kerala . . . 84-51 10410 18861 143-78 4965 19343
Madhya Pradesh . 148-53 I3-50 16203 274-02 - 27402
Maharashtra ) 26038 . 260-38 18366 .. 383-66
Muysore | . . I1I-32 10410 215-42 17943 17-99 197-42
Nagaland . . 2311 35°35 58-46 277 77°95 80:72
Orissa 85-93 145-90 23185 146-01 104-67 25068
Punjab | . . §7-5I%% . 57-51 89-16 . 8g-16
Rajasthan . . 9676 23°65 13041 170716 5149 221°65
Tamil Nadu . . 173:12 34-20 20732 272:29 22-82 29511

* Uttar Pradesh . 323°77 49°25 37302 62071z 62012
. West Bengal . 19741 .. 19741 29664 72:62 3(;9‘26
TOTAL‘ . 2182-81 703-05 2885-86  3628-45 637 85 426630

»Includes share of grant in lieu of tax on railway passenger fares.
*»The share of composite Punjab has been allocated on population basis betwecr.:
Punjab, Haryana and Union Territory.
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CHAPTER 1
INTRODUCTORY

This F i.pance Commission is the fifth Commission to be appointed
Under Article 230 of the Constitution, and was constituted hy an
Order of the President dated the 29th February, 1968, which is re-
produced below. We assumed office on the 15th March, 1868,

“In pursuance of the provisions of article 260 of the Constitu-
tion cf India and of the Finance Commission (Miscellane-
ous Provisions) Act, 1951 (33 of 1951), the President is
pleased to constitute with effect from the 15th Mareh,
1868, a Finance Commission consisting of Shri Mahavir
Tyagi. former Union Minister of Rehabilitation. as the
Chairman and the following four other members,
namel:

(13 Shei P. C. Bhattacharyya, former Governor, Reserve
Bank of India.

(2 Shei M. Seshachalapathv, retired Judge. Andhira
Prodegh High Court

(3} Lr. D. T. Lakdawala, Professor, Depariment af Econo-
mics, Bombay University,

{(4) Shri V, L. Gidwani, former Chief Secretary, (iovern-
ment of Gujarat, Member-Secretary.

¢. The members of the Commission shall hold office until the
3ist day of July, 1969

3 Sori Mahavir Tvagi shall render part-time serviee as
Chairman of the Commission until such date as the Cen-
tral Government may specify in this behalf and thereafter,
he shall rendey whole-time service as Chairman of the
Cornmission. Of the other members, Shri P, C. Bhatta-
charyva shall render part-time service as member of the
Commission until such date as the Central Government
may specify in this behalf and, thereafter, he shall render
whole-time service as member of the Commission. The
other three members will render whole-time service.

1, The Commission shall make recommendations as to the
following matters: —

(2) the distributlipn between the Union and the States

~ of the net proceeds of taxes which are to be, or may

be, divided beiween them under Chapter I of Fart XII

of the Constitution and the allpcation between ihe

tates of the respective shares of such proceeds;

(b) the principles which should govern the grants.in-aid

of the revennes of the States out of the Consolidated

Fund of India and the sums to be pajd to the States
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{c)

(d)

(e}

H
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which are in need of assistance by way of grants-in-
aid of their revenues under Article 275 for purposes
other than those specified in the provisos fo ciause (1)
of that article and other than the requirements of the
Five Year Plan, having regard, among other consider-
atiuns, to—

(i) the revenue resources of those States for the five
years ending with the financial year 1973-74 on
the basis of the levels of texation likely to be
reached at the end of the financial year 1968-69;

(ii) the requirements on revenue account of those
States to meet the expenditure on administration,
interest charges in respect of their debt, mainten-
ance and upkeep of Plan schemes completed by
the end of 1968-69, transfer of funds to local
bodies and aided institutions and other commit-

* ted expenditure;

(iii) the scope for better fiscal management as also for

economy consistent with efficiency which may be
effected by the States in their administrative,
maintenance, developmental and other expendi-
ture;

the changes, if any, 1o be made in the principles
governing the distribution amongst the States of the
grant to be made available to the States in lieu of the
repealed tax on railway passenger fares;

the changes, if any, to be made in the principles gov-
erning the distribution amongst the States under arti-
cle 269 of the net proceeds in any financial year of
estate duty in respect of property other than agricul-
tural land,;

the desirability or otherwise of maintaining the exist-
ing arrangements under the Additional Duties of
Excise (Goods of Special Importance) Act, 1957, in
regard to the levy of additional duties of excise on
sugar, textiles and tobacdo in lieu of the States’ sales
taxes thereon, with or without any modifications and

‘the scope for extending such arrangements to other

items or commodities;

irrespective of the recommendation made under item
{e) above, the changes, if any, to be made in the
principles governing the distribution of the net pro-
ceeds in any financial year of the additional excise
duties leviable under the 1957 Act aforesaid on each
of the following commodities, namely,

(i} cotton fabrics,

(ii) silk fabrics,

(iii) woollen fabrics,

{(iv) rayon or artificial silk fabrics,
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{v) sugar, and

{vi) tobacco including manufactured tobacco,

mn replacement of the States’ sales taxes fermerly
levied by the State Governments:

FProvided that the share accruing to each State shall not be
less than the revenue realised from the levy of the
sales tax for the financial year 1956-57 in that State.

(g) the principles which should govern the distribution of
the net proceeds of such additional items or commodi-
ties as may be. recommended under item (e) above
for levy of additional excise duties in lieu of the States’
'sales taxes thereon;

(h) the scope for raising revenue from the taxes and
duties mentioned in article 269 of the Constitution but
nct levied at present;

(i) the scope for raising additional revenue by the various
State Governments from the sources of revenue avail-
able to them; and

(j) the problem of wunauthorised overdrafts of certain
States with the Reserve Bank anu ine procedure to be
observed for avoiding such overdrafts.

3. The Commission in making its recommendations on the
various matters aforesaid shall have regard tc the resour-
ces of the Central Government and the demands thereon
on account of the expenditure en civil adminijstration,
defence and border security, debt servicing and other
commitied expenditures or lizbilities.

6. The Cummissien shall make an interim Report by the 30th
September, 1968 covering as many of the matters men-
tioned in para 4 above as possible and in particular, in
respect of the financial year 1969-70; and make the final
Report by the 31st July, 1969 on each of the said matters
and covering a period of five years commencing from the
Ist day of April, 1969, indicating in its Reports the basis
on which it has arrived at its findings and making avail-
able the relevant documents.”

Under paragraph 6 of the Order we were required to make an in-
terim Report by the 30th September, 1968 covering as many as
possible of the matters mentioned in paragraph 4 of the Order, and
in particular. in respect of the financial year 1969-70. The date for
submission of the interim Report was extended to 31st October, 1968,
by the President’s subsequent Order dated 24th September, 1968.

2. We dec’ded that in the interim Report we should deal with
items (c), (d) and (j) of paragraph 4, and make interim recommen-
dations in respect of the financial year 1969-70. For this purpose, we
obtained from the State Governments Memoranda containing their
views on those items and their forecasts of revenuve receipts and
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expendtiure for that year. We had detailed discussions with the

representatives of each State Government at New Delhi during the
period from June to August, 1968. The Accountants-General of the
respective States were present at these discussions. We also had
discussions with representatives of the Central Government in
regard to the forecast for 1969-70 furnished by them, and with the
Deputy Chairman, Planning Commission, and the Governor of the
Reserve Bank of India. Some other persons also appeared before
us at our request to explain elucidate their views on some of the
matters in our terms of reference. The dates of discussions held with
representatives of the State Goviernments, the Central Government
and others are given in Appendix I.

3. In Chapters 2 to 4 of this interim Report, we have made our
final recommendations regarding items (c), (d) and (j) of para-
graph 4 of the Presidential Order. In Chapter 5, we have made in-
terim recommendations for the devolution of taxes and duties and
for grants under Article 275 of the Constitution for the financial year
1969-70. We wish to make it clear that except so far as the distribu-
tion of the proceeds of estate duty and the grant in lieu of the tax on
railway passenger fares is concerned, these recommendations for
the year 1969-70 have been made provisionally on an interim basis
and they are subject to such readjustment as may be necessary on
the basis of our final Report. We have still to have further discus-
sions with the State Governments and other parties and to examine
carefully the material already with us and the further infcrmation
and memoranda which we shall receive regarding all the items of
our terms of reference. The interim recommendations in this Report
should not. therefore, be regarded as indicating our final views or
necommendations or as committing us in anv way regarding the
principles of devolution of taxes or duties, other than estate dutv, or
grants under Article 275 of the Constitution or any other matters
referred to us under the Presidential Order.



CHAPTER 2
GRANT IN LIEU OF TAX ON RAILWAY PASSENGER FARES

4. Under paragraph 4{c) of the Order of the President, we are
required to make recommendations as to the changes, if any, to be
made in the principles governing the distribution amongst the States
of the grant to be made available to the States in lieu of the re-
pealed tax on railway passenger fares,

5. A tax on railway passenger fares was imposed under the Rail-
way Passenger Fares Act, 1957. This Act was repealed with effect
from the 1st April, 1961, and the tax was merged in the basic fares.
The Government of India decided to make an ad hoc grant of
Rs. 12-5 crores per annum to the States in lieu of the tax for a period
of five years from 1961-62. The amount of the grant has been revised
to Rs. 1625 crores per annum from 1966-67 for a period of five years.

6. The grant made available at present is being distributed
among the States according to percentage shares recommended by
the Fourth Finance Commission, These had been worked out by
allocating among the States the passenger earnings of each railway
zone (exclusive of earnings of suburban services) on the basis of the
route length of railway located in each State separately for each
gauge, on the basis of the statistics for the three years ending March,
1964.

7. We have received various suggestions regarding the principles
for distribution of the grant. These are:

(i) Continuaice of the existing principles;

{ii} Distribution on the basis of estimated collections in each
State;

(iii) Distribution on the basis of population of each State;

(iv) Distribution taking into account factors such as the
volume of traffic reiatable to a State having a short route
length but a large number of visitors, and treating of
important feeder roads as extensions of the railway for
this purpose;

(v) Taking into account important railway routes likely to be
opened in the next few years;

(vi) Distribution of the grant along with the States’ skhares of
al] divisible taxes and duties, solely on the principle of
relative need of each State;

('rii) Taking into account intensity of traffic on particular
routes within a raiway zone; and
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(viii) If intensity of traffic in States cannot be directly com-
puted, distribution on the basis of route length and popu-
lation in egqual measure.

8. We have carefully considered all these suggestions. We think
that the present principles which are based on those enunciated by
the Second Finance Commission for the distribution of the proceeds
of the railway passenger fares tax are quile suitable and proper.
That Commission was of the view that the principle should be such
as to secure for each State, as nearly as possible, the share of the
net proceeds on account of the actual passenger travel on railways
within its limits. It considered that such proceeds may be determin-
ed with reasonable accuracy by allocating the passenger earnings
for each gauge of each railway zone separately among the States
covered by it according to the route length in each State. The Fourth
Finance Commission applied the same oprinciples to the distribution
of the grant on the ground that it was of a compensatory character,
being in lieu of the repealed tax. We think that the adoption of
any other criteria, such as population or collections, would not be
appropriate., The criterion of collection would give undue weight
to States having important terminal stations. As passenger traffic
includes a large volume of inter-State travel, it is not reasonable to
adopt population as a measure of the passenger travel within a
State: nor can population be taken as an'indicator of relative traffic
intensity. It is also not possible to assess the railway pasenger traffic
‘relatable’ to a particular State as envisaged in the suggestion (iv)
in paragraph 7; nor would it be a fair basis for distributing the
grant. Further, it would not be correct to treat any road as a railway
Tor the purpose of distribution of this grant; nor would it be possible
to take into account likely changes in the railway route lengths in
working out the State shares. We have also carefully considered the
suggestion that this grant, along with the States’ shares of all taxes,
should be distributed on the uniform principle of relative need, and
we think that the principle suggested cannot provide a proper basis
for distribution of this grant, as it is being given specifically in lieu
of the tax on railway passenger fares leviable under Article 269, and
the needs of different States cannot be regarded as relevant for its
distribution.

9. As regards intensity of traffic on particular routes in different
zones and gauges, we have been informed by the Railway Beard that
the necessary statistics for detrmining such intensity of traffic are
not available. In view of this, it is not possible to take into account
the relative traffic intensity of particular routes. The principles
enunciated by the Second Finance Commission do make reasonable
allowances for variations in the intensity of traffic.

10. We therefore recommend that no change be made in the
existing principles for distribution of the grant.

11. We have worKed out the percentage share of different States
in the manner indicated in paragraph 6 on the basis of statistics
af railway route lengths and actual passenger earnings from non-
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suburban traffic for the three yzars ending 1966-687 (vide Appendix
IT). They are as follows :-—

State Percentage share
Andhra Pradesh 8-56
Assam 2-88
Bihar ' 10-46
Gujarat 6:91
Haryana 2-46
Jammu and Kashmir 0-01
Kerala 1-78
Madhya Uradesh g-92
Madras b 54
Maharasht. : 9-12
Mysore 3-83
Nagaland ' 0-01
Orissa 2-36 B
Punjab 4-76 Vi pe
Rajasthan 6-43 - .
Uttar Pradesh 19-06 VAL
West Bengal 5-51

Total 10000 Y Q6

We recommend that the grant to be made available to the States
in lieu of the repealed tax on railway passenger fares be distributed
in accordance with these percentages.

12, Practically all the States have represented to us, as they did
to the Fourth Finance Commission, that the system of a fixed annual
grant has deprived them of a potentially elastic source of revenue
and they have urged that the quantum of the grant should be suitably
increased each year having regard to the growth in railway earnings
from passenger fares. Some States have suggested, as an alternative,
that the tax should be re-introduced. These suggestions go beyond
the scope of item (c¢) of our terms of reference, with which we are
dealing at present. We propose to consider them in our final Report
when dealing with item (h) of paragraph 4 of the President’s Order,
relating to the scope for raising revenue from taxes and duties men-
tioned in Article 269 of the Constitution.



CHAPTER 3
ESTATE DUTY

13. Paragraph 4(d) of the Order of the President requires us 1o
make recommendations as to the changes, if any, to be made in the
principles governing the distribution among the States, under Article
269 of the Constitution, of the net proceeds in any financial year of
estate duty in respect of property other than agricultural land.

14, Article 269 provides that the net proceeds of estate duty,
except i_n so far as they represent proceeds atiributable to Union
territories, are to be assigned to the States and distributed among

them in accordance with the principles formulated by Parliament
by law.

15. The existing scheme of distribution js as follows:—

{i) Out of the net proceeds of the duty in each financial year,
a sum equal to two per cent is retained by the Union as
proceeds attributable to Union territories;

(ii) The balance is apportioned between immovable property
and other property in the ratio of the gross value of all
such properties brought into assessment in that year;

(iii) The sum thus apportioned to immmovable property is dis-
tributed among the States in proportion to the gross value
of the immovable property located in each State; and

(iv) The sum apportioned to property other than immovable
property is distributed among the States in proportion to
their population.

16. Most of the States have suggested the continuance of the

present scheme of distribution. Suggestions made by some other
States are—

(i) Distribution of the entire net proceeds of estate duty, along
with the States’ shares of all other divisible taxes and
duties, solely on the basis of needs of each State;

(ii) Distribution of the entire net proceeds on the basis of
population; and .

(iii) Distribution of the entire net proeeeds on the basis of
collection,

17. The existing principles of disiribution were enunciated by the
Second Finance Commission, and they were fully endorsed by the
subsequent Commissions, with only a minor change in respect of the
portion attributable to Union territories. These Commissions were
of the view that the levy and collection of the taxes and duties spe-
cified in Article 269 of the Constitution had been placed under the
Union Government so as to ensure uniformity of taxation and con-
venience of collection. They considered that although that Article

236



237

did not rule out any principle of distribution, the principles to be
laid down should be such as to secure for cach State, as nearly as
possible, the amounts which it would have itself collected if it had
1ne power to levy and coliect such tax or duty. The basis of loca-
tion of the property subject to estate duty was considered by them
to be the most appropriate principle or distribution. Hewever, as
this basis of location could not be appiied to movable property, they
felt it necessary to have some general principle of distribution for
the part of proceeds of the duty reiating 10 such property; and [or
this purpose they adopted the basis of population.

18. We have carefully considered the various suggestions made
by the State Governments. We are of opinion that the view taken
by the earlier Commissions is reasonable and sound. The proceeds
of taxes and duties specified in Article 269 are wholly assigned to the
States in which they are levied, unlike the proceeds of ircome-tax
and excise duties which are divisible between the Centre and the
States under Articles 270 and 272. It would not, therefore, be appro-
priate to treat the taxes under Article 269 as part of a common pool
of resources to be distributed on a uniform principle, such as relative
needs of States. We also think that the factor of location of immov-
able property cannot be disregarded in distributing the part of the
duty relating to such property. Nor can the collection of duty in a
State be taken as a general basis to indicate what the State would
have realised on such property as it could have taxed if it had the
power to do so.

19. We also considered a suggestion that the pro rata share of
immovable property in the estate duty assessed under each esiate,
should be initially apportioned to the States where such property is
located. This vould take into account the large variations 1n rates
of duty assessed on estates of different sizes, distributed unevenly
among the States. We do not, however, think it correct to accept
this procedure, as the net proceeds of the duty in any year are not
strictly relatable to the particular properties which may be brought
into assessment in that year, the amount of duly assessed being pay-
able in instalments over a number of years. The Central Board of
Direct Taxes have also pointed out certain practical difficulties in the
acceptance of this suggestion.

20. In view of the foregoing considerations, we have come to the
conclusion that no change is called for in the existing principles gov-
erning the distributign of the duty among the States.

21. The principles of distribution to be forimulated under clause
(2) of Article 269 relate to the distribution of the net proceeds re-
maining after excluding proceeds attributable to the Union territories.
The determination of the proceeds attributable to the Union terri-
tories is thus a necessary step preceding the application of the
principles of distribution formulated for the purpose of distribution
among the States. The Fourth Finance Commission had recommend-
ed that a sum equal to two per cent. of the net proceeds be retained
by the Union as attributable to the Union terrvitories. Taking into
account the population of the Union territories as now constituted
following the changes under the Punjab Reorganisation Act, 1966,
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and the gross values of immovable property located therein and
brought into assessment in the five years ending with 1966-67, we
consider that a sum equal to three per cent. of the net proceeds
should be determined as the proceeds attributable to the Union
territories.

22. Accordingly, we recommend that—

(1) Out of the net proceeds of the estate duty in each financial
year, a sum equal to three per cent. thereof Le retained by
the Union as being the proceeds attributable to Union
territories; and '

(2} The balance of net proceeds be distributed among the
States in accordance with the following principles:—

(a) Such balance be first apportioned between immovable
property and other property in the ratio ¢f the gross
value of all such properties brought into assessment in
that year;

(b) The sum thus apportioned to immovable preperty be
distributed among the States in proportion to the gross
value of the immovable property located in each State
and brought into assessment in that year; and

(c) The sum apportioned to prperty other than immov-
able property be distribut.d among th- States in
proportion to the population of each State.

23. On the basis of figures of population accora.ng to the 1961
Census the percentage shares of the States for the purpose of Clause
{2)(c) of para 22 will be as under:--

States FPercentage
Andhra Pradesh 8-37
Assam 276

"~ Bihar 10-80
Gujarat : 4-80
Haryana 1-76
Jammu and Kashmir 0-53
Kerala 393
Madhya Pradesh " 763
Madras 7-83
Maharashtra 9-20
Mysore 548
Nagaland 0-09
Orissg 4-08
Punjab 2-59
Rajasthan ‘ 4-63
Uttar Pradesh 17-15
‘West Bengal 8-12

ToraL 10000



CHAPTER ¢
UNAUTHORISED OVERDRAFTS

24. Paragraph 4(j) of the Order of the President requires us to
make recommendations regarding the problem of unauthorised over-
drafts of certain States with the Reserve Bank of India and the pro-

cedure to be observed for avoiding such overdrafts.

Nature and magnitude of the problem

25. We shall first set out the present arrangements between the
State Governments and the Reserve Bank of India and indicate how
unauthorised overdrafts arise. All the States except Jammu and
Kashmir have entered into agreements with the Bank under Section
91-A of the Reserve Bank of India Act to enable it to handle their
monetary transactions. Section 17(5) of the Act provides that the
Reserve Bank may make advances to State Governments repayable
in each case not later than three months froin the date of the advance.
The limits of such advances are specified in the letters exchanged in
pursuance of the agreements. Upto 1953, the limits laig down were
equal to the minimum cash balances that the State Governments
were required to maintain with the Reserve Bank, and since then
they have been fixed as a multiple of such balances. Besides the
normal ways and means advances for which no coever is necessary,
the Reserve Bank gives special advances io the State Governments
against Central Government securities. Table 1 gives the position
regarding the limits as obtaining since the 1st March, 1967, under
which the States can obtain normal ways ~nd means advances upto
Rs. 1875 crores in all and special advances of a further amount of
Rs. 37-5 crores. The Reserve Bank also sanctioned additional ad hoc
limits for secured advances. Such limits as on the 10th August, 1968
stood at Rs. 12-7 eroves. “Unauthorised overdrafts™ arise either be-
cause the limits agreed to between the States and the Reserve Bank
are exceeded or because the overdrafts are not repaid within the
period of three months.

26. The monetary transactions of State Governments go on
simultaneously at over 2,000 treasuries, sub-treasuries and banks.
Owing to this large number of places it is not possible for the Bank
to ensure beforehand that payments on hehalf of a State Government
do not exceed the balance held bw it by more than the limit speci-
fically agreed to. The Government transactions occuring at all such
places are allowed to proceed without anv reference to the actual
position of a State Government’s cash balance, the accounts of which
are maintained onlv at the Central Accounts Section of the Reserve
Bank. The agencv Banks transfer the net amount of debit or credit
to the State’s cash balance account overy day. The non-Banking
treasuries have separate balances belonging to the State Governments
outside the cash halances maintained with the Reserve Bank. Such
treasuries are permitted to draw on currency chests kept with them
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by the Reserve Bank as a resource for making paymenis whenever
the State’s own balance at the treasury gets depleted, as well as to
deposit surplus receipts in the currency chests from time to ume.
The net transfers of funds to or from the currency chests are taken
to the credit or debit of the cash balances of the States. When on
the compilation of accounts each day it is found that the debit against
a State Government exceeds the limit of the ways and means
advance, an unauthorised overdraft results. This happens unobstru-
sively and the Reserve Bank comes to know oi it only after the event.

/At that point the agreement entered into by the State Government
under the Reserve Bank of India Act is contravened. Further, in
view of the fact that all the State Governments are indebted to the
Centre, there is also a contravention of Article 293(3)_of the Consti-
tution, which provides that a State Government may not, except with
the consent of the Government of India, raise zny loan if there is
outstanding any part of a loan to the State by the Government of
India or a loan guaranteed by it./ When the fact of an unauthorised
overdraft comes to the knowledge of the Reserve Bank, it issues a
notice to the State to make arrangements to clear the overdraft with-
in three weeks with a warning that in case of default the Bank will
consider itself free to stop payments without any further notice.
Some State Governments have taken these notices seriously and have
complied with their requirements, mostly with the help of the Cen-
tral Government. Others have just ignored them. Where the over-
draft is not cleared, it is open to the Reserve Bank to refuse to
honour any further cheques of the State Government. It is, perhaps,
incumbent on it to do so, as a body constituted for securing mone-
tary stability. The Reserve Bank has, however, desisted from this
course in the past, in view of the extremely adverse effect that such
action may have on the credit and financial stability of the State
Government with all its serious implications including the possible
emergence of a situation envisaged in Article 360 of the Constitution.
To avert such a crisis, the Central Government has been giving ad
hoc loans or other form of assistance to the State Governments to
enable them to clear their unauthorised overdrafts before the end of
the year/,

27. The prevalance and magniture of these overdrafts have be-
come serious in recent years. Uptp about 1950, the State Govern-
ments were able to manage their financial transactions within the
specified limits of their ways and means advances. The first over-
draft of an appreciable size arose in that year. In April, 1953, in
order to meet the increasing requirements of the States, the Reserve
Bank increased the limits of ways and means advances for all the
States from Rs. 1-85 crores to Rs. 7-88 crores in all. Special ways and
means advances of Rs. 2 crores for each State were also permitted
against Government of India securities. In spite of these increased
limits, the Government of India had to provide during the Second
Plan period ad hoc loan assistance aggregating to Rs. 128 crores to
seven State Governments to clear their unauthorised overdrafts.
Eleven States had to be given such assistance amounting to Rs. 286
crores during the Third Plan period. The problem has become even
more serjous since the end of the Third Plan period. During 1966-67,
the Central Government had to sanction ad hoc loans amounting
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to Rs. 149 crores. Although there was a further upward revision in
the hml_ts of ways and means advances in March, 1967, ad hoc loans
amounting to Rs. 128 crores had to be given during 1967-68 (vide

Table 2).

28. Of the seventeen States, six or seven Stales have been having
persistent unauthorised overdrafts. As ranked by the per capita
Incomes of their inhabitants, such States were not those with the

lowest ranks. Some of the less prosperous States did not get 1nto
gnauthorlsed overdrafts while some relatively better-off States had
one so. -

Consequences

“29. The persistence and large size of unauthcerised overdrafts are
a matter of very serious concern. Apart from the contravention of
Article 293 (3) of the Constitution and the agreements entered into
under Section 21-A of the Reserve Bank of India Act, the occurrence
of such overdrafts and their practically automatic clearance by ‘the
Centre through ad hoc loans have grave effects on the national eco-
nomy. In all federations, it is the sole responsibility of the Central
Government to take decisions regarding the need for and the extent
of deficit financing in the context of overall economic considerations.
No country with a unified currency system can afford to have more
than one independent authority taking measures which result in in-
crease of money supply. Unauthorised overdrafts violate this funda-
mental principle of sound monetary management. The benefits of
this violation go to a few States which draw on the national resources
at their own will without any scrutiny of their needs at the national
level, while the burdens are borne by all, including the States which
ara less prosperous. There is a serious danger that the example of
having recourse to such unauthorised overdrafis by certain States,
followed by their almost routine clearance by the Centre, may prove
infectious. The States which have avoided such overdrafts by pru-
dent fiscal management are very critical of this practice. /They
strongly represented to us that this extremely urdesirable state of

affairs should be immediately ended.

30. In our discussions with the State Governments we found that
all of them, including those which had got into unauthorised over-
drafts, were agreed that such overdrafts are untenable in principle
and undesirable in practice and that there is an urgent need of stop-
ping them. There is thus general unanimity that the practice of
unauthorised overdrafts is harmful and undesirable, and that effec-
tive measures should be taken to put an end to it in the interest of
national economy. The Commission agrees with this view.

States’ difficulties

31. We shall now examine the reasons given by the States for
the emergence of unauthorised overdrafts. The State Governments
which have had persistent overdrafts have evplained to us that they
have been forced to have recourse to them due to various difficulties
which they have to face. The State Governments have to strive to
meet the ever growing needs of the people in a welfare State, parti-
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cularly for social and economic development, and many of them have
special problems and difficult situations to deal with. The steep rise
in prices in the last few yvears has also added considerably to their
financial difficulties. If the problem is to be tackled at its source,
these difficulties must be considered in their proper context and, to
the extent they are genuine, removed.

32. We may classify the difficulties explained by the States into
two groups according to their nature: :

(a) Temporary difficulties arising from the uneven flow of
receipts or expenditure and the inadequacy of limits of
ways and means advances with which they could be met;
and

(b) Relatively more chronic imbalances between their re-
sources and functions, inadequate devolution and the
absence of suitable mechanism to deal with unforeseen
difficulties.

The first group can only explain temporary unauthorised over-
drafts which should get cleared as soon as progressive receipts reach
up to progressive expenditure. The second group of difficulties can
lead to persistent unauthorised overdrafts. It is the latter which we
shall consider first.

Imhalance heiween resources and functions

33. The States have complained of the great disparity between
their resources and functions under the Constitution. The distribu-
tion of resources and functions between Central and State Govern-
ments varies from one federal Constitution to another. Recent tech-
nical and economic developments leading to integration of the
national economy have, however, resulted in an effective centralisa-
tion of a number of more productive taxes. A growing degree of
imbalance between the revenues of State Governments and the
expenditure needed for the efficient discharge of their funetions has,
therefore, proved to be inescapable in most federations. The Indian
Constitution, drawing upon the experienice of the working of other
federations and recognising the need of the times, has given the
Central Government the exclusive power to levy and collect some
important direct taxes. On the other hand, it has left a considerable
field of direct taxation, such as land revenue, taxes on agricultural
income and duties in respect of succession to agricultural land, entire-
ly to the States. The power to levy taxes on commeodities, excluding
customs duties, is divided between the Centre and the States. Be-
sides, the Constitution has assigned to the States the entire proceeds
of some taxes levied and collected by the Central Government under
Article 269 and a share in the proceeds of income tax under Article
270. The proceeds of Union Excise duties may also be shared under
Article 272. Article 275 provides for grants-in-aid of the revenues of
States which may be in need of assistance. The shares of these taxes
and the amount of grants are decided on the recommendations of
the Finance Commissions which are appointed at least every fifth
year. The recommendations of the Finance Commissions have been
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making provision for the requirements of States for ncn-Plan revenue
expenditure. Revenue grants as well as loan assistance for the Plan
are disbursed by the Central Government on the recommendation of
ihe Planning Commission. The Central Government generally
accepts the recommendations of these Commissions and large and
increasing amounts are being transferred to the States accordingiy.
The State Governments have a full opportunity to state their cases
and explain their requirements to the two Commissions. In the
nature of things it cannot be expected that the States will be fully
satisfied with the decisions. However, once the decisions are taken,
it is the duty of the States to manage their affaire within the re-
sources available to them including the devolution and assistance
from the Centre. They must regard it as a matter of necessary fiscal
discipline to balance their budgets, and to take in their stride the
normal vicissitudes in their financial position.

Difficulties due to changed circumstances

34. Many states have drawn our atfention to the fact that while
the size of State Plans and Central Plan assistance are reviewed ang
revised from year to year, the recommendations of Finance Cornmis-
sions remain in force for Jonger periods without anyv  such revicw.
If due to changed circurnstances, such as increase in prices requiring
provigion for dearness allowance to their employees, the States have
to incur substantially larger non-Plan expenditure there is no machi-
nery at present for providing increased devolution of rescurces to
them. They have represented to us that it is necessary to have some
reviewing agency like a permanent Finance Commission which could
look into their difficulties on such occasions and recommend suitable
additional assistance. We have given very careful thought to the
dermand of the States for such a mechanism. We are, however, of
opinion that it would not be wvery useful to set up any standing
arrangements for this purpose. We think that the case for a perma-
nent Finance Commission has to be judged on grounds much wider
than the occasional need for providing additional non-Plan assist-
ance to States during the period covered by the existing devolution
arrangements. Having regard to the nature of its functions it would
be inappropriate to require a Finance Commission to look only into
the requirements arising from some isclated causes affecting the
States’ revenue or expenditure, or to lcok into the financial needs
of a few States only. In considering any modification of the scheme
of devolution of resources from the Centre to the Stales or their dis-
tribution among the States, the Finance Commission would have to
take into account the overall needs and resources of the Central and
State Governments in the changed circumstances, including the
commifments already made on the basis of the existing scheme of
devolulion. Such g review would not be practicable for the purpose
of dealing only with the additional needs of States due to particular

reasons.

35. When a State Government finds itself unable to balance s
budget. having regard to its existing resources including the proceeds
of additional taxation undertaken after the last Plan period, its diffi-
culties may be either due to circumstances beyond its control, such
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as natural calamities, or due to other new developments necessitating
substantial additional expenditure. We note that the Central Gov-
ernment already has a scheme for assistance to States in case of
natural calamities under which, after obtaining the report of a team
of Central officers, it provides assistance by way of grants and loans
as well as necessary ways and means advances to cover the entire
approved expenditure required to meet such calamities. We consi-
der that in all cases where a State Government experiences diffi-
culties due to unforeseen developments, it should make serious efforts
to raise further resources or to reduce its expenditure as far as possi-
ble instead of incurring unauthorised overdrafts. If, in spite of all
possible measures, the State finds itself unable to meet the additional
expenditure which is immediately necessary, it may apply to the
Centre for temporary assistance to tide over the difficulty by a short-
term loan on suitable terms. We recommend that in such cases the
Central Government should provide necessary assistance fo the State
after satisfying itself regarding the need of the State, the efforts made
by it to adjust its resources and expenditure and the steps it is pre-
pared to take to provide for repayment of the loan,

36. After the immediate requirements have been provided for in
this manner, the State should be able to devise suitable measures for
balancing its budget in the succeeding year. The Planning Commis-
sion which annually reviews the estimated non-Plan receipts and
expenditure of the States, should take into account the adverse effect
of the new developments, and if necessarey, modify the size of the
annual Plan of the State concerned. This may result in some States
having to curtail their annual Plans, but we think that proper fiscal
discipline requires that they should make such hecessary adjustments
in their Plan programmes until the whole question of devolution is
reviewed by the next Finance Commission.

Plan finance

37. Some State Governments have represented to us that they
have been led to overestimate their resources and underestimate
their non-Plan expenditure in their eagerness to have larger Plans
and to secure greater Plan assistance which has been allocated on a
basis of matching resources. We consider that both resources and
expenditure should be estimated in a realistic manner. At the same
time we recognise that to some extent the States have to be prevailed
upon to maximise their resources and to economise on non-essential
expenditure. We understand that the Planning Commission is engag-
ed in revising the principles for distribution of Plan assistance in
future, and that it is likely to give less importance to the basis of
matching resources. We consider it fundamental that there should
be no deficit financing at the State level, and that the size of the State
Plans should be regulated strictly within the States’ own resources
and such Central assistance as may be available, For this purpose,
ways and means advances should not be considered as a resource,

Repayment of Central loans

38. Besides the requifements of unforeseen circumstances which
have led to difficulties in the States’ revenue budgets, the volume of
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repayment of loans has in receni years resuited in a considerable
stra:n on the capital side. In thig respect there is a serious lacuna
in ihe present arrangements for fiscal assistance to States to which
we would like to draw the attemuion of the Central Government.
Tne repayiments of toans by States have been growing very steeply
(v:Ge ‘Lable 3) while non-Flan capital receipts have not shown any
suca growth. It has not been possiple for us to consider tlie various
itemns of capital receipts and expenditure individuaily, but takfen
together they have resulted in substantial non-Plan capital deficits
(vide Table 1) which have been largely responsible for unauthorised
overdrafts in several States. At presemnt, there is no arrangement for
dealing with the problem of these capital deiicits. In order that
unauthorised overdrafts are avoided, we suggest that whenever such
deficit is anticipated. the State Government should carefully consi-
der how far its non-Plan capital expenditure can be reduced, and also
make efforts to increase its capital receipts including better recovery
of loans given by it. If in spite of such efforts, the capital budget for
the vear cannot be baanced, the State mav represent its case 1o the
Central Government which may, if satisfied that the State needs
relief in order to avoid unauthorised overdrafts, consider deferring
the repayment of Central loans falling due during the year to th2
necessary extent.

Deprivation of States’ share of taxes

39. Some of the State Governments have 1epresented to us that
the inadequacy of their resources has heen accentuated by the uni-
lateral actions taken by the Central Government which have depriv-
ed them of their legitimate shares out of vroceeds from advance
collection of income-tax, income-tax on companies and tax on railway
passenger fares. We may point cut that while the Constitution gives
the States a right to share in certain taxes when they are levied by
the Cenire, it is the responsibility of the Central Government! to
decide what taxes are to be levied as well as the manner in which
and the rates at which they should be levied. The machinery of
Finance Cormnmissions has been provided to ensure that the States
receive an cquitable share of the proceeds of divisible taxes and
duties after periodical review. A cause for complaint regarding
daprivation of the States’ dus share can therefore arise only if the
Central Government made a change adversely affecting the States
without providing for suitable compensation during the period be-
tween two Finance Commissions. Such has not been the nosition in
anv of the cases mentioned bv the States in this connection. What-
ever view might he taken as to the correctness of the procedure for
determining the net proceeds of income-tax. the fact is that the pre-
sent practice of excluding advance collecticn of income-tax from the
divisible pool pending finalisation of assessments has been in exis-
tence since a time prior to the appointment of the first Finane Com-
mission and even befcre the commencement of the Constitution. All
the Finance Commissions have framed their recommendations repard-
ing devolution of taxes and grants after having due regard to the
size of the divisible pool of income-tax estimated on the basis of the
existing procedure. The change in the Income-tax Act wherebv the
income-tax paid by companies was brought into the category of cor-

30—60 M. of Fin.
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This resulted in contraction of the

divisible pool immediately, but the Central Government gave the
States a compensatory grant to make good the loss. When this mat-
ter was dealt with by the Third Finance Commission, it pointed out
that there were other measures available for taking account of the
shrinkage in the divisible pool. On this and other congiderations it
increased the States’ share in the proceeds of income-tax to 66-2/3
per cent and also made other recommendations to increase the
volume of devolution, The Fourth Finance Commission also took
due note of the States’ representations in this regard and eventually
increased the States’ share of income-tax to 75 per cent. An ad hoc
grant was provided by the Centre in lieu of the repealed tax on rail-
way passenger fares. We do not therefore consider that the conten-
tion of som= States that these measures have led to unauthorised

overdrafts is justified.

poration taxes was made in 1959.

Delays in receiﬁt of devolution and Plan assistance

40. We now come to temporary difiiculties arising from fluctua-
tiong in the flow of receipts and expenditure. In this connection the
States have complained of delays in the receipt of their shares of tax
devolution, statutory grants and Plan assistance. We have gone into
this question in some detail. We find that the States’ shares of the
Union Excise and Additiong]l Excise Duties are paid to them in
monthly instalments and grants under Article 275 are disbursed
quarterly in advance. The States’ share of income-tax is paid quar-
terly—10 per cent in July, 20 per cent in October, 25 per cent in
January and the rest in March. It is seen that the income-tax collec-
tions follow the same pattern (vide Table 5), and obviously the Cen-
tral Government cannot be expected to pay the States’ share in
advance. Since, however, large portions of this share involving con-
siderable sums are at present being paid to the States in January and
March, we suggest that the Central Government may consider whe-
ther the releases could be made more frequently during the last two

quarters.

41 Under the existing arrangement for release ¢{ Plan assistance,
except for exnenditure on multi-burpose river projects where quar-
terly payments are made on the bssis of estimated expenditure,
monthly ways and means advances are made to Siate Governments
during the first ten months of the year on the basis of annual budget
estimates and the residual amount is released in March on the basis
of departmental figures of actuals for nine monthg and departmental
estimates of expenditure for the last quarter. The Plan assisiance
actually due for the year is finally adjusted on the basis of audited
figures which generally become available long after the close of the
year. This procedure, we understand, follows a recommendation of
the Central Public Accounts Committee. We think that the delay
in the final adjustment of Plan assistance should not normally result
in any ways and means difficulty. unless there have heen large in-
creagse in Plan expenditure actually incurred as compared with the
departmental actuals for nine months and estimated expenditure
for the last quarter. The disparity between the two could be subs.
tantially narrowed down, if the State Governments arrange for
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budgets and they should not embark upon any expenditure in ex-
cess of their available resources. Where, after the adoption of &
balanced budget, there are fresh developments likely to result in
lower receipts or higher expenditure, the responsibility for restor-
ing the budgetary balance must necessarily lie on the State Govern-
ment and It should take timely steps to mobilise sufficient addi-
tional resources or curtail its expenditure to the necessary extent.
Table 7 gives the overall budgetary position of the States for the
years 1965-66 to 1968-69, It shows that several States had substan-
tial deficits at the initial stage of budget estimates and in many
cases the deficits continued even at the time of revised estimates.
In some cases, though the budgets had been balanced initially, the
revised estimates showed considerable deficits. This practice of
unbalanced budgets has inevitably led to persistent overdrafis. We
therefore recommend thal every State should adopt the policy of
having overall balanced budgets both at the beginning of the year

and at the time of revised estimates.

50. Even when there is a balanced budget, it is necessary that a
careful watch is maintained on the flow of receipts and expenditure
throughout the year. We consider it an indispensable ingredient
of sound financial administration that every State should have an
etfective ways and means section in itg Finance Department. Such
sections already exist in several States, and we recommend that all
States should have them. They should evolve a system of prepar-
ing every month a forecast of the ways and means position for at
least three months ahead. On the basis of such forecasts, corrective:
imcasures should be taken where necessary and suitable directions
issued to controlling officers for restricting expenditure, so as to
ensure that the total disbursements do not exceed anticipated re-
sources during cach pericd. The States may also consider the intro-
duction of a system in the nature of “letters of credit” in the case
of major spending departments, such as Public Works, Irrigation,
Electricity, Forests, etc., which generally draw money by cheques
on the treasuries and banks. The monetary limit upto which each
disbursing officer can incur expenditure may be fixed periodically
and any withdrawal in excess of such limit should be refused by
the treasury or bank. We understand that a system on these lines
has been introduced in one State and has led to a definite improve-
ment in its overdrafts position. This system may be adopted by

other States with advantage,

51. With the adoption of balanced budgets and an effective system
of conirol over expenditure, the States should be able to aveid any
difficulties in their ways and means position. We have already dealt
with the question of unforeseen developments requiring heavy ex-
penditure or reduction of revenues, while considering the question
of imbalance between the States’ resources and functions. We con-
sider that if the suggestions we have made in that regard are pro-
perly followed, the States should be able to arrange for meeting the
egsential expenditure on such occasions. Where necessary. they
should represent their case to the Central Government in good time
for obtaining suitable assistance. We have no doubt that the Cen-
tral Government would give careful consideration to the difficulties
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experienced by the States due to unforeseen circurnstances and
would give them such assistance as is possible, instead of allowing
them to get into unauthorised overdrafts and having to clear them

later.

Procedure for dealing with unauthorised overdrafts

52. If the arrangements envisaged in the preceding paragraphs
are implemented and worked in their proper spirit, there should not
be any occasion for a State to run into an unauthorised overdrait.
If, however, any such overdraft still occurs, it could only be due
to lack of fiscal discipline on the part of the State. We consider that
it would not be proper for the Reserve Bank to treat its notice to
a State Government for clearing its overdraft as a routine measure.
1t should be the duty of the State Government to take all possible
steps for clearing the overdraft failing which the Reserve Bank

must proceed to stop payment of the State’s cheques,

53. In view of the serious consequences which would ensue from
the stoppage of payment of a State’s cheques, we are of opinion that
in such a situation it is the duty of the Central Government to help
the State to regain a position of budgetary balance and to achieve
fiscal discipline. To do so, it would be necessary for the Central
Government to assist the State to clear its overdraft. It must, how-
ever, be recognised that this would be possible only where the State
does not persistently follow policies resulting in financial difficulties
and that the Central Government cannot be expected to clear un-
authorised overdrafts of the State Government repeatedly. The
Central Government would therefore have to consider, wheneve:
an unauthorised ovedraft occurs, whether the situation resulting
from stoppage of cheques should be allowed to take place of whether
the State should be given necessary assistance to clear the overdraft,
For this purpose we suggest that the Reserve Bank, whenever it
issues a notice to the State Government, should also bring the matter
to the attention of the Central Government. The Central Govern-
ment should take up the matter with the State Government and
ascertain what steps it propeses to take to clear the overdraft. If
the State Government is not in a position to do so, it should urgently
approach the Central Government for special assistance. The Cen-
tral Government should, where it decides to assist the State, release
as a matter of urgency so much of the chare of devolution or Plan
assistance payable to the State during the remaining part cf the
vear as may he needed for covering the portion of the overdraft
which the State Government is not able to clear by itself. If the
amount due to the State during the year is not sufficient for this
purpose, the Central Government should provide further assistance
to the State by giving an ad hoc loan to be adjusted against ite
share of devolution or Plan cssistance falling due during the next

year,
54. The Cen‘ral Government should at the same time initiate

necessary consultations with the State Government with a view 10

finding out the causes responsible for its difficulties and the measures

necessary to ensure that a similar situation does not recur. The
Central Government should for this purpose depute a team of its
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officers, including a nominee of the Planning Comrmission, to visit
the State for assessing the situation and to make suitable recom-
mendations, after consulting the State Government, regarding the
measures necessary for removing the disparity between the State’s
resources and expenditure, and for ensuring an effective system of
control over expenditure. The team may also examine whether
any further temporary loan assistance would be required by the
State for tiding over its immediate difficulties. The Central Gov-
ernment should, after considering the recommendations of the team
~of officers, call upon the State to adopt such measures as the Cen-
“tral Government may deem necessary. In this connection it should
“be open to the Central Government to arrange for the association,
to ensure beforehand that payments on behalf of a State Government
in an advisory capacity, of an officer nominated by it with the Fin-
ance -Department of the State, to secure effective control over ex-
penditure so as to keep it within actual receipts. The State Gov-
ernment should comply with these requirements as they are par:
of the arrangements for getting special assistance from the Cenire.
We have carefully considered whether such requirements could be
regarded as an infringement of the State’s autonomy. We consider
that in view of the fact that such méasures would be required only
for the purpose of giving assistance. to the State for clearing its
unauthorised overdraft, they cannot be regarded as in any way
affecting the State’s autonomy. We discussed this point with the
‘State Governments and many of them expressed agreement with
this view. In fact, some of themn stated that such action would ke
nothing more than the fulfilment of the Centre’s responsibility.

55. If a State Government persists in incurring an unauthorised
overdraft, we are of opinion that it would not be proper that the
Central Government should clear it. The consequences of the
State’s failure to clear the overdraft will then have to be faced. 1t
a persistent overdraft occurs, or if it is not found possible to clear
an overdraft in accordance with the procedure that we have sug-
gested, the Central Government would have to take a view within
the period of notice given by the Reserve Bank whether the crisis
resulting from the stoppage of payments of the State’s cheques
should be allowed to develop or it would be expedient to forestall
it by the invocation of its constitutional powers. It is obvious that
such an important decision would be ‘taken by the Central Govern-
ment only after full consideration of all the facts and circumstances
of a particular situation. It would not be proper for us to make
any suggestion in this regard,

Summary of recommendations

56. We therefore recommend the follewing measures for avoiding
unauthorised overdrafts: B '

(1) The State Governments must accept the basic position
that the facility of ways and means advancas is meant only

for meeting temporary requirements and not for financing
general budgetary needs. , (Para. 44)

(2) The States should, as a matter of heéés’sary fiseal discipline,
~ balance their budgets and manage. their affairs within the
resources available to them. They should adopt the policy
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(4)

(5)

(6)

(1)

(8)
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of having overall balanced budgets both at the beginning

of the year and at a time of revised estimates.
(Parag 33 and 49)

There should be no deficit financing at the State level and
the size of the State Plans should be regulated strictly
within the States’ own resources and available Central
assistance. Ways and means advances should not be con-
sidered as a resource,

(Para 37)

While the present position regarding limits of ways and
means advances does not call for any immediate change,
periodical reviews of the limits should be made by the
Reserve Bank.

(Para 4b)

The State Governments which do not have sufficient Cen-
tral Government securities may, in special difficulties,
avail themselves of such further clean advances as the
Reserve Bank can allow subject to being satisfied about
repayment in time.

(Para 46)

The Central Government may consider more frequent re-
leases of the States’ share of income tax during the [ast
two quarters.

(Para 40)

To avoid ways and means difficulty due to delay in the
final adjustment of Plan assistance, the State Governmenis
should arrange for speedy reconciliation of departmental
actuals with the accounts maintained by the Accountants
General during the course of the year. Efforts should also
be made to expedite completion of audit.

{Para 41)

The Central Government may consider suitably modify-
ing the procedure for consolidation of loans to States so
that their repayment in instalments may correspond with
release of Ceniral funds to States and the usual time of
floatation of their market ioans,

{Para 43)

(9) Where a State Government experiences difficulties due to

unforeseen developments, it should make efforts to raise
further resources or to reduce expenditure, instead of in-
curring unauthorised overdrafts. If in spite of all pessible
measures it cannot meet the additional expenditure which
is immediately necessary, it may apply to the Central
Government for a short-term loan io tide over the diffi-
culty. The Central Government should in such cases pro-
vide the necessary assistance to the States,

(Para 35)
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(11)

(12)

(13)

(14)

(15)

(16)
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The Planning Commission should, in their annual Plan re-
view, take into account the adverse effect of the new deve-
lopments and if necessary modify the size of the annual
Plan of the State concerned.

: {Para 36)

Whenever a deficit on non-Plan capital account is anticipat-
ed, the State Government should c¢nnsider reducing its
non-Plan capital expenditure and make efforts to increase
its capital receipts including better recovery of loans. If
the capital budget cannot be balanced in spite of such
efforts, the Central Government may consider deferring
the repayment of Central loans falling due during the

year to the necessary extent.
{(Para 38)

Every State should have an effective ways and means sec-
tion in its Finance Depariment. Forecasts of the ways and
means position should be prepared, on the basis of which
necessary corrective measures should be taken.

(Para 50)

The States may consider the introduction of a system in the
nature of ‘letters of credit’ in the case of major spending
departments and a monetary limit of expenditure may be
fixed for each disbursing officer.

(Para 50)

The Reserve Bank should keep a continuous watch over
the ways and means position of each State and the ways
and means advances should not be allowed to continue be-
yvond three months automatically. The Bank should for-
mally renew an advance only where it is satisfied that its
continuance is not due to a long-term imbalance in the
State’s budgetary position. In other cases the Siate
should be called upon to repay the advance and in case of
default it should be dealt with as an unauthorised over-

draft.
{(Para 48)

Where an unauthorised overdraft takes place, the Reserve
Bank should issue a notice to the State Government as
at present, and at the same time inform the Government
of India. It should be the duty of the State Government
to take immediate steps for clearing the overdraft within
the notice period, failing which the Reserve Bank must

proceed to stop payments.
(Paras 52 and 53)

In view of the serious consequences which would ensue
from stoppage of payments, the Government of India
should help the State to regain a position of budgetary
balance and to achieve fiscal discipline. To do so it should
assist the State to clear the overdraft. It must be clearly
recognised that this would be possible only where the State
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(18)

(19)

(20)
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does not persistently follow policies resulting in financiak
difficulties and that the Central (iovernment cannot clear
unauthorised overdrafts repeatedly.

(Para 53)F

For this purpose the Government of India should, as soon
as it is informed by the Reserve Bank about issue of notice
to the State, ascertain from the State what steps it pro-
poses to take to clear the overdraft. 1f the State Govern-
ment is not in a position to clear the overdraft it should
urgently approach the Central Government for special
assistance. The Central Government should, where it de-
cides to assist the State, release in advance the State’s
share of devolution or Plan assistance payable during the
year, When the amount due to the State during the year
is not sufficient for the purpose, further assistance should be
given as an ad hoc loan to be adjusted against the devolu-
tion or Plan assistance falling due during the next year.

(Para 53¥

The Central Government should also have consultations:
with the State Government to ascertain the causes of its
difficulties and to ensure that the situation does not recur.
It should depute a team of its officers, including a nominee
of the Planning Commission, to visit the State for assess-
ing the situation and recornmending remedial action, and’
also considering whether any further temporary loan assis-
tance is necessary for tiding over the immediate difficulties
of the State. !

(Para 54y

The Central Government should call upon the State to
adopt such measures as it may deem necessary. For the
purpose of securing effective control over expenditure so
as to keep it within actual receipts, it should be open to
the Central Government to nominate an officer to be asso-
ciated with the Finance Department of the State. The
State Government should complv with these require-
ments.

{Para 54)

If a State Government persists irr inctirring an unautho-
rised overdraft it would not be proper that the Central
Government should clear it and the consequences of failure
to clear it will have to be faced. In such a case, or where
an overdraft cannot be cleared in accordance with the pro-
cedure we have suggested, the Central Government would
have to take a view whether the crisis resulting from stop-
page of Payments of the States’ cheques should be allowed
to develop or it would be expedient to forestall it by invok-
ing its Constitutional powers.

(Para 55)



CHAPTER 5
DEVOLUTIONS AND GRANTS FOR 19%6%-70.

57. The Commission has been asked in paragraph 6 of the Presi-
«dential Order to make an interim Report, in particular in respect of
the financial year 1969-70. In that connection, we obtained from the
State Governments forecasts of their revenue receipts and expen-
diture for that year. We requested them to furnish particulars of
their revenue receipts on the basis of the levels of taxation likely to
be reached at the end of 1968-69, exclusive of devolutions of taxes
and grants. On the expenditure side, we requested them to furnish
details - of their expenditure on revenue account including the
maintenance of Plan schemes completed by the end of 1968-69, but
exclusive of the requirements of the Fourth Five-Year Plan.

58. After a preliminary scrutiny of the forecasts furnished by the
‘State Governments, we had discussions with their representatives on
various dates from the 17th June to the 23rd August, 1968. These
«discussions revealed the necessity for obtaining additional informa-
tion on a number of points, which the representatives of the State
‘Governments were asked to furnish. We have not yet received
complete information on these points from all the States.

39. In respect of devolutions of taxes and duties, we decided that
for the purpose of the interim Report we would take up, for making
final recommendations, only the distribution of the net proceeds of
-estate duty and the grant in lieu of the repealed tax on railway
passenger fares. Our discussions with the States in regard to distri-
bution of taxes and duties were confined to these two matters, Our
recommendations on them are given in Chapters 2 and 3 of this
Report and they cover the period from 1969-70 to 1973-74.

60. In their forecasts for the year 1969-70 the States have shown
that on the basis of their own revenue receipts, they would have
revenue deficits aggregating to Rs. 1,283-69 crores. If the transfer of
funds to the States by way of devolutions of taxes and duties and
grants under Article 275(1) of the Constitution are continued during
1569-70 on the existing basis, the States would still have uncovered
deficits of about Rs. 650 crores, and every State would continue to
‘have a deficit. Obviously, it is not possible to0 make additional trans-
fers of funds of this magnitude to the States. It is, therefore, neces-
sary to examine the forecasts furnished by the State Governments
very carefully in order to assess their reasonable requirements,

61. The States’ forecasts vary considerably in the methods and
patterns adopted in regard to matters like reduction or avoidance of
debt, earmarking of funds for special purposes, treatment of items
like trading profits or losses, and classification between non-Plan and
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f ]an"EXPenleUre'and between revenue and capital accounts, These:
orecasts, theretore, require to he suitably adjusted so as to put them.
On & comparable wasis. Qur terms of reference aiso require us to
have regard to the scope for better fiscal management and for eco- |
nomy consistent with efficiency in State pxpenditure. Several States
represented {o us that it would be highly inequitanle 10 disallow
items of {resh expenditure, only on the ground that the relevant deci-
sions were not made before a particular date, Some States have
urged that their tax efforts and measures adopted for effecting eco-
nomy should be given due consideration by the Commission in fram-
ing its recommendations. Some of them have represented that they
should not bz made %o suffer in comparison with other States which
have shown larger deficits due 1o adoption of puiicies resulting in
reduction of their revenues or large increases in their non-FPlan px-
penditure. They have, therefore, urged that some suitable norms
should ke evolved regarding tax effort, administrative expenditure,
levels of services and the economic working of commercial under-
takings., Some Slates have, on the other hand, suggested that the
Commission should take into account the actual levels of taxation in
1968-69 and should give due consideration to all their commitments.
of expenditure as well as their requirements for fresh expenditure,
in determining their need for assistance. These questions rzquire
careful consideration before a proper assessment of the needs of the

States can be sttempted.

52. The Fourth Finanece Commission had, in their ussessment of
revenue ewpenditure, included provision for amortisation of market
ioans to the extent to which various States were actually making
such provision in their annual budgats. This resulted in varying
benefits to the States, az they were not making such provisions on a
uniform bas’s. We understand that a proposal to provide additional
assistance t¢ such States as were not making adequate provision to
amortise their market borrowings, is under the consideration of the
Government of India in order to place all the States on a uniform
hagis, From the material furnished to us it appears that th. sums
provided for amoertisation in the States’ budgets were in many cases
not being kept invested in a suitable form so as to be available for
meeting the repavment of the loans, but were being ufilised for other
exnenditure. The Stats Governments have, in their forecasts for
1969-70. included larger provisions under amortisation of market bor-
rowings and loans from the Central Government than what they
have been making in their budgets hitherto. The question regard-
ing the basis on which amortisation of different types of 1nans shovld
be made and the extent to which it should be provided for in the
revenue budget, requires detailed examination.

63 Th~ Tourth Finance Commission h-d assessed the meeds of
tha States after disallowing losses from enterprises maraged depart-
mentally bv the State Governments and assuming full receipt of
interest on loans to autonomous corporations. Some State Govern-
ments represented to us that the costs of seneration and distrihution
of electricitv were so high that it was nnt practicable to moke the
working of their State Flectricitv Boards economic ¢n the ‘pasis‘of'
any reasonable tariffs. Further. they stated that rural electrification
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schemes could not be expected to be self-supporting for a number of
years and they had to be subsidized meanwhile. It was also stated
that in view of the low priority assigned to payment of interest on
loans from the State Government under the provisions of the Elec-
tricity (Supply) Act, 1948, substantial amounts of investment made
on power schemes could not bring actual receipts of interest to the
States for a long time. The State Governments, therefore, criticised
the assumptions made py the Fourth Finance Commuission in this re-
Bard as being unrealistic and unfair to them. Further, there is the
question of returns from irrigation projects and investments in other
commetcial enterprises, These matters have an important bearing
on the finances of the States, and have to be carefully considered,

64. Under the Presidential Order, we have been asked to have due
regard to the resources of the Central Government and demands
thereon on account of expenditure on civil administration, defence
and border security, debt servicing and other committed expenditure
and liabilities. For this purpose, we asked the Ministry of Finance
to send us the forecast of the Central Government’s receipts and ex-
penditure on revenue account for the year 1969-70. We find that the
estimated surplus on revenue account falls verv much short of the
total estimated deficits of the States on non-Plan revenue account.

65. In view of the overall inadequacy of the total revenue re-
sources in relation to the aggregate reauiremenis of expenditure of
the States as well as the Centre, as estimated by them, the guestion
of determining the size of total transfer of funds from the Centre to
the States as well as the assessment of the needs of the States on
a reasonable and equitable basis, become matters of great importance,
We consider that it would not be proper to take any final view on
these matters on the basis of forecasts for the year 1263-70 only.
Any view taken on such matters for that year will inevitably have
far-reaching eflects on the assessments relating to subsequent years
regarding which we have to make recommendations.

66. We have not received the forecasts for the period of five years
from all the States or from the Centre. We have also not yet taken
up for detailed consideration the question of sharing of proceeds of
jncome-lax and Union excise duties between the Centre and the
States, or the principles of distribution of the States’ shares of these
taxes as well as procesds of additional excise duties. We can, there-
fore. for the present only make interim recommendations for meet-
ing.the immediatc requirements of the States for 1969-70 on a provi-
-sional hasis.

67. In anv interim recommendations to be made for the year
1969-70. pending the final assessment of the States’ requirements, 1t
would be necessarv to continue provisionally the devolutions of taxes
and duties as well as the grants under Article 275 on the existing
basis. The estimated amount of transfer of funds to the States on
this basis would exceed the amount included in their budget esti-
mates for 1968-69 by about Rs. 55 crores. We proceeded to examine
whether the immediate requirements of all the States would be met
thereby.



HY

68. We find that the Staies have to meet substantial additional
expenditure on account of certain factors which have arisen during
the last three years. The grants given by the Central Government
for Plan schemes completed during the years 1966-67 to 1968-69 wiil
cease with effect from the 1st April, 1969. But large amounts will
have to be provided by the States as ‘committed’ expenditure for the
continuance of such schemes as well as the maintenance of capital
works completed under the Plan during these three years. Further,
the increases in dearncss allowance which the States have had to
give {o their employees during this period have placed substantial
burdens on their revenue budgets. The interest charges have also
increased more than anticipated.

689. We considered carefully the basis on which we could proceed
to determine the immediate requirements of the States for the year
1968-76. The basis that we decided to adopt was the assessment of
the States’ requirements for cash expenditure on revenue account.
The only exception made in this regard was to allow for provision
for expenditure relating to natural calamities, to the same extent as
was ailowed by the Fourth Finance Commission. We then made a
preliminary examination of the States’ forecasts for 1969-70 and com-
pared thom with the budget estimates for 1968-69. For this purpose,
tha Frecasts for 1969-70 as well as the budget estimates for 1968-69
w - first adjusted by excluding certain non-comparable items, After
muking these adjustmenis we found that the remaining non-Plan
revenue expenditure provided for in the States’ forecasts exceeded
the corresponding expenditure in the budget estimates for 1968-69 by
about 14 per cent for all the States taken together. On the other
hand, in repgard to the revenue receipts, after adjustment on a com-
parable basis, the States’ forecasts for 1969-70 were lower than the
corresponding receipts shown in their budget estimates for 1968-69 by
about 3 per cent. In view of this position, we considered that the
budget estimates for 1968-69 with suitable adjustments would pro-
vide a more appropriate basis for making our assessment of the
States’ cash requirements on revenue acceunt during 1869-70.

70. The States’ budget estimates for 1868-69 required suitable
adjustments before they could be adeopted as the nasis fer projection
for the purpose of arriving at the assessed estimates for 1969-70. On
the cxpenditure side, we decided to make an addition to the budget
estimates of an amount of 5 per cent of the provision for expendtture
of a standing nature. The remaining provisicns which were not of a
slanding nature were dealt with separately. For this purpose the
provisions for Plan schermes were deducted and the estimates were
reduced  to cash basis by excluding the provisions
for amortisation of debt assumecd by :ne Stzie Governmgents. The
estimated cxpenditure on natural ca'amities was also reduced to the
level assumed by the Fourth Finance Commissien. In the case of
c-riain items where provision had been made in the budget estimates
for 1968-69 and where the expenditure has been or is likely to be
diseontinued during the eurrent year, such orovision was excluded.
Buitab!s provisions were added in respect of committed expenditure,
additicnal liability for inlerest on public debt including the interest
on likely fresh public borrowings during 1969-70, and increases in
dearness allowance over the levels peovided for in the budget
estimates for 1968-69. ‘
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71. In regard to the committed expenditure, the forecasts given
by the States were adopted as the basis. But where the State’s fore-
casi of such expenditure in 1969-70 worked out tc a higher percent-
age of the revenue Plan outlay for 1968-69 than the percentage of
the committed expenditure in 1966-67 to the revenue Plan outlay in
1965-66, the provision was limited to the latter percentage after in-
creasing it by 20 per cent thereof. This increase was provided to
cover any variations in the pattern of completed Plan schemes. The
States’ forecasts in respect of interest on loans advanced by the
Central Government were adjusted to correspond to the estimates
furnished by the Central Government. In regard to interest on other
loans, we adopted the estimates in the States’ forecasts.

72. On the receipts side, the States’ budget estimates for 1968-69
were first adjusted by deducting the estimates of the States’ shares
of taxes and duties, grant in lieu of the tax on railway passenger
fares, grants under Article 275 and Plan grants. In the case of States
which had proposed taxation measures during 1968-69 but had not
included the estimated receipts in the budget estimates, we added the
estimated annual yield from such measures on the basis of the latest
information furnished by the States, We also added 5 per cent of the
receipts from the States’ own resources for the purpose of projecting
the estimates to the year 1969-70. The projected estimates of the
States’ own resources fogether with non-Plan grants at the same
level as in 1968-69 were taken as the assessed revenue receipts for
1969-70.

73. While making our provisional assessment of the revenue
receipts as well as expenditure for 1969-70, we have projected the
estimated figures for 1968-69 by adding 5 per cent in each case after
excluding certain non-comparable items. We wish to make it clear
that this rate has been adopted only as a reasonable working basis
for making the provisional projection for 1969-70 and it does not re-
present our final view regarding the rates of growth which may be
appropriate for different categories of receipts or expenditure.

74. In their forecasts for 1969-70, the States have included provi-
sions for incurring fresh expenditure on several items like increase
in pay and allowances of their employees due to general schemes of
pay revision, strengthening their administrative machinery includ-
ing the Police, improvement of educational and medical facilities
and better maintenance of roads, buildings and other public works,
We apprechate that many of these requirements for increased ex-
penditure are prima focie reasonable, and all the States may not be
able to provide for them from their existing resources. However, the
nature of these requirements and their magnitude show considerable
variations as between different States and they have to be examined -
from the view-point of existing levels of expenditure in different
States, for which further discussions with the States are necessary.
They have further to be considered in the perspective of the require-
ments of the whole period of five years, having regard to the limited
overall resources available on the present basis and the scope for
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additional efforts by the States themselves o increase their resour-
ces. We have not, therefore, at this stage taken into account any
proposals for fresh expenditure, except adduional requirements for
dearness allowance and interest on market loans to be raised in
1969-70.

75. On this basis we find that after taking into account the States
own resources as well as the estimated transter of funds to them in
accordance with our recommendations in Chapters 2 and 3, and the
continuance of devolutions of taxes and duties and the grants undgr
Article 275 on the existing basis, some of the States will still be in
need of further assistance in the year 1969-70. In making our recom-
mendations regarding the sums to be provided as grants-in-aid of
the revenues of the States under Article 275(1), we have tsken into
consideration the needs of such States for further assistance.

76. Accordingly, we make the following recommendations in res-
pect of the financial year 1969-70: —

{a) The percentage of the net proceeds of income-tax assign-
ed to the States as prescribed at present be continued in
that year and be distributed among the States in the same
manner as at present;

(b) The sums payable to the States in respect of their shares
of the net proceeds of Union duties of excise Le deter-
mined in the same manner as at present and be distribut-
ed among the States in accordance with the existing law;

{c) The net proceeds of additicnal excise duties leviable under

the Additional Duties of Excise (Goods of Special Import-

ance) Act, 1957, on the following commodities be distri-
buted among the States in accordance with the existing
law:—

(i) cotton fabrics

(i) silkk fabrics

(iii) woollen fabrics

(iv) rayon or artificial silk fabrics

(v) sugar, and

(vi) tobacco including manufactured tobacco.

(d) The sums specified below be paid in that year as grants-
in-aid of the revenues of the following States under Arti-
cle 275(1) of the Constitution: —

Sum to bé ﬁid .

State . as grant-in-aid
(Rs. crores)
Andhra Pradesh o T;-if;i_."'-::'lm T
Assam _ 19-90
Bihar : 3-42
" Jammu & Kashmir 12-02
2 Kerala ‘ 20-82

" 3160 M. of Fin.



Sum to be puid

State as grant-in-aid

(Rs. crores)
Madhya FPradesh 9-36
Madras : 6-84 -
Mysore 20-82
Nagaland 10-88
Orissa 29-18
Rajasthan 9-67
" Uttar Pradesh 9-85

West Bengal 7-24 ‘

TOTAL 176-81 _~

and {e) The amounts payable to the States in accordance with
the recommendations contained in clauses (a) to (d) of
this paragraph be treated as provisional and subject to re-
adjustment on the basis of such recommendations as may
be made in our final Report.

77. The position regarding the estimated amounts of transfer of
funds to the States by way of their share of taxes and duties and
grants under Article 275 (1) in the year 1969-70 in accordance with
the recommendations made in this Report, as compared with the
amounts of such transfers in 1968-69 based on the State Govern-
ments’ budget estimates, is shown in Appendix IV. :

Mawuavir Tyacr,
Chairman.

P. C. BHATTACHARYYA,
Member.

M. SESHACHELAPATI,
Member.

D. T. LAKDAWALA,
Member.

V. L. GIDWANI,

Member-Secretary.
New DErHI, )
October 31, 1968.
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PE DIX I
(Tables referred to in Chapter 4)
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TRANSFER Or FUNDS T T}

APPl DIX 1V

(See paragraph 77)

~ TATES BY W

OF SHARE OF ]
JRANTS UNDER ARTICLE 275

1968-69

ES D Dumies o

(Rs. in Crores)

—_—

1969-70
Is\f States o
> Tacs  omge o Sheol Gmus  Tog
and Article and Article
duties* 275 duties* 275
W @ 3 @ © © (7) ®)
I. Andhra Pradesh  33-62 13*51 4713 37:87 I6-81 54-68
2. Assam 12:68 16-52 zé-zo I4-29 19-90 3419
3. Bihar 4112 41-12 4532 3-42 48-74
4 Gujarat 24°39 24°39  27°31 2731
5. Haryana 7-97 7°97 894 8-94
6. Jammu & Kash.-
mir . 672 657 13'29 767 12-02 19-69
7. Kerala 16°95 2082 37-77 19-16 20-82 39-93
Madhya Pradesh  30-20 2°70 32°90 34°06 9-36 43742
9. Madras 34-61 684 4145 3888 6-84 4572
10. Maharashtra |, 51-54 5154 57-87 57:87
II. Mysore 2252 20-82 4334 2536 20-82 46-18
12. Nagaland 492 7:07 11-99 5:54 10-88 ‘16742
£3. Orissa 17:46 29-18 4664 19-75 29-18 4893
14. Punjab |, 1166 1166 13:07 13-07
15. Rajasthan 19-72 673 2645 22°23 9-67. 31°40
16. Uttar Pradesh. 6552 9:85 7537 7374 9-85 83°59
17. West Bengal . 39-14 39°14 44041 724 U6
ToraL 44074  140-61  581-35 —4;5_-_4—7- 776-81 ﬂ

*Includes share of grant in lieu of tax on rajlway passer ger fares.

NOTE :—The figures relating to 1968-69 are based on the State Goverr merts’ btc’gﬁ
estimates while those refatirg 1o 1969-70 are estimated in accordarce with t

recommendations in this interim Re

by the Central Government.
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port on the basis of the forecast furnishec
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