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I.-INTRODUCTORY 

Terms of Reference 

\Ye were appointed by the Government of India (Ministry of States) in 
tb€ ~ir Tiesolution No. F. 60-IB/48, dated the 22nd October 1948 to enquire 
int o the finances of Indian State!': and Unions of States with the following 
T~1 nns of Heference :-

'To examine and report upon:_-

(1) the present strueture of Public Finance in ~ndian States and Unions 
of States; 

!2) the desirability and feasibility of integrating Federal Finance in 
Indian· States and Unions of States with that of the rest of 
India, to the end that a uniform system of Federal Finance may 
be established throughout the Dominion of India; 

( 3) whether, and if so, the extent to which, the process of so integrating 
Federal Finance in the Indian States and Unions with that of 
the rest of India should be gradual and the manner in which it 
should be brought about and the machinery required for this 
pmpose, es[lecially as regi1rds the legislative groundwork and the 
aclministrati,·e org:·lllis.ation necessary for the imposition, assess
m~nt and collection of Federal Taxes; 

( 4) the results of sucl1 a policy of integrating Federal Finance upon the 
finanees of Indian States and Unions and the consequential 
financial adjustments and relations "·hich should suhsist between 
the Goyernments of the Indian States and Unions on the one 
hand and the Government of India on the .other; 

{ .'":i; the u~ensmes whieh the Committee may consider necessary and for 
desirable fo1· redsiug, in the light of present day conditions and 
stan(lnrds. a ncl ha viug regard to the requirem~nts of moclen) 
administration, the str.uctme of Provincial Finance and, in parti
cular, the leYels and sources of Provincial Revenues in Indian· 
States and Unions of States; 

~C) vn.v other consequential auclfor cognate matters which the 
Committee Ill<\\- conf'itlet· as.. 11rising out of the fo.-egoing terms of 
reference.'· 

:!. In a demi-official letter dnted· 8th Februar~· 1949, "·e were advised by 
<' l\linistry of States that the Baroda State was likely to be met·ged into 
<' _Bombay Province on the 1st Uay 1949 and that our report and recorn
e!Hlations iu respect of th:1t State were, therefore, ,. required as early as 
,,;<;ible in adnmce of our main report, in order to enable the Government 
llldia to come to a dec.:ision on certain matters connect-ed with the merger. 



2 

Preliminary Remarks 

3. We have made a study of the general problem of federal financial inte
gration of Indian States and have also made sufficient progress with our detailed 
euquiries over the whole field to be in a position to submit the interim report 
required by Government regarding Baroda State. ·We do not expect that our 
conclusions in respect of· this State will need modification after our enquiry in 
regard to the other States and Union is completed. 

,,. 
4. In the course of our enquiry, we have had several informal dis-~ 

cussions with the ,Dewan of Baroda. The technical data required by us was 
collected after, local investigation and discussion at Baroda and we take this 
.()pportunity of expressing our gratitude to the Dewan of Baroda and the officers 
of the State for the full co-operation extended to us. One of us (Mr. 
Dar.dekar) has also had informal discus~ions with representatives of the 
Federation of Baroda State Mills and Industries and we have kept ourselves in
formed of the views of local commercial interests on questions likely,.to arise 
after the merger, in respect particularly of taxation matters. Finally, at 
& formal meeting of the Committee with representatives and officers of the 
Bombay and Baroda Governments, we covered the whole field of major 
problems arising out of this case, and were able to reach agreed conclusions on 
moat ~oints. 

Scope of the Enquiry 
I 

5. Ifl v1ew of the impending merger of the State, we are not concerne•~ 
in this case with the first and the fifth terms of reference; in fact, in a 
subsequent communication the Government of India were pleased to agree 
with our suggestion that these two terms of reference should be withdrawn. 
altogether. Furthermore, in this case the second term of reference is, in 
effeet, alteady answered for us in the affirmative by the very fact of the 
decision to merge the State into the Bombay Province; and as regards thfl 
third term of reference, it becomes largely otiose, for there can be no ques-

. tio.1 of invoking any principle of gradualness after there has been a complete 
merger into the Dominion of India, as distinguished from mere ''accession·' 
however all-embracing. Accepting, therefore, Baroda's complete "federal" 
financiai integration with the Central Government as a fact, in consequence 
of :.ts becoming an integral part of the Bombay Province itself, we have to 
deal only with the 4th and 6th terms of reference, which (suitably rewor<i.: J ! 

are as follows :-

'·To examine and. report upon :-

(4) the results of such a policy of integrating Federal Finance (in 
B·aroda) upon the finanees of (Baroda), and the consequent-ial 
financial adjustments and relations which shou!d subsist between 
the Government of (Bombay) on the one hand and the Govern

ment of India on the other; 
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(6) Hny other consequential andfor cognate matters which the Com 
may consider as arising out of the foregoing terms of refer 

,mittee 
ence." 

fj. The reason for dealing with the "federal finance" problem of this State, 
even to the limited ext~nt indicated above, is, we presume, that our recom-
wetldat.ions may be of assistance to the Government of India in decidi: ng the 
flnancial adjustments, if any, subject ta which the State should be 1 nerged 
into the Bombay Province, so far as only the "federal" financial asi >ect of 
the problem is concerned. 

II.:-ANALYSIS 0!' THE PROBLEM 

Constitutional Position 

7. As we see it, the constitutional position is .. that the Ruler of Baroda 
has decided, by agreement with the . Dom'inion, "to clde to the Dominion 
Go,·ernment full and exclusive authority, jurisdiction and powers for and in 
relation to the governance of the State" and "0 transfer· the administration 
of the State to the Dominion Government on the lst day of :May 1949 .. " 
As from that day the Dominion Government has been "competent to 

exet·cie.e the said powers, authorit~· and jurisdiction in such manner and through 
such agency as it may think fit." We take it, therefore, that whatever may 
be the intervening arrangement's for a short. period, ultimately the decision 
to merge the $tate into the Province of Bombay will be given effect to by 

• 
an Order of the Governor-Gene!·al issu.d under Section 290-A of the Government 
of India Act, 1935, as adapted by the Indian (Provisional Constitution) Order 
19-!7. The rele\·ant portions o( this Section are repl'Oduced below::-

"Where full and exclush·e authority, jurisdiction and powers for and 
in relation to the goverance of any Indian State or of any group 
of such States are for the time being exercisable by_ the Dominion 
Go,·ernment, the Governor-General may by Order direct-

• • • * * 
(b) that the State or the group of States shall be administered in all 

respects as if the State or the group of States formed part of 
a Go,·emor's or ~ Chief Commissioner's Province specified in the 

Order~ 

I'rovided that if nny Order mnde under clause (b) of this sub-section 
affects a Govemor's Province, the Govemor-General shall, 
before making such Orde1·, ~1scertain the views of the Govern
ment of that Province both with respect to the proposal to make 
the Order and with respect to the provisions to be inserted 

therein." 

It follows that afte1· the 
wemment of India Act, 

necessary Order . under Seetion 290-A of the 
1935, is issued, b~· the Governor-General, the 



B(•mbay ?overument and Legislature will exercise in the area newly added to 
that _Provmce only those powers which they are now exercising in the Bombay 

Pwvmce under the Act; while, in the same area, the Dominion Government 

ancl Legislature will exen:ise powers in resvect of "Dominion" subjects, 

preci:-;e]y as they are now doing in Bombay Provii1ce as at present constituted. 

Basis of Approach 

8. (a) The foregoing statement of the l'Ollstitutional position fumishes the 
pro~er basis for our approach to this problem. Ou the date of the mercre1• 

the Baroda State as such will ~ease to exist. It will tirst be incorpor:~teci 
substantively into the Indian Domiu!on; nncl immediately t·hereafter, it wi!~} 
be divided into two "functional" e~1tities; the "Central"" noYernme11t :J"!><'I;t 

and functions of its administration will rem:•in mergell with the novemtue 11 t 

of In.Ji~i; while in re;;pect of its "ProYincial" admi11i;tration, it will be merged 

into the Bomba~· PrO\·ince umler Sec:tion :290-A of the Govemmeut of I u.di;l 
Act, 1935. 

lt follows that as fra.m that cbte, the "Central"' assets, liabilities, fuut.:

tions and sources of revenue of the former Baroda Government will Ye-.t in 

the Dominion Clovernment while the "Provineinl" a;;;sets, liabilities, f11ndions 

and sources of revenue will vest in the Bombay Govemment. On the snwe 

principle, the l'nst<lms rights of the Barorla Sbtte under the .igreemeut of 10:1!5 

with the Government of India will vest with tl'e Dominion Gow'mmeut; the 

postal compe11sation hitherto pa~·ahle to ·the Barolb G9vernmeut will t:f.'a:'e; 

and any special ;urangements at preseut !;Ubsisting between Baroda an,l the 

Centml Government m regarrl to Exc-ises, Salt, Ol)ium etc., will also b 

termi11atecl. 

(h) But the merger will ;llso have certain further eonse<jUt•nc:es, particularly 
·upon. the finances of the Bombay. Proyince. which, howe,·er importa.ut in 

themselves, it would be 9utside our terms of refNenee to examine. The 

n'erger of the "provinc:ial'' administration of Bm'Q(la iuto that of Bombay 

will gi,·e rise to inc:reasetl expenclitme in certain <lireetions, and will lend to 
importnut saYings 'in others:. and in certain fiel<ls, there will he increase.} 

rPvennes, while in others notably in the field of '"Central'' rewnues and 

expenditure, there "·ill be a net clecrease. .\ · e;treful cou;;ider<ltion of nll 

tht>se nuitters, however relevant and uel'essa1y in any complt>te picture of the 

finnneinl c:onseqnences o{ the merger, is clearl.)· not relevant in the ll<HTOW 

context, of integrating ouly the "fedeml" finances of Barotla with those of the 

Ce!Jtral no\"ernment, to whit:h nlone we, hy our terms of reference, nn;',., 

eonfine ourseh·es. :\IoreO\·er we are of {lllinion that e\·en if we were free to 
deal with the wi1ler fiel1l of "merger fiwuwe", it wouhl he incorrect to c:onfine 
our ntt~ntion to the problems arising out of the Baroda merger n loue; our 

st.rvey would have to be more extensive. nml we would be c:ompelleLl to de<ll 
witr the otlter States of Gujarat and Decem1 whic-h have also been mergeL~ into 
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B .. Hub<\Y iu the labt eightet:!ll mo11~hs. Clearly, such an exteusive euquiry into 

the iinaneial p blellls arising C!ut of mel gers of Jllllllerous tit ate into Bombay 
(aud ·other pronuces), would he totally foreign to our terms of refe.rence. 

(t·) \\"e propose, acconlingly, to de<tl with this C<t;;e in the same manner as 

\\ith nth•:t· States und Unious with which we are concerned: JJ•1mel,v, as a case 

of a t·•m tiuui1fg tit ate iutegrating with the Central Government in the field of 
ft·<h·ral fill<llll'e. The fact th11t such iutegration will occur in a merger context 

will Jnak<' >'Ollie, but uot u significant; diffet·ence to our conclusions and recom
ntetul:ttiou,;; for the essential basic pri11ciples will remain·the same, as will \:Je 

hH:·u hoth frmu om C:eueral Heport (whi<·h will fqllow in due. course) and from 

o:ll' seco1ul Interim I:erort conceruiug Tr;tvaucore aud Cochin (which we shall 

he ;;tthmitting \'l'IJ' ;;onu). 

Practical Issues 

n. II a ,·ing claritit•cl, in this way, the basis UJ)On which alone the. matter 
cau be properly ch·alt with,· -~,·e consider that the. practical approach to the 

p-ublem consists e,.:,.;eutially iu examining the following issues:-

(il \\'lwt are· the specifir fundions. n·venues, Cal)ita.l assets ancl liabi

lities which the Centre must retain before making over the 

"Pro\ illl:ial" a<huiuistratiou of l3:troda territories to the Govern
lltellt of Bowl,a,v uncl~·;. Rediou :!flO-A of the Govemment of India 

.\t't, Hl:J.>? 

1 ii 1 \\'lt;tt "·ill he the conse<}Uell!:t'" oi ;.ueh a step on the residu<ll, or 
"J'rovi11cial", ft11ances of Jb1·otla· State (regarded as a continuing 

State to be ,;ubsequentl~- werged into the Bomb<lJ Province); 

and, to the extent tlwt sueh consequences wilr be adverse by 

reason merely of federal financial integratioti, what would be 

t lte :1 pproprite rf'medies? 

(i:i) \Vhat adjustment will be lleces-;ar,v between the Central Govern

ment nucl the Om·ermnent of Bombay (as successors to the 

Baroda "prodncial" Government) in regard to the current assets 

<liHl liabilities of the State, :1fter all the specific productive and 

1111productive capital assets have been allocated between the two 

Goveruments on a functional baxi!!'! 

( i,· ,1 \\'hat other consequential matters will re<l uire to be dealt with? 

In Section 1II of this Itepol't, we have clealt with the first issue and have 

al,.;o in<lieated, in general terms. the principles ac·eor;ling to which the assets 

~nul liabilities of the State Jll11St be allocated heh,·een the h\·o succ~ssor 

Goverlllllellts. The othet' i,.;sues are examined in detail in the· subsequent 

S< et ions cif the He port. 
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N'OT§.,::--As indicated in paragraph 8 above, this Report deals only with 
the integration of the federal finances of Baroda with those of the Government 
of India as a result of the Order to be issued under Section 290-A of the 
Government of India Act, 1035. Consequently, tpe expression "date of the 
merger" wherever it occurs in this Report has reference to th~ date from which 
the Order to be issued bv the Government of India under Section 200-A of the . . 
Government of India Act, 1935, has effect (and not to the 1st of May 1949, 
when the administration of the State was tnl•en over under the Extra-ProYincial 
Jurisdiction Act). 

III.-GENERAL PRINCIPLES 

Allocation of Revenue and Expenditure 

10. Immediately upon federal financial integration, resulting from the issue 
of the Order by the Government of India under Section 200-A of the Government 
of India Act, 1935, the follo~ing items of "Central" Revenues and Expenditure, 
together with the administrations of the Departments concerned, must be taken 
over by the Central GoYernment, as being properly within their functional 

ambit:-· 

(1) 11Cen4'al" Revenue Departments

Customs; 
Income-tax; 

Centr<:l Excises; 
CultiYation and l\Ianufadure of Opium; 

Railways; 
Telephones. 

(2) Other 11 Ce?-tral", Departments-
Defence, other than non-I.S.F. Units :•nd Establishments; 

Aviation: 
Broadcasting (already taken over); 

l\Ieteorology; 
Archaeology ; 
Patents, Copyrights, Trade Marks; 
Heaistration of Joint-stoek Companies and Firms; 

0 ' 

Accounting and Audit. 
All the remaining Departments and ReYenues of the Barod<l State at·e func

tion::\lly of a "Provincial" eharacter, and will, therefore, pass to the Govern

r.wnt of Bombay. 

Allocation of Capital Assets 

11. As regards Capital Assets and Liabilities of the State as at the date o 
the merger, the correct basis for allocation is again the functional basis. which. 
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stated in general term>;, will operate as follows:-
1 n .-\11 unproductive specific Capital Assets connect.ed with the "Central" 

functions and departments enumerated in the preceding para
gmph, together with their current liabilities and outstandings 
(including pending assessments, refunds and claims outstanding, 
and arrears etc.), should be taken over by the Government of India. 

12) Similarly, all p-roductive specific Capital Assets connected with all 
"Centn\1" functions and departments (e.g., Railways and Tele
phones) should be taken o\·er by the Government of India, together 
"~ith the specific public or other debt, and the current cash bal
ances, liabilities and outstandings, if any, relating to them. A c:om

plete list of such assets and debts exists, and their book values 
are known. 

~\ s regards the relative Depreciation Ftmcls, which are not separately 
invested in ear-marked investments, they will be taken over as 
deduction from the book values of these asc;et.;, e,rcei)t to the 
extent of any excess of current (or liquid) assets that may be avail
able after meeting the current and "funded" liabilities of the 
State. 

\3) The residual specific Capital Assets (both product.ive and unproduc
th·e}, together with any_ specific debt,· and current liabilities and 
outstandings conn~~ted with them, will go, again on the func
tional basis of allocation, to the Bomb'ly Province. 

The Depreciation Funds, if any, connected with such assets will be dealt 
with in the manner indicated at the end of sub-paragraph (2) 

above. 

~4) ln .this 'wav, 11either the Government of India; nor the Government . . 
of Bombay, will have to pay any "compensat·ion" either to the 
Baroda State or to each other for "acquiring" these assets or 
revenues; they will in fact merely "succeed" t0 these rewnues and 
assets, us well as to the specific debts, liabilities and expenditure 
associated with them, as tlie "functional successors" to the 
Baroda State in the "Central" and "Provincial" fields of 'Govern
n~ent re!'pectively. This position is not. affected in any way, even 
if the cnse were regarded pmely as that of a continuing State, inte
,.,.ratino- with the Central Government only in resnect of all 0 0 • ~ 

"ft'deral" £unctions, including finance, .and retaining to itself the 
entire field of "provincial " functions and finance. 

Allocation of Current Liabilities and Liquid Assets 

12. There remain the problems of allocation of the liquid orCurrent Assets 
(suc·h a;; Bank Balances, Cash, Investments, Securities, Loans and Advances 
ete.) of the State as on the date of the merger. This allocation will stand on a 
somewhat different footing. The proper procedm~ here is first to allocat'e the 
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cunent awl funded liabilitie.~ of the State between the two suecessor 0 0 ,·em

ments and to plaee at the disposal of each equivalent current ;!s,;ets (so far as 

may be available) w meet such liabilities. The allocation of the liabilities 

themselws shOliTrl be upon the jullcliollal basis, eoupled with the ,,riueipie of 
bl . . ce 'l 

pu IC convemen . ..., . . .. 

( I . h . .hese lwbihbes, as shown in the Baroda State <l('COIIHts <:numei a tee m t e1r o 
•rder of "priority") <H'e of the followincr tYpes:-

(i) Cmrent or " "' · 

d 
'Bnuking" liabilities due to nuf.~ider.~ whether funded ot· 

not, au . . .. 

( 1
•
1
.) 

1 
. 

1 
.
1
. . . Trustee hahihhe<> ~ 

,w. n 1t1es 1r · 

t
. ,:.

11
1 respect of Rpecific "functional" Fund;,, sueh ns Edll(·a-

Ion. 1 : 
(iiil Crtpital Re~tge Uplift Funds etc.; 

.erye Funds; 
(iv) ~recific "D 

• :eyeuue" Reserves or Funds; 
(t,) <:eneral (i.e 

. , uon-specific) Development :Funds; 
Depre<.:iatio (vi) 

n Fun11s, not specifically invested-[ vide par[lgraph 11 (:2) 
.~upra.] 

lH. The grouping c 

t. . b t h ,f liabilities in order of priority as above, awl their <~llo•·a-
Ion e ween t e two 
. h' 

1 
· successor Goveruments, pui·ely on a fundionnl basis 

w1t m eac 1 category < 

I
. 'd t · .

11 
.:>r group, together with an equivalent allocation of t:tnTent 

or 1qm asse s WI , 1 · 

b f h 
n the main, present no difficulty. 1\Ioreover, as it should 

G one o t e expres~ 
- 'fi F; conditions of the merger tlwt a~sets so nlloeatE.·•1 in 

respect of specl c u . 

I l 
nels and Reseryes. shall be expanded by the Gonmnuent 

concernec on t 1e pur . . . . . . 

f l 
. 

1 
f B Poses specified, u·ttltln the terntones, an<l for the benetit 

o t 1e p-eop e o a ra . . . . 
f 

:.:J · • h .'da, no specwl advanbge' or (hsn<lvantage 'nli be cnn-
enel.f upon e1t er of . . 

1 f 
the successor Governments by tlus process of alloc<tbon. 

Nevert. 1eless, apart 1 . . . . . • 
. . . . f :om certam questions of detail, the followmg q ue,;tiun uf 

prmc1ple will anse o: . . . . . 
r cletermmation m this connection:.-:.. 

(1) Where, -bet , . 
, ) ween 31st July 1948 (the last account closmg date of the 

:State a · . . 
I 

_ . b nd the date of the lllerger, .. any re-approprwtwns may 
1a'\ie ec 1 .., f -~ _, · 1 ~n made by t 1e present txovernment o narou:t, \nt 1 Tl'-

trospectl F I 1 · "C 1· · f . 1'e effect, in respect of unc s re atmg to · entra tmc-
hons (e. R 'I l "I'l' C . l n f 1 .g., out of a1 way Hll( ~' 1 1tnry np1ta .neserve · lllll s ), 
so as t< • • . .. 

> afft>~t those tulllls nchersel:v, should such retrospedm~ 
re-appro . · 

tlriations be accepted? 
(:2) Ho\v shou . 

I l
id an v surplus of ltq ui<l assets over current lia biHies (if 

sue 1 s 1< • • • 

J 
Duld be the case 011 the date of the merger, as It wa,:; on 

31st . u 
ly 11948), be dealt ,\'ith '! 

(3) How shoul 1. 1.,. · 1· ·1 
h l

ld any sur])lus of current w li Itles over !qUit as,.;ds, (if 
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o~partments of the Goverument of India has been set out in Section IV 
this Ueport. Cerbain matters of detail arising out ·of such integration are -~ 
dealt with there. Finally, in the concluding paragraphs of that Section of t 

Beport are contained our considered recommendations concerning the reveu 
adjustments 'l>vhich will be necessary to ensure that the finances of the Bomb~ 
Pr-:.dnee should not be adversely affected by the (uet) loss resulting from th 
present :'Central" revenues and expenditure of Baroda- going to the • Centra 
Government, i.e., in consequence mer1?lY of tha integration of the "£ederai 
finances'' of the State with those of the Central Government. 

As regards tbt- allocation of the Assets and Liabilities of the State betweea 
the two successor Governments, a detailed working in accordance with tb~ 
prine:ip:es set cut in paragraphs 11 and 12 above will be found in Section V 
o£ this Report. lt also deals with certain iniscellaneous matters which will 
ne,_;essarily m·ise in this connection and indicates broadly the physical technique 
to Le adopted in implementing the proposals. 

The workinJS 1111d suggestions (in Section V) are based on the position as
at the lu~t aeeom1t-dosing date (31st July 1948). They are, therefore, entire
ly iJIU>strative being designed merely to indicate the precise lines on which the 
allocation should be worked out with reference to the acJtual Assets and Liabili
ties shown by the accounts when closed a~ the time oj. the merger. The £n<.tl 
allocations between t.he two successor Governments will thus remairi. iudeter
minatt> for some cvnsidet·uble tirne after the date of tlie merger. 

IV.-INTEGRATION OF "CENTRAL" ·REVENUES AND EXPENDITURE 

"Central" Revenues 

l.i. The avel'<lge ;tllllUttl re\·euue reali:wcl in Baro<la from ''Ceutral'' tnxe,_;, 
nnd from other "Central" sources of Revenue (such as Ra!lways etc.), aniouuted 
to Us. 185·72 lakhs, ou tlu:: basis of nctuals for three fimmcial years• of tht:. 
State Hl45-46, 1946-47 and 1947-48. This .revenue will, after the merger, 
accrue wholly to the Govtrnment of India; its detailed computation is embodied 

111 Statement I attached hereto. 

The choice of the basic period for the computation requires some e~planation. 
Havins regard to the conflicting directions iu which the component elemeuts of. 
H~venues in val'ious t>tates have moved in the past and are likely to ~ove in 

the fllture, we have considered it proper to take the average ~f three (latest) 
eompleted accounting years o£ the State as the ba.sis for our' computations o£ 

tht; reYen•te which will be lost to the St-ate as a result of federal ' financial 
integration. The date fixed for the integration of the State's administration. 
with Bombay (l&t :\[ay HH9) falls nine months after the commencemeut. of 
th1, Staw 's fimmcial year 1!)48-4!); we have, therefore excluded this incomplt:lte 

ye:n· from the cn:culations, more £·specially as the actuals for this period of 
nine months will, for numeroqs reasons, be an unreliable guide for eomputing 

the revenue of a whole financial year on a pro-rata basis. 
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Specific Matters relating to '•Central" Revenues 

16. Certain notes concerning the basis of computation of each item of 
.. 'Central" Revenue are appended to Statement I itself. What follows are some 
further explanatory notes and certain specific recomme,ndations concerning some 
.:items:-

(1) Customs Duties on foreign trade, which are already levied at the Indian 
"Tariff rates and in accordance with the principles embodied in the Indian Sea 
-Customs Act, w1:l go wholly to the Central Government. The administration 
.-of Custvms ~hould accordingly be wholly taken over by the Central Govem
·ment, together with all the "unproductive" capital assets, outstandings, liabili-
ties, claims, etc. connected therewith vide paragraph 11(1) supra]; more
over, such State staff as may be wholly 01; substantially employed on "foreign" 

•(as dit tii•f_uished from. "internal") customs work, should also be taken over 
by thP C~ntral Government in appropriate grades and on terms not less 

:ad vantageot:s tban in the State's Service. \Ve recommend accordingly. 

In our' view no "transitional limitations'' will be necessary to the applica
tion, proprio vigore, of the Indian Sea Customs Act, Import-Expott Tariff and 
.all the other relevant Acts, Ordinances and Rules ·to Baroda; but necessary 
-steps should be taken to secure legal "continuity" in respect of matters done 

•Ol' pending undPr the Baroda Acts at the time of the merger. This may 
::involve---

(i) e~tcnd.ing not merely the legislative but also the executive and 
administrative competence of the Central Government and a!so 
the judicial authority of its Courts to the territories of the St-at~~ 

(ii) amending the Section.s concemed with the "extent of application'' 
of the aforementioned Indian Acts and Ordinances so as to 

include the territories of the Baroda State; 

(iii) providing that all matters and proceedings pending under, or arii
ing out of, the pre-existing Baroda Acts shall be disposed of under 
those Acts by, so far as may be, the corresponding authorities 

under the corresponding Indian Acts; 

The present arrangements for pooling and sharing customs rayenue "ith 
l3t~roda will wtomatically terminate; but there will remain outstanding the 
division of customs revenue collected by the State up to the date of the mergt'r. 

"Th;) manner in which this should be dealt with is indicated in Section V of this 

·r:ep<h't in conn.?-ction with the allocation of Assets and Liabilities. 

(2) corporation Tax, Income-Tax and Super-Tax (other than taxes.. on 

.Agricultumi Ineoi11e.) . 
The aeneral position a:;; regards "taldng over" ·by the Government .of ~ndta, 

" · · · ·· I I " t ty of induding th·;) twnsitional provisions reqmred for ensurmg ega ~on mu1 
• • ~- 1·11 be th.~ same as for the Customs Department; v1de sub-para. :proceedings , .. -

(1) ah've 
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There is, at. present, a combind etaff fot· the Income-Tax and Sales Tax 
Departments. We recommend that such part of this joint staff as is wholly 
or substantially engaged on Income-Tax work and has not less than two or 
three years' experience of Income-Tax wJrk (assessment, survey and clerical) 
should be taken over by the Central Government for Income-Tax work, 
and the rest by th~ Provincial Government for Sales Tax · work in Baroda 
territories. 

In view of the fact that taxes on ineome are normally assessed in respect 
of the profits of the "previous year", and the India" rates of tax are, 
(and have been), considerably higher than t~ose now (or in the past) in force
in Baroda, we recommend that suitable "transitional" provisions should b"" 
enacted to provide that profits accruing. or arising in Baroda State right up to 
the date of the mergo: (under section 290-A of the Government of India Act, 
1!')3.1~, if not otherwise taxable in India, should be taxed as follows:-

(i) income, profits and gains of periods which are the ~·previous years 
of Baroda assessment years 1948-49 and earlier should be· assessed 
in accordance \\ith Baroda Income-Tax and at the Baroda 

rates appropriate to the assessment year concerned; 

(ii) income, profits and ,gains of all subsequent perio<ls may be asses:;cd 
according to the 'indian law and rates, but as respects so much of 
such incom~ as relates to the period or periods up to the date of 
the merger, the rates of taxes applicable should be those of the 
State as on the day preceding the merger. 

The effect of this "ill be that Indian rates of tax will become effective only 
in rei>pect of incomes of periods subseqrwnt to the date of the merger, the 
IIJdian law will be effective only in respect of incomes of periods subsequent 
to the end of the "previous" year relevant to the State's assessment year 1948-

49, and that in resp~ct of incomes of periods relevant to the State assessment 
~·cars 1948-4!) (and earlier) the State law and the State rates will continue to 

be effective. 

One important modification which the interests concerned are anxious to 
secure is that in respect of transactions of the period beginning from the end 
of the "previous year" relevant to the State assessment year 1948-49 and end
ing with the day' preceding the ·merger (the income of which would, accordiug 
to the above proposals, be ~ssessable under the Indian law but At Baroda rates), 

the following provisions of law should not be invoked:-

Section 18 of ~he Indian Income-Tax Act. 
, !SA , ,, , , 

, 23A , , , , 
, 16 (1) (c) and (3} , , 

Act X.Xll of 1949 (concerning paynunt of taxes 
before "recognition" of Tra.nsff)r 
of property). 
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We support this request., but (except as regards Act XXII of 1949 which re
placed the Transfer of Property Orclinances) would restrict the concession. 0nly 
to the assessment of the income of tlie period in que:;;tion. 

Unlike Custom_s and Central Excise Duties, Income-Tax is not at pres~1~t 

a divisible revenue bet,veen the State and the Government of India. Huo
sequent to the mergPr of the State into Bombay, however, 50 pa cent.. •A the 
net income-tax collections (other than Corporation Tax and taxes on "federal 
emoluments" etc.) made in the territories of the Stat~ by the G;)vernmen~ of 
lwlia will be divisible among all the provinces of India in accordance with the 

'(}ivision ratios now in force. Bombay"s share of the "divisible pool" may, 
therefore, require to be enhanced (from the present 21 per cent.), in view of 
the audition to its populat.ion and needs, and to the collection~ that will be 
made in that proyince in future, in consequence of the merger of Barorla. \Ve 
n·r:mumend that this rension should be undertaken at onre. 

Certain other issues which arise in connection with Income-Tax are deHit 

with below:-

(a) Double Income-Tax Relief. 
\\'bere do~ble-taxation ·has already occurred. or may (perhaps) in<1dv~:rl

ently occur even after the merger, we recommend that relief should cod;nue 
to be given in accordance ·with the existing D.I.T. Rrlie£ arrangements between 
India and Baroda. After the merger, .however, double-taxation ~hould be rare, 
if cases were properly distributed in accordance with the provisions of Seetion 

64 of the Inclinn Income-Tax Act, so that two officers may not deal with the 

same case. 

(b) "Remittances". 

Under the Indian Income-Tax Act, ~ncomes, profits or gains uc.:ruic1g 
or arising in Indian States are not taxable in Indi;l, unless ~hey are receiwtl 
in, remitted to or brought into "British India", or me Jeemetl to hnw accrued 

·Or arisen ot been received in "British I~dia". This position must continue 
.nm·hnnge<l in re:;pect of transactions up to the date of the merger. 

Therefore-2:: 

(i) Any movement of funds tojfrom Barocb ht>mjto "British India" 
on or after the date of the merger should have r.o significnr.L"e, 
bei11g merely nn infemal movement of funds- tcithiu "B1id;;h 

India''; 

(ii) Funds which may be already physically in Bnrotla on the d<lY 
preceding the merger should not be treated a~ ''remitted·' to 
"British India" subsequently by the mere fact of the merger. 

(iii) Tien1ittaners to Bamth from "British India'· . or anywhere else 
1)ricr to t'he date ~£ the merget would hwe significance oniy in 
relation to the pending a~sessments of the State (or to un_y 
later assessments of which some part would be assessable at 



State ra~es) in respect of incomes of "previous ~ears" (whole 

or part) up to the date nf tlw lllel'ge!·. Their relevam:e to t)te 

corresponding Indian As~essment,; would be, not qua r,•mlt

tanct>S, hut o111y qt~a '"information", e.g., as material (un le:· 

Section 34) tli,;dosing possible escapement of income which 
migllt (had its existence been known ha\·e been ofllet!L"ixe tax· 

af,Te under the Indian Income-Tax Act in any case. 

\\"e 11 o'dtl suggest the issue of instruetions in the a bow sense by the 

Ct>ntral Bom·d of T:en~nue ut the earliest opportunity; we a)Jprehend that in. 
tht' [tb;;ence of some such specific instructions ~here is some d.mger, esift•cially 

in the case o( junior Income-Tax -Dffieers, of· a misunclerst.mdin.g concerning 

thi~ highly t('l'hnical mattl·r. 

{v) Disputed Indian Assessments. 

\\·~ wcl'e gin·11 to utHlet·stmul that ie a numb·~r of ca,;es assessrr.eTJts 

hnve bee11 mntle, or are contemplated, in l11dia in respect of income, profits 

flllll g-ain,; clai11ted hy the (Indian) Income-Tax Officers, but dtnied by the 

assessee;;, to have accrued, arisen or been received, or as deemed to lwve 

{l('('J"\It'(l. arisen, or 'been receiwd, in "British India". In nwny of these c.ases 

there :ll't' nppt·als pending at v:1:·iou,; stages. It has suggested to us lhnt 

:,1 ~.,,·,'• of tl11•.,c cases ouly as vh 11011" itt IIJ'JII'al, the portion of the r1i,puted 

J•mtit;; t11xabk in lndin might, as a matter of compromise, be computed on the 

J•rinc·l·le,; nud nt·cor.ling to the formulate elllboclied in thP Incio-P:1lii~tan Double 

Ta x:ttion A voiclam'P Agreelltent. \Ve in<' line to supp.wt the settlement of tht•se 

<.,,,.,.,, on the occasion of the nwt·,ger, on the lines suggested, 011 cou~litio11 that 

tlte "'"''s~t·t•,; t·ntu.:ented ngt"L'e in \\:riting that no ftntller claim for Doub1e

Ta "" t ion Itelief W:)uld be entertainable in respect of uss~s:,ments so settled, 

t'itht·•· ngninst the relevant ·Rarod:l asse:<snwnt o•· tlw relevant Indian a,se"-S

Iilt'ltt. notwithstanding thnt the doluble-taxation may 111 f~ct have resulted e,·,·n · 

otl t hL' modifil'd b:1sis of as.;[',.;;;lllent . 

. \!though this lllt1tter is not strit:tly one at·ising out of the merg:.>r, 1\e 

re<'•·l'llllt'llll the abun; pr ·l•usal for con,.;itlet·ation by tho:: Finance ~Iini;;t··y 
( J:,·\ ·~nue Di1·i,;ion). 

1 d' Indiv!dul'.l "Immunities" from Taxation-

(il Tlwre are only three such cnses of private concerns. Two of them 

(Slwth ~h:tnti•Ja,.. :'IJan:,:alJas of AhmedabuJ nnd Sir Homi Mehta. 

r,f Jl01ubay) hal'l· not yd set up the industrial cone.::rns in 1espe' t 
d whi\.:11 tht'y 11E're to h•tve enjoyed sc:me limited irnmuni<y 

frolll llll'Olllt'-T<IX in n·urod:1. They will accordingly be uuto

matic:dly entitled to the various co11Ce~sions uh·eally antilabltJ. 

to "nl'W indu~tril's .. unJer the llHlian Ineonk•-Tux Aet in India, 

an.l it i>, therefore, in our opinion. unnecessa•y to g1 bt•,'/on:l 

tho,-p concps;;ions so far us these two cases are concerned. 
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The third case is that of Messrs. Tata Chemical Industries Ltd., 
Mithapur. The maximum scope pf the present conces;n011 in 
this case is that the company should not pay moru India 11 anJ 
Baroda "taxes, in the aggregate, than the amount payable at th~ 
higher of the two rates of taxes. There is, more.ove1·, a clear 
provision that any "federal", ·taxes levied under the authoritv 
of the "Federation of India" shall always be payable. Jn th·~ 
circumstances, no special "protective" provision is in our op;n;Gn 
necessary for this case also. 

(ii) As regards the Ruler, and such political -pensioners of the S~ate a<> 
may 'now enjoy any taxation immunities, we recommend that 
their existing taxation immunities, whether undflr the Stale Law 
or under the Indian Income-Tax Act., !'!hould he pr:Jtected. If 
the continuance of these immunities cannot (as we think) ~e 

ensured by executive instruction or statutory (exemption) t;oti
fications, necessary provisions should be made by appropria•e 
legislation. 

(e) Capita.l· Gains Tax. 

We recommend that Capit-al Gains Tax should not be leviable in I'bpect 
of. any Capital Gains accruing in the Stat-e prim· to the merger. 

(f) Business Profits Tax. 

We recommend that the commencing 
period should be the date of the merger. 
should not be charged to B.P.T. 

(3) Opiu~ (cultivation and manufacture) 

date of the first "chargeable" 
Business profits of earlier perioLl.; 

This department of the State is "Central'' and should, on merget·, - be 
taken over by the Central Government in accordance with the procedme 
indicat·3d under sub-para. (1) above· in respect of Cu~toms Department. There
after, the issue of opium to the Provincial Government for ~ales in Baroth 
territories may be done in the same way and on the same terms as elsewhere 
in the Province. 

As in the case of Customs, "transitional" provisions will be necessary 
to ensure legal "continuity of proceedings". 

( 4) "Central" Excise Duties 

The "taking over" procedure w'ill be the same, mutatis mucan,11a, as 
that indicated in sub-para. (1) above in connection with Customs, includiug 

. the necessary "transitional" provisions required to ensure legal "continuity 
of proceeding~·:. 

We do not consider that there will be any difli.culty in the way of intrv
ducing the whole range of Indian "Central" E.x,cise Duties in Baroda at full 

Indian rates. 
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The present arrangements for pooling and sharing Central Excise_ Duties 
with Barod:J. will automatically terminate on merger. ·But there will remain 
.. in suspense" a large amount of such revenue previously collected (relating 
to a period of nearly three years); the question of the possible division of this 
revenue between the Central Government and the Government of Bombay in 
aacorda:J.ce with the pre-existing formulae will, therefore, arise. This pro
blem has been dealt with under "Assets and Liabilities" in Section V of this 
Report. 

(5) Salt 

If this Department still exists, it will hu,ve to be taken o>er by the 
Central Government. The "taking over" proces~ including the "transitional"• 
provisiuu;; required to ensure legal "'continuity" of proceedings would be the 
s:nr.e :1" for the Customs and "Central" Excise Departments. 

(3) Department of "Internal" Customs Duties 

Tbis is uot a "Central" Department; and we understand it. has already· 
been wound up. But if it still exists, it will be n~cessary for the Bombay 
Gowmment to take it c.>er and to liquidate it as soon as possible after the 
merger, as internal customs duties cannot, under auy circumstances, be con
tinued thereafter. 

(7) Railways 

On merger, the Central Government must take over the entire Railway 
s.vstem [including any "forei~" lines worked as part of the State Railway 
system and any State lines now "worked" by other (Indian) lines], together 
with nll the staff, Assets, Liabilities and Funds [vide paragraphs 11 (1) !l.nd 
(2) m.,l 1:.! 811 pra]. The entire stnff shotild be 1aken owr in appropriate· 
grades and on terms not less advantageous than in the State's Service. 

We suggest that the portions of the State Railway system wb:ich. are in 
Saurashtra. may, on the date of the merger, be made over to the Saurashtra. 
(}overnment for ·working as part of the Saurashtra Railways system, upon 

terms to be mutually agreed. 

The· Railway Depreciation Fund and Capital Reserve Fund, Provident 
.Fund, Stal Denefit Fund (?} and Betterments Fund are carried oy the State; 
the State al,;o carries certain Railway "Deposits" and has made Loat1s and 
\.d\·ance~ for Working Capital to the Railways. All these should be com
)nted as oa the date of the merger, and continued to be borne in the books of 
:h0 Railwav; but t.he treatment of these balances i'n the books of the GoYern-
11eHt of B~rodt1 should be as shown below (in S~ction "\~) under Assets and. 

C.iabilil!ie~. 
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(8) Telephones 

This Departmellt should he dealt with on the same lines as recommended 
' nbovt: in the case of Railways. 

(9) Postal 11Immunity" 

The Baroda ·State now enJoys the privilege of receiving free of cost, 
frum the Government of India, "Service" Postage Stamps of the value of 
Rs. 1 · 2.'5 lakhs. This privilege should cease with the merger of the State into 
Bombay; precisely for tha·~ reason, the value thereof has been taken into 
account by us in computing the "revenues" of the State which will not go to 
Bombay. 

11Central" Expendituze 

17. Statement II attached hereto shows that expenditure of a "Central" 
character incurred by the State during its last completed fiancial year (1947-48) 
amounted to Rs. 59 ·86 lakhs. After merger, this will have to be wholly borne 
by the Central Government. 

\Ve have already indicated, m paragraph 15 supra, the reasons for not 
including the State's financial year 1948-49 among the ·basic years for our 
reve11ue computatiqns in this case; those reasons are of equal, if not greater, 
validity in connection also >vith the computation of the expenditure which will 
be saved to the- State as a result of federal financial integration. It only 
remains to add that the i·eason for taking the actual figures of 1947-48 only, 
instead of the average of the three years ending 1947-48, as tbe basi:; for 
computing such expenditure, is that, unlike revenues, expenditure has :-t ten· 
dency not 'to go below the level reached in the latest year, especially if (as 
in this _case), its trend in rt:rent years has been steadily ·,1pward. \Ve consider, 
therefore, that subject to certain modifications indicated in Statement. II, the 

. €xpenditure actually incurred on "Central" subjects in Baroda during 194:7-48 
affords· the most reliable measure of the expenditure which will be saved to 

·the State upon the integration of its "federal" finances with those of the 
Government of India. 

Specific Matters relating to ucentral" Expenditure 

18. Certain notes concerning the computation of some of the items of 
.. Central" expenditure are appended to Statement. II itself. What follows 
are .SO!He further explanatory notes and recommenJations concerning ~;orne 
ite:i:ns :-

(1) Customs Department; 

(2) Central Excise Department; 

(2A) Opium (cultivation and manufacture); 

( 3) Income-Tax Department. 
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Reference may be made to _ par:tgr<lph 16 supra for our comments and 
reccrr.n:endations upon matters which will arise in connection with the taking
over of the staff and the administration of these Departments by the Central 
Govemment. 

{4) National Highways 

According to information furnished by the Ministry of Transport (Roads 
·Organisation) a stretch of 613 miles of roadway in Baroda is classifiable at 
present as National Highways. An amount of Rs. 1·98 lakhs, representing the 
-estimated cost of maintenance of, including "current" improvements to, this 
road at Rs. 3,000 per mile per annum, has accor4ingly been included in State
mer,t II. Any roads which may hereafter becom.e eligible for declaration as 
"National Highways" would be roads of the Bombay Province (including Baroda 
territories) and would be dealt with -as such in the ordinary way. 

(5) Defence (Indian State Forces) 

The "provision" for raising and- training new units, and the cost of 
non-I.S.F. units and establishments, including their pensions, have been 
.excluded. The latter are irregular force·s which, if continued after the merger, 
would be a charge on "provincial" revenues. On the ;r:perger, the Central 
Government must take over all T.S.F. units as a "going conc.ern", together 
with all establishments, installations and equipment, including all "unpro
ductive" assets, outstanding liabilities and funds, connected with them [vida 
paras. 11(1) and 12 supra]. The treatment of certain military Funds, including 
a military Pedhi (a sort of loan institution), etc., should be as indicated below 
{in Section V) under Assets and Liabilities. 

Jn our discussions on the subject of Defence expenditure, toe Dewan of 
Baroda objected to its being taken at Rs. 45 lakhs (as shown in Statement II). 
His contention was based chiefly on two grounds:-

(i) that such expenditure was considerably lower both in 1948-49. and 
in the two years 1945-46 and 1946-47; 

(ii) that it was inflated in 1947-48 due mainly to the Ruler's decision 
t.o provide for raising and training new units. 

We havP. given the matter our most anxious consideration, but are unable to 
accept these contentions quite to the extent the Dewan Saheb would desire. 
In the first place, we are clear that having decided to take Hl47-48 as the ·'base·_' 
year for our computations, the figures relating to earlier years coulq not be 
.accepted as ·relevant at all. In fact, in all the other cases we have so far exa
mined, the trend of expenditure on Defence was also in the same direction as 
in Baroda; and in those cases, too, we have decided· not to modify our compu
ltations merely •because .of lower expenditure in earlier years. Secondly we ares 
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quite unable to accept the 1948-49 (revised) estimate of Defence expenditure as. 
a propf'r guide for our present purposes, Rs the circumstances in that year have 
been (and continue to be) exceptional in Baroda. Proceeding, therefore, on 
the basis of 1947-48 figures a1one, w~" have arrin·d ·at the sum of I~s. 43 lakn& 
as follows :-

Total a;;tual military expencliturt> in 1947-48 
Less provision for r~ising and training new units 

Balance 

I.S.F. Def(;rtte expPnditure at 60% thereof • 
Add Maintenan(e of buildings (cha1ged to P. W.D.) 

Rs. (in lakh;;) 

72·6 
7·00 

65 6~ 

Dearness and othH Allowanc .s (charged to Civil Estimates) 

39'41 
so 

5·4~ 

45•69 

ln one of his communic_ations to us on this subject, the Dewan of Baroda sug
gested that the normal expenditure o£ the State on Defence (I. S. F.) should 
n~t he taken at more than Rs. 36 lakhs per annum. Adding to this th~ e~
penditure charged to Civil estimates in 1947-48, the amount would' be Rs. 4~ 
lak~s approximately. This is only Rs. 3 Iakhs less than the figure adopted 

_ by us. Nevertheless, we regret we are unable to accept the suggestion. 

(6) Aviation and Archaeology 

These department's, together with their staff and all the unproductive 
1ssets etc. [vide para. 11(1) supra] connected with them will have to be 
,ntirely taken over by the Central Government. 

7) Broadcasting 

Broadcasting has been already taken over by the Central Govern-
ment, on payment for the value of the assets taken over .. \s this was a pre
merger transaction, perhaps nothing can be done about the payment. "·e are 
unable, however, to accept the suggestion made by the Dewan of Baroda, that 
the expenditure incurred on this Department in 19-!7 -48 (the "base" year) 
should be ignored in computing "Centra!'' expenditure (Statement II). The 
contention that there was no such expenditure incurred by the State in 19-!8--!9 
seems to us altogether irrelevant; for the fact ren1ains that BrO<ldcasting as 
such continued in Baroda, though operated by and at the expeme of, the GoY
ernrnent of India. ·we have accordingly_ included the expenditure in f'tate· 
ment II. 

(S) Meteorology 

There is no separate State Department, as such, concerned with tbi'; 
s11bject; the present arrangement is that meteorological "·ork is done for the 
t:iah' bv a section of t.he staff of the Baroda Collrge, at a cost of appro:rimatei,
n~. 1.'1 o-i Lkhs per t"tnnnm to the State. It will be for the Government o£ Indi~• 
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to decide whether they should continue this arrangement in future or establish 
:their own independent meteorological Department: in the latter event they 
may have to take over such of the Baroda College staff as may be wholly 
or mainly engaged on this work, if the College authorities should so insist. 

(9) (<1) Patents, Copyrights a.nd Trade Marks; 

(b) Joint ~tock Companies. 

These departments will have to be taken over by the Government of India, 
~ether with such st.aff as may be wholly or substantially engaged on these 
duties. Of them, (a) may be merged with the corresponding Department of 
the Government of India at Bombay; and (b) may be merged with the office 
of the Registrar of Joint Stock Companies and l!,i~s at Bombay, (working for 
~ometime, however, as a separate wing located at 'Baroda itself). As r~gardiO 

the taking over of' the dead-stock, assets and liabilities of these departments, 
reference is invit-ed to para. 11(1) supra.. 

(10) Pensions 

Tbe pension liability in resp-e~t of I. S. F. Military personnel 
and . ".Central" c•vil depart;ments personnel who may have retired before 
Ute merger will be that of the Ce~tra.l Government. All these will be payable 
llt one or other of the treasuries in Baroda. From a practical point of view 
it will serve no useful pu,rpose to ~jsturb these arrangements. vVe, therefore, 
recommend that these payments (of which a complete list should be compiled 
n the date of the merger) should continue to be paid at various Baroda 
~reasuries as at present on account of the Government 'of India (i.e., to the 
ebit of their account annually) by the Government of Bombay. Pensions in 

respeet of retirements occurring after the merger will be payable in the orcli
nary way directly by the Government of India. 

(11) The Accounts &nd Audit Department of the Baro<;la Government will, 
upon merger, devolve' entirely upon the Central Government. The only ex-
eeppion will be-

(a) The section dealing with non-I.S.F. Military Audit; 

(b) The section dealing with Investments; 

(c) The sections dealing with compilation and Budget, Savings Bank, 
Contingency and Dead Stock . 

..Jf the above, (c) will have to go entirely to the Provincial Government to be 
merged into its Secretariat (Finance Department); and sections (a) and (b) will 
•nave· to· be· taken over- by·the--(Jentral-<Jovernment ,and·wound u,p. -tActua:J!y, 
the staff concerned need not necessarily be discharged but may be absorbed in 
~be vacancies already existing in the various sections of the office of the 
Accountant-General, Bombay]. 
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The rest of this Department will have to be wholly taken over, together 
with all its staff and unproductive assets (e.g., buildings, dead-stock etc.), 
outstandings and liabilities etc. [vide para. 11(1) e.bove] by the Central Govern
ment. \Ve suggest that it may be found useful to continue the whole organisa

tion, for sometime at any rate, at. Baroda and to absorb it gradually into that. 
of t1e Accountant-General, Bombay. 

(12) In connection with some, if not all, of the Departments referred to in 
sub-paragraphs (1) to (11) above, "transitional" provisions will be necessary 
to ensure legal validity and "continuity", after the merger, of proceedings takeu 

or pending under the relevant Baroda Acts. 

Financial (Revenue) Adjustments required between the Central Government. 
and the Government of Bombay 

19. We now come to the financial adjustments which, m our opinion. will 
be nec-essary on revenue a::count between the Ce1itral Govemm.::nt and the
Government of Bombay (as successors to the Government of Baroda in the field 
of "provincial" administration and _finance). As we have pointed out earlier 
these adjustments take no account of the wider financial .problems arising out 
of the m~rger as such, but are concerned with only the results of integrating 
the "federal" or "central" finances and expenditure of Baroda with those of 
the Central Government. The objective, therefore, is the strictly limited one 
of ensuring that the finances of Baroda (regarded as a continuing State) should 
not be adversely affected by ~he fac~ that its "Central" revenues, functions 

and assets will be taken over by the Central Government. 

20. The gross revenue-gap in the fimihces of Baroaa, in consequence of the 
loss of "central" revenues and taxes as a result of federal financial integration 
will amount to Rs. 186* lakhs per annum in round figures; (vide Slatement I 
and paragraph 15 supra). As against this, the CPnt1al Government will 
assume responsibility for all "Central" expenditure in Baroda, which, for 
thb purpose, may be taken to an10unt to Rs. 60 lakhs per annum; (t•i•:le 

Statement II and paragraph 17 supra). 

Our recommendations for making good the resultant net "reyenue-gap'" 

viz., Rs. 126 lakhs per annum, are as follows:-

(i) 'l'he Bombay Gowrnment (as successors to the Baroda Governmenli 
in the "provincial" field) must, with effect from 1950-51. 

•NoTE :-To this must be added the interest receiva~le in future.by the Gover~ent of 
India. on the current assets to be assigned to them less the mterest payable by them ~n :uture 
on the 

00
,.,.en.t liabilities to be assigned to them, in accordance with the procedure mdtcate_d 

in paraQTa.phs 26-28 of Section V of this Report. The net amount to be so ad?ed ~s 
not readily ascertainable and will not be known precisely until after the merger; accordtngly It 
has been ignored for the purposes of the subsequent calculations in this and later paragraphs 
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assume resp'onsibility for 40 per cent. thereof, i.e., Rs. 50 lakhs 

per annurn (in round figures). 

(ii) The Central Government must guarantee. to make good to the 
Bombay Government the entire ·net revenue-gap of ·Rs. 12o 
lakhs (per annum from the d~te of_ the merger) in 1949-50, o.nd 
Rs. 76 lakhs (per annum) for the next ten years. This they 

should do in the shape of-

(a) The incraesed amount which Bombay will receive on account 
of divisible income-tax and other federal taxes (such as t.hey · 
may be from time to time) on account of the addition of 

Baroda territories to the Province; and 

(b) an ad hoc revenue-subsidy to the extent- that (a) should fall shor6 
of the guaranteed amount. 

It should be noted that all other subsidies (including food subsidies), a.U 
wants-in-aid, and all other forms of centyal assistance which Bombay may be 
accorde~ as a result of the accretion to its area, population und needs, in 
const>quence of the mergel' would be entirely outside (t.c. in addition to) the 
above payments. 

Comments 

(1) As regards proposal (i) above, the figure of ,Rs. 50 lakhs represents R 

collsicl0n.ble improvement on a somewhat higher figure (viz., Rs. 60 lakhs) 
whieh was agreed. to, after discussion with the representatives of the Bombay 
and Baroda Governments, as the burden which might reasonably be borne by 

.the State, regarded as a. continuing entity, when integrating with' the Central 
Gov<!rnment on federal finance. In our considered opinion lher~ would· be no 
difficult,v at all in the way of the Baroda State undertakin~ this burden - a 
year after federal financial integration. The main sources from which it could 
make good the whole of this amount in 1950-51 would be:-

Rs. 

(Lakhs) 

Saving in Privy Purse (Civil List) 23 ·50 
RaiHing the " Provincial" taxes to the Bombay level {194;8-1949) 25-00 
Requiring Municipalities to raise their taxes sufficiently to become 

self supporting. . . • • . . . . (more than 1 ·50) 

(2} We fully recognise that this method of dealing with the matter has 
the effect of isolating the problem, resulting from the . integration of federal 
iuance;o of Baroda with those of the Central Government. from the wider 

innncial and other issues arising out of the merger of the State into the Bombay 
Province. But, as we have already stated, this method of approach has been 
leliberately chosen by us as being the only one strietly within our t::)rnts of 
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'i'eference. 'V e also recognise that the merger of this State as such will raise 
many difficult financial issues which will have to be urgently tackled as part 
of the o"Ver-a.U problem of "merger finance" embracing the finances of :!:Je 
Bombay Province aR a whole in relation not only to Baroda but also to the 
numerous other States which may have b~en merged into or integrated with it 
since 15th Aligust. 1947. Finally, even in regard to the merger of Baroda, 
-considered by itself, several factors will have to be taken into account,. besides 
those considered by us. Some of these factors are::......, 

(a) On the "Credit side": 

The savings and increases in resources already referred to a(.ove, 
viz., ~aving in Privy'Purse; increaseu "provincial" revenues 
of Baroda at Bombay (1948-49) rates; and decreased municipal 

subsidies; 

The "central" (guaranteed) subvention as above of Rs. 126 lakbs 
(per annum) in the first year of merger, and Rs. 76 lakh!! pPr 
annum thereafter; (or Bombay's .increased share of divisible 
"federal" taxes, if that should be higher than the gu::mmteed 

sum in any year); 

Increased food-subsidies (from 50 per cent. to 75 per cent.) in respect of 
losses on the sale of imported foodgrains; and procurement and 

export "bonus" on foodgrains; 

Increase in "prov_incial" revenues of Baroda at Bombay (1949-50) 

rates; 

Savings in "Headquarters" expenditure of Baroda (executive, judicial, 

legislative, administrative and secretariat); 

Savings in Baroda District Administration (from consolidation of 

scattered territories); 

Savings of some considerable part of the non-I. S.F. Def(·nce expendi

ture; 

·Savings _in miscellane.o.us "Khangi" and official expenditure of the 
Ruler (other than Privy Purse strictly so called); 

(b) On the -"Debit side": 
Higher salaries at Bombay rates, to such staff as may be retaint>d 

afte:t: the merger; 

Other additional expenditure, e.g., to deal with increased work, at the 
Headquarters of the Bombay GovE;rnment. 

'Ihe net revenue-gap of Rs. 126 lakhs per annilln by reason of 
"Central" revenues and expenditure being taken up by the Central 

Government. 
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Fresh recurring commitments entered into by the Baroda administration 
during Hl48-4l). (We assume, though we should not be understood 
as recommending, that all these comm.i..tments would be binding 
on the Bombay Government). 

A complete surYey of Baroda post-merger finances on the lines indicated 
above would, ''"e oonceive! be- necessary, as constituting an important part of 
any over-all suryey of the problem of "merger finance" of the Bombay Province 
liS a whole. But> such a t.ask would be clearly outside our terms of reference; 
nnd we do not propose, accordingly, to embark on it. 

Ruler's Privy Pur.le 

21. It remains for us to deal with the question or Privy Purse of His High
ness the Gaekwar of Baroda. This presents a· . difficult p-roblem, because 
"Privy Purse" is not at present a "Central" liability; and it is also not so under 
the Draft Constitution of India. The financial adjustments consequent on the 
merger, as proposed by us, have, therefore, been evolved on the basis, and 
(Jn the presumption, that the Privy Purse will be a charge on the revenue 
nccruing to Bombay. We accordingly recommend that if it should subsequently 
be decided that Privy Purse should be made payable out of "Central" revenues, 
th'3 SUI? involved (Rs. 26.5 lakhs) should be added in Statement II as expen
<Iiture to be borne by the Central Government. as a result of federal financial 
integration consequent upon the merger. In that event--

(i) The net "Central" revenue-gap of Barpda would be reduced to 
Rs. 100 lakbs (in round figures); 

(ii) The burden to be borne by Baroda from 1950-51 onwards would 
be reduced to Rs. 40 lakhs; and 

(iii) The Central Government's guaranteed subvention would be 
reduced to the amount by which Bombay's increased share of 
income-tax (and other divisible federal taxes, if any) should 
fall short of Rs. 100 lakhs (per annum) in 1949-50 and ~s. 60 
Iakhs per annum thereafter. 

(iv) Our other proposals would remain unaffected. 

In this way our scheme of financial adjustments, which is based upon a u~r1ain 
-appropriatness or "balance" in the distribution of the burden resulting from 
the federal financial integration will be preserved. 

We would observe, however, that any proposal to "centralise" Privy 
Purse payments should not be considered with reference to the conditions of 
Br:roda alone; because whatever decision is taken in that case will naturally 
1pply not only to all other "merging" States but ~so to all continuing States 
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and Unions which may agree to integrate with the rest of India on "federal,. 
:finan<Jial matters. The point is, therefore, one which, wa suggest; the Govern
ml'nt should decide as a question of general policy. 

V.~ALLOCATION ·oF ASSETS AND LIABILITIES 

Capital Assets and Liabilities 

2~L As regards the allocation of Capital Assets, both productive and non
prod11ctive, together with the connected liabilities, we have little to add to. 
what we have already stated by way of governing principles in paragraph 11 
snpm. Thei.r practical application will have results as illustrated below by 
re±er,ence to the position as it was on 31st July 19-!8, i.e., at the end of the 
StaiA:l's financial year 1947-48. 

2:3. All unproductive specific Capital Assets connected with the various 
"Ce11tral" functions and departments dealt with in Section IV of this Report 
shculd be taken over by the Central Government.· These assets will consist. 
mair1ly of lands, buildings, aerodromes, aviation -works, laboratories,. 

appilLtatus, appliances, furniture, office equipment and ap£liances, stocks of 
stfltionery and forms, etc. in use on the elate of the merger in the variou& 
"Ceutral" departments. There are unlikely to exist any . comprehensive-
l~co+-L• -..C ,..~.,.,...\.... .......... ,.. ..... ~.... ..... ... ,.. .......... .4- .......... "'\......,. .......... ,...,....~ .... .-.. ..:l .............. --. ..... 4. ................. ,"'~ ...... 1 1;""+.--. ,.,..;+ h hr..,..,.l,... ,..,.,-,.l,,oa 

.l10l'.;:) U.l hUVll (:t!S~t:'L~, C:...\.l.it:',PIJ J!tauctp:::t bUlH~ Ut:'IJO.L l:lHt:lUJt:ll J.l~L;:,, \o\' lliU UVV.D.. V «lu~;;.o· 

note·d in some cases only. These assets must be taken over by the Central 
Government as they are, in each Department, by inventory. No valuation 

11eed be attempted as it will serve no useful purpose. 

All running, or "continuing" liabilities and outstandings m each 
"Cemtral" Department must similarly be taken over. On the "cash" system 
of ::wcounting (followed by all Governments) these items will not have been 
"accounted" for at the time of ac~ount closing. They will consist of pending 
bilh for supplies, stores, contracts, services and contingencies;' pendi.pg 
ass es~;ments; arrears of revenues ancl refunds; outstanding claims for and 
against Government, etc., etc. No "account" neecl be renclerecl of these also; 
but, an immediate inventory at the time of taking--over would be desirable. 

24. Similarly, the Central Government must take over au the productive 

specifie; ,Capital assets connected with "Central" functions together with any 
specific debts connected with them. Depreciation Funds connected with them 
not having been specifically invested separately, will be taken over as deduc
tions from the book values of these assets, except to t/1 e extent of any excess 
of curret•t or liquid assets that may be available >~fter meeting the current 

and "funded" liabilities of the State. 
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The "Uentral" Productive Capital Assets, on 31st July 1948,, were only.· 

two, as follows:-

Productive Capital Assets-Central : 

(1) Telephonf:s-(Book Value) • 

(2) 

Add E~penditure out of Post-War Reconstruction•Fund 

Less Depreciation Fund (not invt>~ted) 

Railways-(Book Valu·3 of Baroda State Rai'l~ay plus the 
State's financial interest in the Taj_lti Vally Railway ; 
vide "Note" below). 

Less Depreciation Fund (not investod) 

Rs. 

(Lakhs) 

12·27 
0·51 

12·78' 

* 
12·78 

653·47 

* 
653·47 

*These Funds, though not separately in' ested, are not deducted here from Book Va..lues~ 
· beca.usf'l, on 31-7-48, there was a surplus of liquid or current assets over current liabilitibS 

suffir knt to cover these Depreciation funds [vide paragraph 28 (ii) below] .. 

Specific Debt :-

(1) T •lephonrs • • • 
(2) Hailways (Loan from "Khangi" for Vijapur-Kalol Bailway) 

Loan from "Khangi" for the Tapti Valley Railway 

Nil 
3·00 

39·08 

42·08 

The net value of productive Capital assets to be taken over by the Central 
Govemmcnt would thus, be Rs. 624.17 lakhs on 31st~July 1948. 

NoTE.-(i) The total amount paid by the Baroda State for their interest 
in the Tapti Valley Railway was Rs. 51·47 lakhs (inclusive of a "premium" 
of P.s. A· 50 lakhs). Of this only Rs. 12·39 lakhs was actually paid out of· 
State Funds, and the balance (Rs. 39 · 08 lakhs) was paid out of "Khangi" · 
Reserve. This did not matter so long as H.H. The Gaekwar continued to be 
the rle facto Ruler of the State 0 but now that the State is to merge into the.· 
Dominion, the entire interest must pass to the -Government of India. It 
foll<)WS that the amount paid out of "Khangi Reserve" must be reimbursed 
to it, to be subsequently dealt with in the same manner as other assets held 
agaiust. that Fund. This is provided for in the above computation by taking .. 
the book value of this Railway at Rs. 51·47 lakhs and showing the payment 
originally made out of "Khangi" as a specific rnilway Debt to be made good~ 
to "Khangi" by the Government of India. 
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(ii) S11hsequent to the merger, the Govermue11t of lwlia "·ill have to write 

-.off the "premium" amount of Tis. 8 ·50 lakhs inelwled in lhe book vnlue of the 
·Tapti Valley R1ilu·n~·. 

. 25. The Provineinl Government should take over all the remaining unpro

·auctive and productive Capital assets. While no inventol)' is possible (or need 

. .necessarily· be taken) of the for~er, assets of the latter category on 31st July 
Hl48 were as follows ·-

:Froductive Capital Assets Provincial: 

Rs. 

(l.akhs) 

{1) Electric Schemes (Book Value) . 46·22 

Adrl ExpenclitUJ'e out oi Post-War Reconstruction o· 95 
Fund. 

Less De-preciation Fund (not invested) 

'\2) Port Okha-Minor Port-(Book Value) 

Add Further Expenditure as above. 

Less Depreciation 

~3) Productive lrri~!-ation Works 
& Vijapur Tube Wells (Book Value) 

•(4) Govt. Printing Press (Book Value) 
Less Depreciation· · 

(5) State Furniture Factory (Book Value} • 

There was no specific debt out>ta.nd;ng against the above 1\sset·B, 

46·27 

* 
63·00 

26·33 

89·33 

* 

{
31·43 
20·49 

4•60 

* 

Rs. 

(Lakhs) 

46·27 

89·33 

51·83 

4·60 
0·30 

192·33 

'These Funds, though. not separately invested, are nQt deducted here from Book values 
·1;>ecause, on 31st July 1948, there was a surplus of liquid or current assets over current liabilitie 
1!ufficient to cover these Depreciation F•mds [Vide paragraph 28 (ii) below]. 

·Current or Banking Assets and Liabilities: 

26. V.' e now turn to the allocation of the State's current or "banking" 
assets and liabilities. As already stated in paragraph 12, "the proper proce

dure here is first to allocate the current aud funded liabz1ities of the State 
between the two successor ·Governments ............... upon the functional basis, 

coupled with the principle of public convenience". Statement III attached 
1,.,,..,t" o:'hr;wo: whRt. these liabilities were on 31st July 1948, arrnnged in their 
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"order of priority"-beginning with liabilities due to "outsiders'" and ending: 
with non-specific Development Fun~s and Reserves,---,and showing how they · 
should be allocated between the two Governments on the basis stated. 

Apart from certain purely "computational" notes concerning certain items. 
embodied in Statement III, the following important points Rrise in connection_ 
-;yith F:ome of them:-

(I) State Savings Bank (lttlm 1 of Section A of Statement fii). 

TLi-. is not a "l'ostal' · Savings Bank, but a, State coll'tlern like the 
Savings Bank Department of any ordinary Commercial Bank. It is not, 
therdDrf', a "Centml" subject. 

This Savings Bank scheme in the State is aa"ditionai to the o~dinary Postal 
Savings Bank run by the Government of India 'through the Posts and Tele-. 
graphs Department. The f:)~ate's Sayings Bank accounts are. maintained at_ 
the various State Treasuries; and the Depositors are free to maintain a, 
Savings Bank account either with the Government of India (at Post OfficP.s) 
or with the Govtmment oi Baroda (at their Treasuries). Functiunally, as. 
well as on grounds of public convenience, it will be best for these State 
Savings Bank accounts to be carried in future by the B<?mbay Government; 
any other de(!ision would, moreover, have adverse consequences on the "Ways 
and Means" position of Bombay, wl:ich must be avoided. We rt·commend 
aceordingly. 

The quesLion whether, besides contin,uing the existing State Savings Bank: 
accuunt::;, the Bombay ·Government should accept any new accounts or any· 
furtller Jeposits from the existing depositors, stands on a. different footing. 
In our opinion, the answer must be in the negative (especially as regards opening 
new account:;), unless Bombay is already conducting a Savings Bank Dep~rt~ 

ment through it.; own treasuries. 

We would add that the recommendations which we have made on this 
subject are designed, on the one hand, to avoid any immediate inconvenience 
to existing depositors or any immediate disturbance in Bombay's ·ways and 
Means position and,- on the other, to provide for the' gradual "voluntary" 
liquidation of this Department over a period of years by not permitting ariy 

fresh depoE'its and allowing only withdrawals. 

(2) State Life Assurance Fund (Item 3 of Section A of Statement Ill) 

This, again, is 11ot a "po!"tal" insurance sc:heme, b~t an ordi1~ary "Life. 
AHsurance" c;cheme nta by the State (confined to Government Servants) in 
the same way as by any Iusurauce Company. Functionally, as well as on 

';:;rounds of publi\! con>e:Iiencc, there is no need to allocat~ the Fund to t.be. 
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Central Government. We recommend that the Bombay Government may 
take it over and decide subsequently whether it should be transferred (together 
with corresponding investments), at its actuarial valuation to the Indian Posts 
aDd Telegraphs Department. In any arrangement finally adopted, the interests 

·of the assured. (quite irrespective of whether their services are transferred 
to the Bombay Government or to the Central Government, as a result of the 
merger) must be ~ully safeguarded, and the facility which they now enjoy, 

of having their premia deducted from their pay bills, mU'st be continued. 

Should the Bombay Government decide to continue the Department tht·rn
selves, they should not, of course, issue any new policies, since the exif:>ting 
Postal Insurance scheme of the Government of India already provides the 
necessary facility for all Government servants in India. 

(3) Accident Insurance'Fund (Item 4 of Section A of Statement III) 

The position here is the same, mutatis mutandis, as stated above in connec
tion with the State's Life Assurance Fund, except that there need be no 

. objection to the Bombay Government's continuing to carry on the Accident 
In~uranc~ Fund by further annual contributions to it. 

(4) Provident Fund (Item 5 of Section A of Statement III) 

The Provident 'Funds relating to the staff employed in Railways, Broad
casting and Telephones will have to be wholly taken over by the Central 
.Government. 

So much of the Provident Fund balances of the 
(Statement III) as may relate to the staff to be taken 

"Other Departments" 
over by the Central 

GovErnment will also have to be taken up by the Central Government. As 
the ascertainment of this staff is not likely to be delayed beyond a month 
after the date of the merger, all the required particulars will be readily avail
&Qle at the. time of account-closing as at the date of the merger. 

The rest of the Provident Fund Balances must be taken over by the 
Bombay Government. 

It is most important that there should be an account-closing as at the 
date of the merger, and that it should be complete in all respects, including 
the interest (and Government contributions, if any), creditable to various 
Provident Fund Accounts-in detail (i.e., for each subscriber) as well as for 
the funds as a whole. 

(5) Departmental and other Deposits (Item 7 of Section A of Statement Ill) 

(a) Military Pedhi.-This is a small loan bank of. military personnel. 
'].'his must be taken over by the Central Governiilent. 

(b) Railways l 
(<~) Broad<;asting r The deposit balances of these three departments must 
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(e) "Central Revenues" in suspeuso deposits.-This representt:: the collec
tions made by the State by way of "Central" excise Duties (on Tobacco, 
\latches and Yegetable products), but kept in depos1t, pending division with 
the Central Government under the "pooling" arrangements now in forcE!. 
Strictly speaking, the division of this between the two successor Government~ 
must be made in accordance with what would_ have been the position had the 
diviFion been determined and finalised, on the date of the merger itself, in 
accordance with the "pooling" formulae between the Government of India and 
the Government of Baroda. The share payable to the Central Government 
must, therefore, go wholly to them and the balance, which would have gone 
wholly to the Baroda Government must remain over as part o£ the current 
assets of ·the State to be divided (in the event o£ there being a surplus of current 
assets over current liabilities) between the two S\ICCessor Governments as part 
-of su:::h surplus, on the lines indicated in sub-paras. 28(ii) and (iii) below. 

A contrary set of adjustments would be necessary in regard to Customs 
Revenue w~ich, thc.ugh divisible through a "pooling" arrangement with the 
Government of India is in fact credited by the State direct to its revenues; ao 
that here, Baroda's share- has already been received by it, credited to revenue 
and included in assets, whereas the amount payable to the Government of 
India remains wholly as, an outstanding liability not shown in the State's 
accounts at the a~count-closing date but treated as payable out of nex~ year's 
.revenues. 

A broad consideration of the figures relating to Central Excise and Customs 
DutiEs indicates however that the net amount likely to fall to the share of 
Bombay, after making appropriate adjustments and calculations' as above, 
would be comparatively trifling. Accordingly, we recommend that the entire 
joint "Central" revenues held in ·deposit, should go wholly. to the Central 
Government, and no further adjustments need be made. We may mention, 
how·ever, that t~ere would, of course, be no objection, in principle, to dealing 
with the matter on the more meticulous lines already indicated, if that should 
:he preferred. 

'(6) Remittance Account (Item 9 of Section A of Statement III) 

It is obviously impossible to allccate this balance until "cleared" by 
.entries to appropriate accounts on the receipt of advices from the rell}ittiug 
<lepartments. \\~hen ~o •,• cleared", the sorting bEotween "Provincia.~" and 
"Central" categ6ries .will be automatically achieved on a functional basis. 
For the present, however, it is assumed that the entire balance is "Provincial". 

~7) Suspense (Item 10 of Section A of Statement III) 

We have the same comments to offer here as un~er (6) above. 
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(8) Army (Military) Funds (Item 10 of Section B o_f Statement III) 

These are partly ·Regimental Funds, and partly Iteserve Funds for 
Military Establishments, Training, Building, Installation and Equipment. These 
are clearly "Central" functions; allCl the fund!'l must. therefore, be taken over 
h;y the Central Government. \Ve "·ere given to unclerst,Lnd, hO\~·ever, that 
during the ·current year substantial sums have been re-appropriated for the 
benefit of cun-en_t revenues of the State. In our opinion, such re-uppropriation 
to the e·xtent that it represents a re-appropriation of funtls intentlecl for 11011-

I. S. F. units or for raising and trainiug new units, 11l'etl uot be objected to. 

(9) Railway Betterments Fund (Item 11 of Section B of Statement III) 

This is clearly a "Central" function and the Fund must. therefore, be· 
taken over by the Centrai Government. The present Baroda administration is 
anxious not only that these funds should be expended, for the purposes intended, 
exclusively on the Baroda State Railway system, but also that as corresponcung 
liquid assets are readily available, such expenditure .should not (subject to the 
usual canons of financial propriety), be unduly delayed. Their conceru in this 
respect is both understandable anq proper; we, therefore, recommend that the 
Ceutral Government should deal with this Fund in the sense desireJ. by the 
present Baroda Administration. 

(10) Railway Capital Reserve. Fund (Item 3 of Section u ot ::mtement III) 

This is in addition to the Railway Deprecicltion Ftmtl; siuce "Railways" 
is clearly a "Central" function, the Reserve Fund nH;st be wholly fa ken over 
by the Central Government. As in the case of the lLtilwa• "Betterments 
Fund" referred to above, the present Baroda a'Llministration is l;atmally anxious, 
-and we support them in that respect--that this Funcl should be utilised for· 
Capital,Improvements, Extension and Development of the Baroda Railway 
system alone, and that, subject to considerations of fin::mcial propriety, such 
expenditure should not be unduly delayed. 

One important matter to which we must especiallv invite a.tteu.tion in this 
connection is that for a number of years up to Hl-l7-48. the State's policy, as 
regards the "appropriation" of net Railway rewnues (after charging deprecia
tion), was to take to general revenues nn mnount equal to 4 per cent. of the capi
tal nt charge and to credit the balance to the Railway (:lpibl Reserve _\ccount. 
During the current year (iu December Hl-l8), howewr. it was decide,l to c-h;1nge 
this policy. 'fhe details of the new formula. as also its t"ffeL"t 0n the current 
year's contribution by the Railways to the general rewnues of the State. nre for 
our present purposes irrelevnnt. But jt lws been sought to giw retrospectit•e 
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!ording to the new formula) to have been made in the past (from 1942-43 on
wards) shou:d be made good in the current year by a re-appropriation from the 
Hailway Capital Reserve; (the amount involved is Rs. 58.30 lakhs). We were 
incliued to regard t:hls procedure as altogether irregular; but it was pointed out 
;r; us that-

(i) for some years the Railways had not contributed t.o general revenues 
even according to the old formula; 

(ii) during thL years in which that formula had effectively operated the 
Railways had contributed far less to general revenues and far 
more to the Reserves than they should or need have done in ac
cordance with the principles followed .by the Government of India. 
in regard to their Railway earnings; aDd 

(iii) during 1948-49 the need for a special contribution to general revE'nues, 
-even from the Railway Capital Reserves, if need be,-was 
most urgent in view of the prevailing famine and foodgrains 
scarcity. 

We have examined these arguments. particularly that set out in (i) above, 
sympathetically; and we consider that, in the circumstanc~s. the re-appropria
tion need not be obJected to. We -:ecommend accordingly. 

(1.1) Post-War Reconstruction Fund (Item 1 of Section E of Statement III) 

This has been provisionally classified in Statement III as "J?rovincial". 

On 31st July 1948 this was the only Reserve Fund with non-specific o~jec
tives. It ha:; been built up out of revenue surpluses during war years. The 
expenditure already :ncurred out of it (up to 31st July 1948) \vas as follows:-

On "Central" Capital Asaets. 

Tclephonns 

On "Provincial" Capitr:tl Asset11. 

Eloctric Schemes 
Okha. Port 

TOTAL 

P.,s. (in Lakhs) 
0·.1)1 

0·05 

~6·33 

26·89 

The balance of the Fund on 31st July 1948 was, therefore, Hs." (216·61-

26-89) lakhs=Rs. 189"72 lakhs, represented by "(unspecified} assets included 
:•mong current "banking" assets . 

. We have anxiously considered whether the whole of this should go to the 
Bombay Government for expehditure in the "provincial" field in Baroda 
territories, or whether any part should equitably be taken by the Central 
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Government for expenditure on "Central" ob!ectives in those territoril'.j. It is 

not easy to decide this issue on any a priori grounds. For while it is true, that 

having been built up out of the conjoint "central" and "provincial" revenues of 
Btn-oda in the past, the Central Government can ~pproprintely insist upou 

taking over a not unsubstantial part of this fund, on the basis perhaps of the 
p1o-rata "central" and "provincial" revenues of years during which the Fund 

was accumulated, one must also have regard to the "needs" in the two fields 

of expenditure in Baroda, which are now to be separated. On that basis, it 

n!.ust be conceded that the Railway and Defence Capital requirements of the 

futme have been _fairly ad~quately provided for by the separate Capital 
Reserves existing specifically for those purposes and that only the Telephone 

and "National Highways" requirements of the future remain principally to be 

considered so far as "'Central" functions in Baroda territories are concerned. 

The "upper'' limit to_ the Central Government's "claim is thus furnished 

by the "pro-rata revenue" test, according to which the maximum they could 

cl:!.im would be almost exactly· one-third of the gross amount at the credit 

of the fund less the expenditure already incurred _on telephones. On that 

basis, and by reference to the position as at 31st July 1948 the Centre should 

get one-third of Rs. 216·61 lakhs, l~ss Rs. 0·5llakhs, i.e .. Rs. 71·70 lakhs 
of this Fund. On the other hand, the "lower" limit .is furnished, in general 

terms, by the ''needs'' in the Cent!al field, as indicated above. And it is 
important in this connection to keep two circumstances in mind-

first, that the Trunk Telephone system in Baroda is still very much in

complete; and 

second, that there is only a very small mileage of trunk roads in the 
state V.·hich is now eligible for classification as "National High
ways" and that an important road which ·will eventually qualify 

as "Natioual Highway" is now at the "alignment" stage and 
will require considerable expenditure. 

These needs are urgent, and their satisfaetion will be both expensive and 

fo~ t.he lastiug benefit of the pe<?ple of the State. We would, accordingly, 

recommend that the portion of the fund which should go to the Central Gov

ernmeJ,lt should be 12 per cent. of the gross amount at credit, less the ex
:r-enditure already incurred on "Central" objectives. The result (at 31st July 

1948) would be-

O;rw-tPnth of Rs. 216~61la.l;:h;;. 
Less Exprnfliture on tdephon~:s .• 

Rs. (in La\hs) 

21.66 

0·51 

21·15 

The balance of the net amount ut credit of the fund, i.e., (l].s. 189·72-
21·15) lakhs=Rs. 1()8·57 lakhs should go to the Bombay GovernmE-nt. 
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27. The result of t.he foregoing discussion and recommendations may be 
8ummai'ised in the following form showing the proposed allocation of current 
a!Id funded liabilities shown in l::>tatement III, between the two Governments:-

Section. Particulars. "Provincial" "Central'' "Total" 

(Rs. in Lakhs) (Rs. in Lakhs) (Rs. in La.khs) 

A. Banking or Cur ent Liabilities 
(subject to re-allocation of 
"other" Provident Funds) . 732·14 393·77 1125·91 

B. Specific "Functional'.' Funds. 39·32 60 10 99•42 

c. Specific Capital Reserve 24•73 177':54 202·27 

D. Land Revenue Equalisation Fund 107·03 107·03 

E. Post-War Reconstruction Fund 194:951 216•61( 
Less Amount already spent thereout- J 
of on Productive Capital Assets -26 · 38 

21·66} 
-0"51 -26·89J 

TOTAL 107J·79 652·56 1724 35 
-----

NoTE.-The above summary does not include the liability on account of 
Depreciation Fuuds which have not been specifically inv;3sted . (lts. 27 ·03 
Jakhs '"Pro\'incial' · and Rs. 54·67 lakhs "Central"-Total H.:;. 82·60 lakbs); 
at; already stated, these amounts should be taken in reduction of the book
values of the assets concerned, excepb' to the extent that· investments in the 
~lu1pc of "current" or liquid assets are actually available after providing for 
all current liabilities and Funded obligations. 

28. Turning now to the current or liquid Assets of the State, Statement 
IV attached hereto shows what these assets were as at 31st July 1948. [Items 
13 aud 14 in that l::>tatement are, for the present, assumed to be of "provincial" 
char.wter for the same reasons as those stated against the corresp~>nding liability 
item~:~ of Statement III,-vide sub-paras. (6) and (7) of para. 26.] 

The primary basis for apportioning and. allocating these current assets 
~;hould, in our opiuion, be that each successor 
sufficient assets to meet the liabilities or Funds 

Goverument must be giv~n 
allocated to it-vide paras. 

l:!,·:.w and 27 ~>upra, and that within this over-all primary limit, ·eacli Govern
went must, so far as possible, fi1:st take up those specific assets which are 
t!pprupriate to the liabilities allocated to it and/or to its functions. Finally, 
.,\lJ surl?lus of current assets over liabilities must first be allocated against 
Dt:preciation Funds (vide note under par:~. 27) and the balance, if any, divided 
between the h,·o Governments on some equitable basis. (The income arising 
f!01n 'current' assets must be classified ns 'Cenfral' or 'Provincial' according 
to the allocation of the assets themselves .as between the bvo Governments). 

(i) The result of this recommendation can be readily appreciated by a 
reference to the "remarks" column in Statement IV. It shows that items 
4, 8 and 12 (a) totalling Rs. 47·61 lakhs must be taken up by thl~ Central 



Government, and that items 1, 7, 9, 10, 11, 12(b), 13 and 14 totalling 
Rs. 737'80 lakhs, must be taken up by the Provincial Govemmet.~t. The posi
tiun will then be as follows :-

"Provincial'' "Central" "Total" 

(Rs. in Lakhs) (Rs. in Lakhs) (Rs. in La.khs 

Allocation of Liabilities and 
Funds (paragraph 27 supra) 1071•79 652·56 1.724·35 

Allocation of Current Assets 
as above 737•80 47·61 785·41 

----
Balance (uncovered Liabilities) 333·99 604·95 938·94 

----· -----
(ii) The balance of available current assets would then be items 2, 3, 5 and 

6 of Statement IV namely, 

Governinent Securities 

B01 us and Debentures 

Industrial & Commercial Sabres 

Fixed Deposits 

'l'his amount is sufficient to provide:-

TOTAL 

Rs. (Lakhs). 

63·826 

18 00 

248.61 

513·64 

1418·51 

First_!y, assets to the furl extent of the uncovered balance. of the liabilities 
(Rs. 938·94 lakhs) assigned to the two Governments-Sub-para, 
(i) above; 

Secondly, assets to the full extent of the Depreciation Funds (Rs. 82.60 
lakhs), which would othenvise have to be taken in deduction of 
the book-value of the 'assets concerned (vide para. 24 and Note 
under paragra:eh 27). 

There will then remain an over-all net surplus of assets over liabilities 
(Hs. 396·97) lakhs) to be divided between the. two Governments on some equit
able basis. Theoretically there are two alternative ways of sharing this over-all 
surplus:-

either in proportion to the "Ce,!ltral" and "Provincial" revenues of the 
St~te, from which, obviously, this surplus was built up. 

or in proportion to the· "Central" and "Provincial" expenditure, upon 
which this surplus would have been spent by the State. 

The former alternative favours the Central Government; this is particularly 
so in this case, because a glance at the relative amounts already spent on 
"central" and "provincial" productive capital assets (paragraphs 24 and 25 
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•up-ra) will show that the expenditure in the past on assets of the former cate
gory has been relatively heavy. For these reasons, the expenditure-basis 
would, we consider, be more eqmtable. We recommend accordingly. The 
result will be that the Centre will be entitled to only one-tenth of the surplus 
t>sset's. 

(iii) The final division of the residual assets, enumerated at the oommence
z:wnt of sub-para. (ii) above, which we recommend, in accordance with the 
principles there enunciated. is accordingly as follows:....--

Against Againsu Out of net 
Unoovered DE-preciation over-all TOTAL 
Liabilitifls. Funds. surplus. 

Rs. in lakh~ Rs. in lakhs Rs. in lakhs Rs. in lakhs 
-

To the Central Govt. 604·95 54·67 39·70 699·32(x) 

To the "Provincial" Govt. 333·99 27·93 357·27 7I9·19(y) 
----- ---- --=-

TOTAL 938·94 82·60 336·97 1418·5I(z) 
---- -----

\Ve further recommend th k component item of the liquid- assets as at 
(z) above should be divided between t~e Central Government and the Provin
.cii.l.l Government, so far as possible, in the ratio (x) : (y). 

29. There remains the quesu10n or maiCating the modus operan ... • ..1 the 
.c:vent of there being an excess of liabilities over assets on the date of the 
.wcrger. 

In su<.:h a contingency, there can, of course, be no question of providing 
.any liquid assets against Depreciation Funds. These should,- in such circu~-
2tnnces, be taken in reduction of ,the book value of the assets concerned. 

As regards the remaining liabilities and Funds, a careful consideration 
<>f the summary, set out in paragraph 27 above, itsel£ furnishes the answer. 
·n~ose liabilities have been arranged in descending order of priority; and of 

them those grouped under Sections A and B are either "outside" or earmarked 
liabilities which must be men, whereas those under Sections C to E are in the 
m:ture of "surpluses" credited to Funds or Reser:ves. 

It follows that any excess of liabilities, as there grouped, over current 
nesets must first be utilised to "extinguish" the funds grouped under Section 
8, next the Reserves under Section D, and finally the Reserves under Section 
C. In so extinguishing these Funds and Reserves,. the "Central" portion 
of each Fund or Reserve may, as a matter of justifiable -concession, be ex
tinguished before the "Provincial" portion. We recommend accordingly. 



3u 

Vl.-SUMMARY OF RECOMMENDATIONS 

RO_ Our nrincinaJ conclusiOn..q and recommendation.q a.re summarised below:-

( 1) Terms of l<.ett:rence 

In the case of Baroda, we are in effect con.cerned onlj with terms of 
reference (4) and (6), viz., the integntion of the Federal Finances of Baroda 
with the finances of the Central Government, and the consequential finanfial 
adjustments and rela~ions which should subsist between the Government of 
Bombay on the one hand and ·the Government of IndLl on the other, in respect 
of the merged terr~t6ry. (Para. 5). 

[2) Constitutional Position 

The Constitutional position is that after the necessary Order under Section 
290-A of the Govefi!IIlent of _India Act, 1935, is issued by the Governor
General in respect of Baroda. the Bombay Government and Legislature will 
exercise in the area newly added to that .Province only those powers they are 
now exer<?ising in- the Bombay Province under the Act; whil~, in the same 
area, the Dominion Government and Legislature will exercise p~wers in respeci~ 
of "Dominion" subjects precisely as they are now. doing in Bombay Province 
as at present constituted. (Para.. 7) 

[3) Consequential Basis of Approach 

Assets, liabili:ies, functions and sources of revenue of the former Baroda 
Government which are classifiable as "Central" will accordingly vest 
in the Dominion Government, while "Provincial" assets, liabilities, functions 
and !3()Urces of revenue w.ill vest in the Bombay Government. Any special 
arrm.gements at present subsisting between the Government of India and the 
Enr<><la. State in respect of "Central" functions and revenues will terminate_ 
(Para. 8). 

(4) Allocation of Departments, Assets, Liabilities, etc. 

As from the date of the merger the Central Government will take r.ver 
all "Central" sources of revenue and the administration of all Departments. 
concerned with "Central" functions, together with all connected unproductiv~ 
capital assets, current liabilities, outstandings, refunds etc. (Para. 10). 

Similarly, all specific productive capital assets connected with "Central .. 
functions (e.g., railways and telephones), together with any debt, casb 
balances, liabilities and. outstand.ings specifically relating to them, should also 
be takea ovar by the Government of India. (Para~ 11). 

"Current" liabilities and Funded obligations of the State must be alloca
ted between the Central Government and the Bombay Government on a "func
tioml" basis, coupled -with the principle of public convenience. The alloca
tion of such liabilities should be accompanied, so far as may be possible, by 
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an equivalent allocation of current (liquid) assets. There will then remain a 
net surplus of liquid assets or of current liabilities, to be apportioned between 
the two successor Governments. (Paras. 12-13). 

(5) "Central" Revenue 

The average annual revenue realised by .Baroda from "Central" sources 
wa .. Rs. 186 lakhs, on the basis of the _ average of the last three completed 
!lccounting years of the State. (Para. 15). 

(6) "Central" Expenditure 

The expenditure classifiable as "Central" iucurred by Baroda during the~ 

~a&t completed financial year (1947-48) amounted to Rs. 60 lakhs. (Para. 17). 

(1) Financial (Revenue) adjustments required between the Central Govern
ment and the. Government of Bombay 

We recommend that the net revenue-gap m the finances of Barod& 
(viz., Rs. 126 lakhs per annum), arising from the loss of "Central" revenues 
&nd taxes, as reduced by the savings in respect of "Central'' expenditure, 
ufte1 Federal Financial Integration, should be made good as follows:-

(a) by the Bombay Go,verument assuming responsibility, with effect from 
1!)50-51, for Rs. 50 lakhs per annum, i.e., 40 per cent. of Rs. 126 
lakhs; 

(b) by the Central Government assuming ·re'sponsibility for, and 
guarunteeing to pay to the Bombay Government as from the 
date of the merger, a sum of Rs. 126 lakhs per annum up to 
31st March 1950, and thereafter a. sum of Rs. 76 lakhs per annum 
for a period of 10 years, in the shape of-

(i) the share of divisible income-tax and other divisible federal ~axes, 
if any, which will accrue to the Bombay Government on account 
of the addition of the Baroda territory to the Province; and 

(ii) and ad hoo revenue subsidy to the extent to which (i) should fall 
short of the guaranteed amount. 

In our considered opinion, the Bombay Government should have no diffi
culty in bearing a share of the net revenue-gap as suggested above. (Para. 20). 

(8) Specific matters connected with Revenue and Expenditure 

We have made several detailed recommendations concerning certain 
specific matters relating to items of ·:central" reve:r;mes and expenditure, and 
coucerning the taking over of the respective departments and_ staff by the Gov
ernment of India; those relating to Income Tax are of special importance. 

(P:tras. 16 and 18). 
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(9) Ruler's Immunities and Privy Purse 

Steps should be taken to secure, by necessary executive orders, statutory 
notifications andjor amendments (as may be appropriate), the continuance of 
the personal immunities of the Ruler in the matter of taxation etc. 

With regard to the Privy Purse, our proposals have been evolved on the 
basis that it will not be a "Central" liability. If, however, the Privy Purse 
should, for any reason, be made payable out of Central revenues, the net ''Ceu 
tral" revenue-gap of Baroda will be reduced by that amount; we have suggested 
consequential changes in the amount thereof to be borne by Bombav ancl the 
amount 'to be guaranteed by- the Central Government; respectively, (Para. 21). 

(10) Assets and Liabilities 

(i) "Unproductive" spe~ific Capital assets pertaining to "Central" func
tiom, will be taken over by the Government of India without valuation; the 
rest of such assets will go to the Government of Bombay. 

(ii) "Productive" capital assets of a ."Central" nature will similarly be taken 
over by the Government of India; their book value, l.ess specific debt attached 
to the assets, amounted toRs. 624·17 lakhs on 31st July 1948. 

"Productive" capital assets of a "Provincial'" nature will vest m Bombay 
Government; these were valued in the books at. Rs. 192 · 33 lakhs on the same 
date. (Paras. 24 and 25). 

(iii) We hav~ made several detailed recommendations regarding the alloca
tion of certain specific items of current or banking liabilities to the Central 
Oo,·ernment or the Bombay Government and also about the apportionment of 
cHtain Funds and Reserves. [Paras. 26(1) to (8)]. 

(iv) We have recommended that the Railway Betterments Fund and the 
Railway Capital Re~erve Fund should be utilised for the purposes of the Baroda 
Rtate R-ailway system only and without undue ·delay. [Para., 26(9) and (10)]. 

{v) We have recommended that the portion of the Post-war Reconstruetion 
Fund which sh<wld accrue to the Centre should be 10 per cent. of the gross 
amount at credit less expenditure already incurred on "Central" objectives: 
the amount so allocated to the Centre should be ear-marked for expenditure 
upon "Central" objectives in Baroda territories. [Para. 26(11)]. 

(vi) ·we have drawn up a scheme under which the Bombay Government and 
the Government of India will each receive sufficient current or liquid assets to 
meet the iiabilities or Funds (including Depreciation Funds) assigned to them. 
We have further recommended that the Central Government should receive 
one-tenth of the over-all surplus of current assets over liabilities; the amount 
so allocated to the Centre should be ear-marked for expenditure upon "Central" 

objectives in Baroda territories. (Para. 28). 
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('Vii) Should there be a surplus of cummt liabilities over liquid a.esets on the 
actual date of the merger, we have indicated in what respects, the plan suggest
ed will hnve to be modified. (Para. 29). 

31. In view of the complexities and importance o£ the issues arising out of 
the merger, and the large amount of detail to be attended to purely from the 
accountancy and financial points of view, it would be desirable, if possible, to 
invite the Auditor-General of. India to appoint an officer on special duty to 
a~;sist in the implementation of the decisions which may be taken on the various 
1uggestions and recommendations made by us. 'fhe officer shol,lld be required 
to work locally in the office of the present Accountant-General, Baroda, for 
about six months after the merger but under the control and directions of the 
Accountant-General; Bombay. It will be a great. advantage if such an officer 
could be appointed as soon as orders of Government are passed on this report. 
The Officer will have to verify carefully, the accuracy of the figures finally to 
be adopted in the computations of Assets and Liabilities as on !the <late of the 
merger; and we ourselves would, of course, be glad to offer such assistanee as 
may hE' necessary, in clarifying any points of principle arising out of the report. 

!32. This report is not signed by Mr. Patil. as ht> is out of India at present. 
But all the important issues h.1 ve Lceu discussed with him and the conclusions 
reached have his full concurrence. 

G. SWAl\UNATHAN, 

(Secretary). 

New Delhi, the lBt June, IU49. 

V. T. KRISHNAMACHARI, 

(Cht~irmaft). 

N. DANDEKER. 

(Member). 
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BARODA 

STATEMENT I. 

p A.RTlOULARS OF "CENTRAL " REVENUES WHICH WILL MERGE WITH THB: 
REVENUES OF THE CENTRAL GOVERNMENT UPON" MERGER" OF THE STATE 

INTO BoMBAY PROVINCE -

Actual Receipts Average Reference 
for to 

Particulars 1945-46 1946-47 1947-48 three Foot-
years notes 

Rs. Rs. Rs. Rs. 

(Lakhs) (Lakhs) (Lakhs) (Lak.hs) 

1 Customs Duties on 
Foreign Trade:-

Import Duties 
Export Duties 

2 Corporation Tax 
( othPr than A gri
cultural Corpora
tion Tax). 

3 Opium Receipts 
(Recovery of cost 
of cultivation and 
manufacture). 

4. Income-Tax and 
Super-Tax (other 
thar. Corporation 
Tax and Agricul
tnr<tl Income-Tax). 

5 " Central " Excise 
Puties. 

6 Salt 
7 Customs Duties on 

Internal Trade. 
8 Railways · 

9 Posta.I '' Immunity " 

I 0 T£>lephones 

31·98 
0·26 
6·48 

4·35 

73·60 

23·21 

23·31 

1·25 

0·55 

11 1\fi"rof'l'ln,titt>'t\'1't'~·~-t'fh~~~ ,~~-
tere.;;t on "Central" 
investment~.) 

TOTAL 

31 ·42 31·78 
0 ·18 0 ·39 

·10 2 ·60 

1·21 1 ·50 

94·75 119·60 

34 ·68 20·74 

23 ·52 21·72 

1·25 1·25 

0·54 0·94 

164·99 191 ·65 

31·73 Note (1J.' 
0·28 
4 ·39 Note (2) 

2 ·35 Note (3} 

95 ·98 Note ( 4). 

26 ·21 Note (5)· 

:Note (6) 
Note (7}· 

22 ·85 Note (8) 
(net) 
I ·25 Note (9)· 
(net) 
0·68 
(net) 

200·52 185·72 
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Baroda 

NOTES RELATING TO STATEMENT I 

, (l) This represents B~roda's share o~ the total Customs Revenue "appropri
ate t_o each year, according to the sharmg arrangements with th? Government 
<>f India. 

(2) As Corporation Tax is not separately levied in Baroda 2(3rds of Super
Tax is taken under this head. 

(3) This is an estimate of receipts from cultivation ·and Inanufacture of 
opium. The entire opium cultivated and manufactured in the State is internally 
eonsumed. In accordance with the practice of the Government of lndia receipts 
from "cultivation and manufacture" of opium are equated to· the ~stimattd 
dtijJ~i'tllitiiit~l i&,qt fur cu.lti-Y~tiuii ~iid llii.iiiuf~Gti.lrti vf ujJiiilli. 'it.e balance of the 
income under the head 'Opium' is excluded as "Provincial" revenue which will 
continue to accrue to the benefit of the Provincial Governm<·nt. 

(4) These are Income-Tax receipts plus l/3rd Super-Tax receipts les,q propor
tionate Refunds relative to Income Tax as distinct from Sales-Tax. There is no 
Agricultural Income-Tax levied in the State. 

(5) "Appropriate" figures for each year are taken for· "poQled" items (actuals 
for 1945-4G and estimates for the other two years). 

(6) Refunds have been granted to Baroda by the Government of India for 
surrendering their rights for~ manufacturing Salt and levying duties on it. These 
are, however, omitted as Salt Revenue has entirely ceased from 1947-18 and is· 
1Wt, therefore, a loss arising from the merger. 

(7) The "protective" Internal Customs Duties are already being aho!i;;hed 
.owing to:-

(i) the expenditure being much more than the revenues. 

(ii) no protective measurea of this kind being necessary for Port Okha, and 

(iii) the changed political circumstancPs through the formation of Saurashtra 
Union. 

The amounts are, therefore, omitted being loss not resulting from me.rger. 

(8) These are the net contributions to general revenues in the form of 4% 
interest on the capital advanced by the State, in. accordance with the normal 
practice of the State in the years ir! question. 

(9) This represents cost of Service Stamps supplied free by the Gon•mmt>nt of 
India. to thf' Baroda State. 

Free carri8cre of State Mails within the State, which used t.o benefit the State 
by Rs. 0. 25 lakhs or so, h·as alr~ady been stopped ; it is not, therefore, a loas re-
sulting from merger. 

(10) As "Federal" funds are not. separr..te~y inYeste?, no figures. can b~ worked 
.0 ut. The amount to be finally shown here will be the mterest recen:able (m future) 
by the GoYernment of India upon currE'nt assets a~1d .i~lyE'stments alloca\etl to them, 
Jess the interest payable by them upon current habihhes and fnnds a.located to 
them upon mt>rger. 
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BARODA 

STATEMENT II 

PARTICULARS OF "CENTRAL" EXPENDITURE WHICH WILL MERGE WITH THE EXPEN
DITURE OF THE CENTRAL GOVERNMENT UPON "MERGER " OF THE STATE 

S.No. 

I. 

2. 

Particulars 

Cost of collection of Customs Duties on Forejgn 
Trade • 

Cost of collection of Central Excise Duties . 

Amount 
(Rs. in.lakhs) 

1947-48 

0·25 

2A Cultivation and Manufacture of Opium 1·50 
3. Cost of collection of Income-Tax 2·69 
4. National Highways . 1·98 
5. Defence (excluding c01st of non-!. S. F. Units) 45·00 
6. Aviation ·0·30 
7. Broadcasting . 2·09 
8. Meteorology 0·07 
9. Arehaeology 0·35 

10. Geology (Snfvey) 
II. (a) Patents, Copyrights, Trade-Marks 0·07 

(IJ) Joint Stoek Companies -0·10 

12. Ad lwc (Federal Civil Works) etc. (other than 
1\!ili tary) 0·25 

13. Pensions-of Military and " FcJeral " P0rsonnel { 1 ·35· 
(unless already included under preceding items). 0 ·40 

14. Accounts and Audit 3·66 

ToTAL 59·86 

NOTES RELATING TO STATEMENT II 

Reference 
to Foot 

notes 

Note {I) 
Note (2} 
Note {2A) 
Note {3) 
Note (4) 
Note (5) 
Note (6) 
Note (7) 

Note (8) 

Note (9) 

Note (10) 
Note (lOA) 

Note (11) 

Note (12) 

(I) This represents the expenditure on collection of Customs Duties at Ports 
other than Port Ok~a. Expenditure for the latter is deducted from Customs 
revenues as shown in Statement I. 

{2) The expenditure is deducted from the receipts from Central Excise as shown 
m Statement I. 

(2A) Estimated at 70% of the total cost of " opium " department. 

(3) 70 per cent of the Establi~hment cost of the combined Sales and Income• 
Tax Department has been taken in arriving at this figure. 

(4) Represents Estimated CXj!cnJiture on maintenance of"National Highway" 
(6') miles) at Rs. 3,000 per mile per annum. 



(5) The exp;mditure on u·m-1. S. F. Units ha.s been excluded at 40% of 
the total expenditure, after fir."!t deducting therefrom the "provision" for raising 
and training new units. Sundry receipts from Defence are deducted in proportion 
of 60% of the total receipts. Similarly charges for maintenance of buildings, and 
dearness and other allowances, charged to the Civil Budget, have been added in 
proportion to the expenditure on I. S. F. and non-I. S. F. Personnel. 

(6) This is the mainten~nce charge for Baroda Aerodrome. 
(7) The Baroda Broadcasting Station was sold to the Government of India. 

on the 16th December 1948. 
(8) (a) The figures for Patents and Trade-Marks are "less receipts". The 

Establishment charges are being incurred from 1st January 1947. 
(b) The receipts from Joint Stock Companies exceed the expenditure. The 

net figure of -0 ·10 is arrived at as below :-

Expenditure during 194 7-48 
Deduct-Receipts during 1947-48 

Rs. 
15,729 
25,953 

-10,224 or say Rs.-0·10 lakhs. 

(9) This represents tlie cost of compensation for land in Aerodrome work."! fpaid 
by Baroda. · 

(10) Pensions of I.S.F. Personnel are grouped here on an approximat~ basis. 
A sum of Rs. 0 ·10 lakhs is added each year to show the additional expenditure on 
new pensioners. The actual amounts spent on pensions in the Military Depart
ment in lakhs of Rupees (including I.S.F.)·.were :-

194.5-16 
Rs. 

1·77 

1946-47 
Rs. 

2·01 

1947-48 
Rs. 

2·22 
(lOA) Pensions of other "Central" personnel estimated at Rs. 0·40 lakhs. 

(11) The distribution of Audit charges is made on the following computation:

Rs. 

Total Accounts and Audit Expenditure . 
Add Expenditure on dearness allowance and house

rent, etc. 

Less Non-I.S.F. l\Iilitary Audit 
Investment l\Iahal (Provincial) 
Chitnishi Branch including supervision of 

Accountant-General and his principal 
Assistants (50% Provincial) 

Compilation and Budget (Provincial) 
Savings Bank (P•·ovincial) · 
Continge.acy and Dc~d Stock 

Balance "Central" • 

0·07 
·13 

·25 
·24 
·08 
·04 

(Lakhs) 
3·26 

1·21 

4·47 

0·81 

3·66 

(12) Expenditure in respect of dearness allowance, house-rent allowance and 
other allowances is included under eaeh Department. 



S.No. 

1. 

2. 

2. 

·4. 

.5. 

·6. 

"7. 

:8. 

9. 

iO. 

~· 

BARODA 

STATEMENT III 

ANALYSIS OF WBILITIES AS AT 31ST JULY, 1948. 

Reference 
Particulars " Pro- " Central " Total to Foot-

vincial " notes 

Rs. ··Rs. l~s. 

(Lakhs) (Lakhs) (Lakhs) 

(A) Banking or curt"e nt lia.bilities. 

State (Treasury) Savings Bank 
Deposits 79·62 79·62 

Local Ce1s • 23·85 23·85 

State Life Insurance Fund (not 7·44: 7·44 
Postal). 

Acddent Insurance Fund 0·29 0·29 
(Museum and Port). 

Provident Funds: 

(a.) Railways, Broadcasting and 24·26 ~ Telephones. 26·2.:! Note (l) 
. {b) Other Departments 1 ·96 J 

Probationary Fund (?) 0·31 0;31 Note (2) 

Departmental and other Deposits-

(a) Military (Pedhi) 3·36 l (b) Railways 68·77 
(c) Broadcasting 0·52 
(d) Telephones . . 0·89 ~ 484 ·53 Note (3) 
(e) "Central" Revenues (Tobacco, 295·97 ! Matches and Vegetable Products 

Excise Duties). 
(/) Others ("Provincial") . 115 ·02 J 
Endowments and l\I€'Illorial Funds 23·38 23·38 

"Remittance" Account Balance (?) 416·16 416 ·16 

Su!'pense (?) 18·42 18·42 

U. Village Uplift Trust Funds . 23·03 23·03 

12 .. Shanta Devi Trust Fupd (and 22·66 22·66 
Interest) 

TOTAL OF (A) 732 ·14 393 ·i7 112.3 •91 
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BARODA 
STATEl\IENT lli-contd. 

-

.ANALYSIS OF LlniLITIES AS AT 31ST JULY; 1948-contd. 

!{o. Particulars 
"Pro
:vincial" 

Reference 
"Central" Total to Foot

notes 

(B) Specific "Functional" 
Funds. 

1. Child Marriage Insllrance 
Fund. 

2. City Improvement Fund 
3. Text Books Fund 
4. H. H. "Coronation Book" 

Series Fund. 
5. Secondary Education (Labora

tories, Buildings and Equip
ment) Fund. 

6. Attached Area Development 
Fund. 

7. :Miscellaneous Funds (l\Ial 
Vera, Shiledari and attach
ed area). 

8. Distress Relief Fund 
9. Police, Jail, and Political 

Funds. 
10. Army (Military) Funds 
II. Railway Betterments Funds 
12. Cotton Cloth and Yarn Cess 

Fund. 

ToTAL of (B) 

(0) Specific Capital Reserve 
Funds. 

Rs. 
(Lakhs) 

l·ll 
0·27 
0·37 
0·21· 

4·75 

10•16 

7·55 

39·32 

1. Local Boards Reserve Fund . 1 ·54 

Rs. 
(Lakhs) 

49·99 
8·82 
1·29 

60·10 

2. Electric Schemes Reserve Fund 23·19 
3.' Railway Reserve Fund 170·40 
4. Telephones Reserve Fund • 7 ·14 

Rs. 
(Lakhs) 

l·ll 
0·27 
0·37 
0·21 

4·75 

10·16 

7·55 

4·93 
9·97 

49·99 
8·82 
1·29 (Note (4) 

99·42 

1·54 
23·19 

170·40 
7·14 

------~--------------------
''TOTAL of (C) 24 · 73 177 ·54 

(D) Specific Ret'enue Resen·es 

I. Land Revenue Equalisation 
Fund. 

(E) Non-Specific Development 
Funds. 

107·03 

I. Post-war Reconstruction Fund 216·6H1) •• 

.GR.~ND TOTAL (A TO E) 1119·83 631·41 

202·27 

107·03 

216·~1 Note (5) 

1751·24 Note (6) 
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BARODA 
NOTES RELATING TO STATEl\IENT III 

(1) So much of this as relates to personnel who may be transferred to the 
Central Government will have to be taken over by that Government. 

(2) The nature of this item is not clear ; it is assumed to relate to "Provincial" 
functions. 

(3) Represents undivided collections of " Central " Excise Duties. 

(4) It is assumed that this relates to "Central'' functions. 

(5) Provisionally assumed to be wholly "provincial" Of this, a certam 
amount has been already spent on certain productive capital assets as follows :-

Telephones • Rs. 0 ·51 lakhs "Central" 
Electric Schemes • . Rs. 0 ·05'lakhs "Provincial" 
Okha Port . Rs. 26 ·33 lakhs " Provincial " 

(6) General.-The analysis in Statement III does not inelude Depreciation 
8'unds which have not been specifically invested (Rs. 27 ·93lakhs " Provincial " and 
~s. 54 ·67 lakhs "Central "-Total Rs. 82 ·60 lakhs); these will be taken in_ reduc
ion of the Book values of the assets concerned, 'ltnleis investments or othel' 
iquid assets are actually available after providing for a.Zl current liabilities and 
runded obligations. 
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BARODA 
STATK\IENT IV 

ANALYSIS o~ CuRRE::\"T OR LIQUID AssETS As AT 3bT Jt"LY 1948. 

l'artlcular.s 

I. Cash and Bank Balances 

2. Government Securities 
3. Bonds and Debentures 
4. Railway Shares 

Amount 
(Rs. 

in lakh . .:) 
Remarks 

86 ·SO To be taken up by the Provincial 
Government (for "Ways and 
)lean;;" I't'a;)On.s). 

638·26 
18.·00 
7 · 68* To be taken up by the Central 

Government. 
5. Industrial and Commercial Shares 248 · 61 
6. Fixed Deposit:dn Ba'lks 513·64 
7. Cash in Police "Pedhi" 0·36 

8. Cash in l\lilitary "Pedhi" 3·36 

9. Insurance Fund Invet>tments 7·23 

10. Tru!:lt Fund Investments 50 ·IO 
ll. Att-ached Area Fund Investments- 3 · 4 i 
12. Current Loans.and Advances-

To be taken up by the Pro-
vincial Go\·ernment. 

To be ·taken up by the Central 
·Government. -
To be taken up by the 'Provin-
cial Gowrnment; -

Ditto. 
] >itto. 

(a) "Central" Departments 
or for "Central" Functions. 

(b) Others-"Provincial" 

36 ·57 To be taken up by the Central 
Government. 

13. 

u. 

Positive Balance on "Remit
tance" accounts. 
Suspense (including 0 ·03 on 
"rounding"). 

TOTAL 

219·53t To be taken up by the Pro
vincial Go,·ernment. 

362·6:5 Ditto. 

7·66 Ditto. 

2203·92 

*Railway Shares.-The amount shown against this item in the published Bud<Yet 
Memorandum of the State is Rs. 20·07 lakhs. This figure includes a sum" of 
Rs. 12 · 39 Iakhs which represents investment in a fixed capital as,-,;et, namely, the 
Tapti Valley Railway and has bet>n classified accordingly, ride para. 24 of the 
Pwport. The amotmt to be taken as repre;;;>nting liquid or current assets, is 
therefore, only Rs. (20·07-12·39) lakhs or Rs. 7•681akhs. 

tAdmnus for purchase of food-grains will be included in this. The amotmt of 
such ad\·anot>s will be representrd actually by-

(i) Cost of stoc·ks of food-grains on hand; and 
(ii) Accumulated losses: 

(a) State·~ share, 
(b) Go\·ernment of India's share (subsidy). 

rfhe figui'c for such "Advanres" ~hould ,he S?bstitu~~d, when preparin~ the 
Statement of Assds on the date of the merger by (t) and (n) (b) above; and (u) (as 
sh~uld be written off against the revenues of the State up to the date preceding the 
merge-r'. 


