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REPORT 

Terms of Reference 

'\Ve 11·ere avpointecl by the President of the Constit';Ient Asse~bly to exam~ne 
and report on the Financial Provisions or the ConstitutiOn A-ct Wlth tJhe followmg 
terms of reference:-

!. 'I'o examin..'!, with the aid of the memoranda on the distribution of re_venue 
between the Centre and the Provinces sent by the Government of. India f•nd 
the Provinces, the existing provisions relatfi1g to financ~ and b?rrowmg powers 
in the Government of India Act, 1935, and their worlnng clurmg the last ten 
_years nnd to make recommendations ns to the entries in the lists and sections 
to he embodied in the new Constitution. 

The. following points shall, m particubr, be kept. in view in making the 
!'e.commendutions:- . 

(a) How art• taxes to be allocated bet.ween the Centre and the Units as 
regards legislation, levy and collection? 

{b) Which are the :Federal taxes-

(i) who:-e net proceeds are to be retained eut~rely by the Centre; 
'(ii) whose net proceeds are to be entirely made over ~o Units; ~ 

(iii) whose net proceeds are to be shnred between the Centre and the 
Un~? · 

(c) Ou what princiR_}es the taxes menti~ned in (b) (iii) are to be shared 
between the Centre and the Units? 

{d) Whnt is to be the machinery for determining th_e Rh?res; ~-g., 
whether a Financial Commission should be appomted rmmediate­
l:v after the enactment of t.he Constitution to report on the piinci­
ples of shm·ing and their applicat:on to be brought into effect 
when the Constitution comes into force; and whether the same 
or a. similar Commission shoultl review these principles and thei~ 
t'lonerete application periodically, say, once in five years? 

II. What should he the principles on which Federal !!rants should be made to 
t·he Units in future? What should be the machinery "'for the determination of 
-such grants: could the same Financial Commission' as is referred to in I( d) above 
-act as the machinery for this purpose also, or should it be a different one? 

III. How could the Indian States be fitted into this general system as far as 
possible on the same terms. as Provinces? Shoulcl a time lao- be provided for 
their being so fitted in? "' 

IV. On tbe assumption of financial responsibility · for Defence, Foreign 
Affairs and Communications on lwhalf o£ t.l1e Indian States under arr!}ngements 
fovr accession to the Federation, what special financial arrnngements, i£ any, 
nre necessary between the acceding States and the Federation? 

V. Shot:ld the existing rights of the Indian States as to Federal taxes now 
levied by them be acquired on payment of compensation? 

VI. How far is it feasible, on the centralization of all customs levied at the 
Feder9,l frontie.rs, to permit Indian States affected by such centralization to r~­
taiu Rnch portiOn of the customs so levied at their frontiers as might ba attri­
buted to consumption in the States, etc.? [A review of the existing agreements 
between the. Centre and certain important Indian States us reo-ards maritime 

t . 0 
cus oms, exmses etc. may be o£ value. in this connection.l 



:;? 
Vll. Some Provinces have· claime<l a larger percentage of the iucome-tax to 

be ·made over to· them than under the existing system. Does· this claim merit 
consideration; if so, to what extent? 

VIII. A suggestion has been made that the Centre should be allocated only 
the excises on specified commodities, the rest of the field- of excise being left 
to the Provinces to tap according to :their needs. :would this be possible without 
any material detriment to Federal revenue? 

IX. On the basis that the residuary powers are vested in the Ceutre in the 
new Constitution s9 far as the _:pr?vinces are concerned, a~~ in the ::;tates so 
far as the States are concerned_, I~ 1t n~cessary .that any adthhonal spemfic taxes 
shodd be entered in the Provme1al List, and if so, what? 

X Is it .necessary to make any modifications in the existing provisious a3 
reg~r~ls procedll;re in financial. matters con;ained iu Sections 33 to 37 and 78 to. 
s3 of the Government of India Act, 1935 . 

XL A large numbe~ of Indian .~ta~es at present derive substant-ial revenues 
from land customs levied at. the frontiers between their limits and those of 

. ahbouring States or Provmces. <?ne of the fundamental rights already 
ne{o ted by the-Constituent Assembly Is to remove all internal barriers in reaard 
ac 0f de between Unit and Unit .. qould these land customs be done away ~ith 
!~h:; i:uunediately or over a penod <:f years, and if so, should any prejudice 

.. I therebv to the finances of particular States be compensated and in what causec v -

manner? . . . . 

[
'rhe Committee should kmdly m~lC~te clearly :VhiCh of its recommendations 

should go into the body of the Conshtutwn and whJCh shot:.ld be provided for by 

Federal law·] 
PrefatQ_ry Remarks 

. . b .. u.our work oil the 17th November 1:tncl have been sitting continu-
2. We ~g~e received memoranda from the various Provincial Governments 

ousl;r · vVe tteir claims for larger resour~es · as well as their points o£ view in 
setting ?ut th ~rith We have also received a memorandum from the Ministry ton ere... . . . . . . . 
conr:ec 1 of the Central Government giVmg a ~:ncture of the financial position of 
of Fmance in the near futm;e. The ~ecretar1at of the Constituent Assembly 
the Centre ed f r us information on vanous matters relating to the. _states, and 
has. collect 

1 
-~ mation regarding other Federations. It has also prepnre'l n 

nlso helpfu 1 0t~ r:s which come within our terms of reference· and this has 
d ft f the sec 10 k W · d bt d £ ' d ra . 0 

1 
h 1 ed us in our wor . . e are m e e or all these memoran a, 

consider~b Y edp drafts. We are ·also mdebted to some of the Pro.vincial autho­
informatwn an ·ed before us in person and discussed with us informally the 
rities who apJ?eaiout of the memoranda presented by their Governments. We 

t·ons arismg · 1· d kn l d · t ly ques 1 
1 also of the speCia ISe owe ge and experience of no on. 

availed ou~se vffi ·~1~ of the Central Secretariat, but of some members of the 
some .of t e: sec~bly and others who have unique knowledge of some of the 
Constituent a:~ our consideration. All our discussions, however, were free and 
problems und . fli<l not therefore, record any evidence, apart from th~ 
· formal; an '\'\ e . ' . · 
Ill da placed before us. · 
memoran . th other two of us would like to place on record our gratefl\l 

3 In partwular' · ~ t - e we have received from our colleague and SecretarY 
· . f the ass1s anc t• lt·f · · · 1 a· g the appreciatwn ° . . h amidst his exac mg, mu I arwus duties, me u m 

Mr. Rangachari, ~ 0erim budget, not only found time regularly to att~nd our 
preparation of the lll~ d his wide knowledge and experience at our dispo_s.a l 
111eetings, but also P a~~ short notice most of the available information re~tG~c­
ancl nrr:mged to ~ecfre like to thank Mr. B. Das Gupta of the ·west Ben~ t nee 
h-v- us. We shoul ~ tsof the intelligent and extremely well informed asslS a 
v:~rnment Secretana or . 
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h~ gave us. We are al~o iudebted to Mr. J\fukerjee, Joint Secretary of the Consti-· 
tu~n.t Assembly, ~or h~s help throughout ocr sittings and in particular for putting 

om teconunendahons m the shape of draft amendments to the Constitution. 

4. Our, terms of reference may be ciivideu bl'Ondlv into the four followin!! 
groups: . v __ ~ 

(1) Relations bet\veen the Centre and the Units and between t-he Units 
inter se; ' 

(2) Financial procedure, i.e., relating to the budgeil, expenditure 
money Bills; 

(3) Borrowing powers of Units; and 
(4) -Relations of the Union ,Vith the States. 

and 

\Ve have .accordingl;y, for conveniei1ee, regl'Ouped our terms of reference ns 
follows: 

(1) I, V:II, VIII, IX, II 
(2) X 
(3) I 
(4) III, IV, V, VI, XI 

.wd discussed them, as fur as possible, m the above orlier. 

Brief History of Financial Relations 

5. -Before dealing with the working of the financial an·angements iu the 
Gov_ernment of India _Act, 1935, it is necessary to give a brief account of the 
earlier arrangements so that we can have a con·ect picture of the problems 
before us. 

6. _The period before the passing o£ the G-overnment o£ India Act, 1935, falls 
iuto two well-defined parts, namely, the period endinO' with the 31st March, 19_21, 

i.e., before the operation of the Government o£Indi~ Act, 1919, and the perwd 
covered by that Act. 

7. The process of financial development in this country has been one ?f 
evolution from a unitary t? _a. quasi-federal type. _The Government of India 
started as a completely umtary Government in entire control of tJie revenues 
of the country with the Provincial Governments depending on th_e Central 
novcrnment f?r all their requirements. . In the earlier years, Provin?wl Gov:ern­
ments were given fixed grants for meetmg the expenditure on specrfic serviCes, 
and the first step in making specific sources available to them was taken when 
the Provincial Governments were given the whole or part of certain heads of 
revenue like Forest. Excise, Licence Fees (later to develope into Income-tax), 
.Stamps, Registration, Provincial Rates, Law and Justice. Public Works, Edu­
cation, etc. The funds released by this allocation were not adequate for the .re­
quirements o£ the Provinces and had to be supplemented, mainly by shanng 
with them in varying proportions t~e main source of Central revent~e: namely, 
Lan<l Revenue, and partly by mnlnng to them additional cash assignments. 
In i904. the. settlements _with the Provinces were made quasi-_permanent. 
thereby · makmg the Provmces less d~pendent on· the fluctuatu~g grants 
from tha Centre. This method of financmg the Provinces was e:xarillned more 
than once and retained as the best suited to- the then circums~ances. 

8. The Government of India Act, 1919, which, among other things, aimed 
at. O'ivinO' a reasonable measure of autonomy to the Provinces as the first step-

" " f ]£ t · d h fi 1 · of resources in the process o se -governmen , ma e t e . rst clear-cut al ocat1on h d b t' 
between the Centre and the Provinces without having any .. ,divided 1t :0 th · 
ween them. Under this Act, certain specific heads were giv<ln who Y e 
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Provinces ano 1,1'e remaining sources were re tained by the Centre. Thus ,among 
'he principal heads of r evenue, Land R evenue, Excise and Stamps "were given to 
the Provi_nces, while the Centre -retained Customs, Income-tax, Salt and ,Opium. • 
Oi the three great Commercial departments of Government , Railways, ani Posts 
and Telegraphs were retained by the Centre, while irrigation was handed ovei: 
to the Provinces. . . 

9. This allocation of resources between the Centre an~ the Units, particularly 
the assignment of the whole of Lood Revenue to the Provinces, left the Gentral 
budget ·in a substaiitial,deficit; and in ~he .earlier years of this scheme, the Centre 
had to depend on the Provinces for contributions for bala.ucing its budget. These 
contributions were -fixed by wha.t' is c ommonly known as .the Meston Award, 
and ·were d esigned to produce for the Centre · an · estimated ,shortfall of Rs. 
~·8 crores resulting from the rearrangement of resources between the Centre 
"and the Provinces. · Tlie contributions ranged from Rs. 348 lakhs, from Madras 
to Ik 15 lakhs from Assam, while one Province, namely, Bihar and Orissa, 

- hadto make. no contribution at all. It is unnecessary foi: the ' present purpose to 
describe in detail the method by which these eontributions were fixed. It 'is 

~
€Uough . to mention that they became . · a /source of constant ·. friction ·between 

~ ~- ~:!.~~"'_-~~-c_:_·_ :;:._._ :.r:,~,::'ov;"d~;.~;.,;~:_ t~---.~j:t~--i~r?w_r_~_. ~in~~; __ w. ~:!ci;~2_. ~c~.-~:i 
1928 these con~ributwns were partially ·remit too and they were , completely. 
e:<tinguished '_. i~ 1~.¢....- . . ··._. •. . ' · · ·· 

\ 10. , The experience of the years under the 1919' Act clearly showed that the 
f source-so£ revenue allocated to the Provinces were inelastic, and ' wera)J:lllufilcient 
~ to meet the . increasing requirements of the; Provinces f or their expanding needs 

·!.for .. na.tion .. build. in·g.. s __ ervic,_es. sh.ch.· ·· a·s_ .. •·. E?,1.1C.a.ti.on ... _' . __ M' e .. d·· ical Relief,_· Pub .. ___ l.ic_._ H .. e. a_Itb., · etc., which fell almost >vhollv in the. Provincial field. It was clear that some 
<tddition al revenue heads had" to be 'released to the Provinces; ana - whil~ the 

1 Government of India. Act, i935 , did not make any radical change in the allOcation 
Qf heads between the Centre and the Units, it revived in a somewhat ,modified 
form the earlier prindpQe 'of dividing the proceeds of certain Central heads. 
the two beads concerned being: Customs. and · 'l'axes on .Income. The Act 
a lso pro-yided for the 'grant offixed subventions to some .· of the J3maJler 
'ProYinces, and gave the . Centre power to raise Excise and Export duties for dist-ri· 
.bution among the Provinces and federating States . After an enquiry into the 
relative needs of the Centre and the Provinces by8ir Otto :Niemeyer, the Provin­
cial shares. in the divided heads of Central revenue and the subventions · to some 
of the Provinces were fixed by an Orde:r-iri.'-Counci1, which, subject to a ·modifica­
tion during -the war, continti.ed }ill 15th August, 194'!; 

': Present C~stitutional POSiitiou 

- ~~;e_ 0:·_ :_~_~§ .. l~i:rJ~:~~!Fi~J~":_~--~-·-~- ~I·~_;e_i~~· A-~~- ~- ·~-~ __ :_e_: __ i~~l_3hi_~_ht~~~-~-·-.~- -~.·f1t~. !f_ .~.i.t~~~pl:.:: 
proceeds of all taxes-levied by them, the OentraLGovernment has to give away 
either in part or in whole the net proceeds of some of the taxes levied 'by it .. 

)2. The tax;(ls, the net proceed~ of which ~re. to be given away' ~holly to the 
. Provinces, if l evied; are~ -

(1) Federal .Estate and Succession duties, 
- -

(2) Federal Stamp duties, 

(3) Terminal . Taxes on goods and passengers carried by H.ailway or Ai;·. 

(4) Taxes o!lRailway fares and freights. 



-~ ~~~ 
'l" ~-

- The Centre can levy a surcharge on those taxes e!'ltire{}V.,}ts ,Rwn ,inUJlo.S'e. 
~on~ of these taxe_s has in fact been levied, ~xy,ep.t ·tn&t t4e .. Jf~{le~tamp 4nt.ie~ 
eon~mt:.e to be lev1e~ und_er the o1dlaws, the .duties howey_el' being_cp>!lected,la~d 
retamed by the Provmce~?.. . . . . . .. , , . . · , ._ F"'' . . ·· 

13. The Federal Taxes, the ne.t · proceeds of which are to be shared :.withl,thE 
l'roYinces, fall into tw:o groups:~ •· 

(l) taxes, the •sharing of ·the 11et proceeds of which has beeri tri'acle obii~ 
gawry by the Coris'tituticm viz., ·income-tax and jute exr>'ort duty; 

(2) taxe~, j;~e' .'sp!1ring o,f the net proce~ds of which has beert ·,l~ft ·,po bE 
· ~etf)r~inoo by the · Federal Legislature _ viz., . Cel;itral \E~ci§eS 
~cludmg duty on salt, and e:x,:port duties exc_ept on :jute lind jut€ 
Pl!ctd~c;ts. T:l;le, qen~ral Legis,l~ture has levied certain'; -. taxes unde1 
these ~e11-ds, but has n0t provided for giving . any,. sh_are tQ ' the Pro: 
vj{l~e,s ; . < · · 

14. Besides'' :ProViding f0r _giving away the · net prooeeds of ta:xe~ ' in whole 
-- in part t,o "tib:e 'Provhic'es.·, ·.the Coost4-&ution also j)rov.ides for fixed· ·gr'antis~in· 
.. to some P.f(fvincas·. · · · •· · ., · ·· ' · · · · 

15. There ifl 'a1~b,'.a · gim~ralP.rovisi6IJ:;forg1vfng gra'riti ' t o' Provhices' at the dis: 
cn:tion of tl;te Cei;J.tral Government eHher_ :~r, g~h~ral or. spe~ific ,P\lrpP,seli . . 

16. Two tables ~h_owi~g ~he Constltutionai ' posi~~?,p. In ~tjsp.e-~~ .of the r.even_ueE 
oi the. Fed~ral an4 ;Pr,.oYin~lal #~Yv~rnme,¥~S ; -.~·~ap~ctiVe,li_ ,u.nder ~~~ jlovernmen1 
of India Act;. J~3Q , :w1~Lbe Jol:lqJ,(i 111 . Ap,_:pe:ndr~_, I. We are. IIJ.debted to Mr. 
Ayyp.ngar..;,s-eotrimentary on, .. theQovernrnent of Inqift Act, 193/:i~ for. these tables 

Revie\v. of 'Finances .of :Pi'~ces and :the ~nQ'e. f·' 
11. Two . tables 'giving the. finantii~l p6sition of the l?ro-\Hnces and the Gentr~ 

during the years 1937-38 to 1946-~7 ·are set out in App~ndix IL In coilsi(i,erin~ 
the working .of the existing ~,trrarigements d)ll'ing. the last decade,_: the 'mosj 
im portant point to note is · thQ.t . w.,ai- bJoke o:ut soon · after tlfe Go'V~rrirrier'it . ol 
India Act, 1935, ca:rite J.:utu operatkni'.' ·. .· , .. . _·. .. . _ >~ . . . , - •. . 

18. During the war, ' all ' l?rovince.s except ';EferigiJ,l .an!'i :Assain hllid sutplm 
budget,; . Reve:1ue receipts increased severa:I tiines; mainly on ,accioun,t of war­
time conditions and also be.cause the Pr<;>vinces levied a number- o! 'new. taxeE 
and increased the rates of existing o11e.s; ilhere wet:e ·remarkable increase_s in 
receipts under P:t:ovincial, Le., LiqlJ.<;>~': a11:d ]),rugs> _Exci~es, ancl)n the .' P·rovin­
ci[! l share· of Income-tax. Most Provinces· were under Section 93 admir+istration . 
..\.11 development work _was. stop-:R\l,CJ,, The Pro"cfnces il're -now faced with ·a. . he~W:i 
programme of e:lCpenditure witho.lit !}ny· cql'l;espondi~lg , ~ncrJm$e .-in · :ravenue. ·On 
the contrary, even ~tpart fro~ .voluntaryaban:donm~nt of r~ve.nue as_in.the C!J<SE 

of Liquor Excise!>, the re~enue is lik,ely,Jo _go down ~u,ch below wartime. levels. 
Land revenue,· both iJ,l , the pf)rmane.ntly -and temp_9r.~ri~y setd!le(J; prQ.v:ip;ces; iE 
not likely to expand. ; Sta.te purchase of z;am~ndaries . ~U . not, bring:mw .r.e~ur~;~ 
for years to com£). In ryotw.!lri, ;provi:p.ces, remi~sions are lik~ly to , be ¢or11 
liberal than before, ..and· there is. thus little .prospec-t ,of ft,11 jncrease in land re-venue. 
Receipts from st101.mps and· registration ,fees are not likely- to increase much, 
'\t'hile forest revenue :will perhaps dwindle OJ'l account of la),'ge scale felling 
during the war. Receip.ts frop:t sales ta~, electric\tY ;ta~ ancbent&rta:liam{:lnt ta:J! 
ma_v not fall , though they will be l:Jelo.w tpe ·w;a,r-t1!ne .pea,k .. ~ol1 ,,·s0rne <tip;re to 
eome. 

19. During the war and afte~\ moE!t ~ o,f the Pro-vincial Governments have 
practically exhausted the entire field of taxation reserve.d for them. Moreover, 

'Provincial Governments have to share ' '£lie P:rovineis:l field with Local BbiHe&, 
and on that account too, need adeql1li:t_e res'ouic_es. A . subs1hl:nti:al transfei 
of revenues frr.m the Centre to the Prhvinees-, therefore, seems ·inevitable, if 
6SSPJ1tia} and OV_erdue. programmes of SOC'ift} S6fflcle -arid economi¢ ~eveloprnenl 
have to be undertaken. · 
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20. At. this stage, we wouid refer to the adoption, Ly most Provincial Govern· 
ments, of a prohibitionist policy; and of the inevitable loss of substantial ~eveuue 
~y all of them. O?viously, it- is for the prov~nces to find. alternative provincial 
resources frotn whiCh to recoup the loss; and In any case, 1t would not be practi­
cable for provinces to expect sufficient assistance from the Centre for this 
purpose, .at any rate for n:'-an.y years. The point that we wish to emphasise is 
that it will be for the ProvmCial Goyernments to balance the urgency of schemes 
of development against the advisability of social reforms like prohibition, and 
that in any case, they must not embark on schemes, whether of reform or 
development, depending merely on the possibility of obtaining assist-ance auto­
matically from.. the Centre. 

21. To turn now to the Centre, ib has been working on deficit budget>:: 'l'he 
large surpluses t.hatJ wer;; expected sometime ago have not been, and are not 
likely to be, realised, mamly because of the food shortage, the refugee problem 
.and other ca';lses ari.sing out of the partition of the country, particdarly, con­
tinued heavy exp<3nditure on Defence. These are, howf;)ver, tempora.ry problems, 
and we consider that the financial position of the Centre is essentially sound. 
As these temporary problems are solved, the budgetary position of the Centre 
will necessarily get better. There is scope for improvement in the administra­
tion of Central taxes, and parliicula;rly of taxes on income. ·In .respect of tnxes 
on income, it should be possible for the Centre not only to collect more in future 
in the ordinary course ·avsry year, but to secure for the exchequer, by legislative 
changes, if necessary, the large sums that are believed to have been St!ccess~ull,v 
kept back from the Government in recent yea!·s. \Ve do not, however, e?'pect 
any appreciable change under Customs and Exmse; and we do not expE'ct R.a1lway 
.contributions on anything like the seals during the w·ar. Even after the tem­
porary p;oblems. referr~d t? above have. been solved, expendi.ture ~n Defence 
and Fore.I~ Affairs wo~ 1. ~till be subs~a~twl. The ?efence Servwes w1ll probably 
be reorganised and .. re-et upped. and It 1~ not possible to f~resee what wo:Jld he 
the scale o£ expenditure ior properly e.qmpped defence services even on a peaee­
i;ime basis. There is little prospect on the other hand of reduction in the service 
<:Jf the. national debt but there ~s, however, scope for reduction in the existing 
civil expenditure. 

22. The problem before l!S is how to transfer from the Centre to the Provinces, 
u:fficie~t amount which, while not placing too great a strain on the Cenh·e. 

!-ould provide adequate resources. ~or the inn_uguJ•ntion of useful. schemes of w:J­
fare apd dev~lopmen~ ?Y the Provm?es. \Vh1le ~he Centre, on Its pret::ent bns1s, 
may not be ~n a positiOn to. part .w1th su!JStanhal snm.s, _we feel that with _the 
resolution <?f Its temporary drfficulti.es and Improvement ~n Its tax ndministrat '?n· 

· togeth~r wit~ the ~evy and collectiOn of ~axes. evaded m tl1e past, it ean with 
no senous risk ~ Its ~wn budget part with Sizable sums every year. We are 
suggesting later m detail how these sums .should be regulated. We have already 
referred to the need for Provinces having clear priorities as between contencl~ng 

(lemands. ~or money, .a?d we have no doubt that the Provinces will in the em·her 
ears utilise the additional resources now placed at their disposal by concentrat­

Ing on schem~s t?at would add to the prod~Ictive capacity of the country and 
{}onsequently the mcome of the people and thus enable the provinces to emhm·k 
<:Jn further schemes of reform and development. 

Claims of Provinces 

~3. J!jvery Prov~nce 'ha~ drawn pointe~ attention to the urgency . of. its 
rogrammes of somal servwe and e~on_omw developn:ent and to the hrrnted 

p ature of its own resources, hoth existm~ and potent1al, and all of them have 
n ked for substantial transfer of revenues f1·om the Central sources. A sumiflm;y 
:~ the detailed suggestions made by them, whi('h vel'y considerably, is set out 111 

Appendix 111. 
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24. On the question of apportiomneut of ineome-tax UIHona Provinces also, 

the.prov.irices d~er widely. in their ,·iews. Bombay and West B~ngal support the 
.ba.sis of colle~t10n or residence, the United Provinces that of population, and 
Bihar a combme.d basis ~£ popula tiou u tH.l orgin (place 'of accrual); Oriss~ and 
Ass~m want we~gh~a~e for backwardness. East Punjab, while suggestmg no 
.basis, wants her defimt of Rs. 3 m·ores somehow to be met·. 

~5. ln the case of excise taxes, the bases ;;uao-ested are production, collection, 
consumption and population, while Assam sugg~sts some weightage for its low 
level of. rev~nue and expenditure. Assam has further pressed for special treat- . 
ment of e.xc1ses collected on wasting assets, e.g., the petroleum raised in Assam. 
Assam also wants a share of the export duty on tea. 

· General Observations 
:.lo. Before we proceed further we woulJ make a few general observations. 

. lndia lias a federal form of Government", and every federation i~ based on _a 
.dtvision of authority and involves a certain amount of comprom1se. In this 
.country, federation has been the result of gradual devolution of authority .. It has 
not come into existence through agreements among sovereign States as m some 
.other federations. 

'1.7. \Vhat we have to do is to distribute the total available resources an~ong 
..l!'ederal and Provincial Governments in adequate relation to the f~mctio:t;J-&o 
imposed on each; so, however, that the arrangements are not only eqmtabl~ .m 
.themselves and in the interests of the country as a whole but ar~ also admm1s­
tt·atively feasible. We have also to ensure that there is not too vwlent ~ dep~r­
.ture from the st:atus q u.o, aild also to see that while we have ~s m\te~l umfo:·1~1Ity 
us possible, weak Units are helped nt least to maintain certmn. 111

111111111 m ,.,tanll­
.ards of services. 

28. The basic functions of u· Federal G-overnment are J)efeuee, .Foreig.u Affairs 
.and the service of the bulk of the national debt, and "they are all expensive func­
.tions, particularly in the light of the limited resources of the country. ThGe head 

· t' " d' ·1 · If The Federal overn-"Oommumca lOlls would or mar1 y at least pay for 1tse . 
ment may also have to assume leadership in the co-ordination and dev:l~pment of 
:research and higher technical education. Normally, however; aparb· ronl "·ar 

l I · 1 · 1 1 d' · t' ,., t ·e should e cornpara-<>1' arge sea e m:terna d1sorc er, t te expen 1ture of t 1e ven 1 t r 't d 
tively stable. The needs of the Provinces are in contrast, almost unlt~~e ' 
particularly in relation to welfare services and general developn;lel1 '• f :~e 
-services, on which the improvement of human well-being and mcr~ase d d 
.nountrv's productive capacity so much depend are to be properly 

0
P anne ant 

'"' " · · · ' · · 1 overnmen s 
.executed, It Ls necessary to place at the disposal of Provmma th ar· bl 
adequate resources of their own, without their having to depend on e I Ia e 

.
1
nunificence or affluence 01 the Centre. 'l'he l'rovinces must, therefobre, dun:<>t ~s 

1 · - h th er 'lll 1 IS Jnany indepenc ent sources of revenue us possible. On t e o · ' l : 1 r 
not practicable to augment their revenues to any .considerable. extent )y ,fL c mg 
.more ·subjects t? the Provincial Legislative List, w-ithout sunnltan~oud~'iX~a 
.-settillg the eqmlibrimn of the. Cent~e. We cannot, th_e_r~f~r~, __ ay~§ j;;~.::;ell 
,JwnJ;;; and wha.t. w~.-hay_e_ to_ aun . at IS to 1'm'\~1'i1ya-:-'f~w. (lJ\'Lded ~:~tr~ nnd 
~bal'i'rrlTI~d aiil:f J;I@~Y1E'E!!ng,.J1llcl to ~nanga tba.t th.e shtncs. o£ the f· tio.u... or 
th0i·oVtr:r~·~s.!:.~_Jb~se .. heaclB _:u:e nd]ustccl automntwally . wJt.hout. · x:w 
mnttffiT int.eL:f~\'DC!c!~ . . . 
· -~---..... - ... - · · 1 tattstws and 

·!.J9. ln this country the lack of sufficient economic and :financHJ. 8 
·- • s has 

.other similar data is a great handicap. Therefore, t.he allocation of r~f~~Iec~eces­
·to be m~~J&r_gel~..o~ the .basis. of-a broad ju~gment, at anJ rate untl ion oLthese 
:sary data become available. w~-~~~~h ~re~~ lmpo_~·tance t?_tp(3 cgUec..~ll nlake the 
·statistics !l.P~_to,_connected _r,es~ar~h, ,and trust that- the G?vernment-: made our 

11ecessary arrangem·ents w1thout .lelay. In the meantune we ha. uous data 
. reconunendations on the best jndgment we could give to the exJg 

available. _..,.... .. 
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Lists of ~es for the bentre and the Units 

30. We recommend no major change in the list of taxes in the Federal Legis• 
lative List as recommended by the Union Powers Committee. We, ·however, 
recommend the substitution of the limit of Rs. 250 for Rs. 50 in clause 200 of the­
Draft Constitution relating to taxes on professions, trades, callings and empJoy­
ments. We observe from the · Draft Constitution that it has been proposed to 
transfer to the Federal Legisla£ive List stamp duty on transfer of shares and 

.. debentures, but we presume that the duties will continue . to accrue · to the 

~
Provinces. ln view of the far-reaching effeclis on public credit and fimince of 
Stock .l!;xchange transactions, we consider that the Centre should have the power 
to legislate f6r the regulation of such transactions. If -such regulation involves· 
the levy of taxes, we recommend that such taxes should be retained by the· 
Centre except that if the taxes take the form of mere duties on tra.nsfers of share& 
and debentures, the Provinces should have these duties just like other Stamp 
duties. We accordingly recommend the entry in the Federal L~gis~fitive 

..,. ·List of a new item "Stock Exchanges and futures mal'ket and taxes other4;11:111 
Stamp duties on transactions in them". 

3t In the list~ of taxes in the Provincial L egislative List, we recommend the · 
;fS>,tlowing Ghanges ;__: . 

(1) in entry 43, the words " h~arths ahd Wli1dows" may be deleted. Such 
taxes are not likely to be levied. In any case , tbey would be covered . by the 
word ''buildings''. 

· (2) lp entry 53, the word "P.esses" should, ''"e think, be replaced_ by _t~e word 
"taxes ". ~ - t . - ~· 

(3) Similarly, in ep.try 56, we would substitute; the wotd "taxes" for the word 
"dues". · 

(4) .Ln entry 50, we would mak9 the following changes:-

· / 

(aJ for the word "sale" , we would substitute "sale, turnover or purchase",. 
in order to avoid doubt. 

(b) We wo'uld also add words such as "including taxes in lieu· thereof on 
the use or consumption within the Province, of gooQ.s liable 'to taxes 
by the Province oi1 sale, turnover. or purcha~e". '_l'his addition is 
suggested in order to prevent av01dance by 1mportmg fol' person&l 
use from outside the ·province. 

f( - 32. One of the Provincial Memoranda h~s ~ugge~ted that the entry "St~te 
1 Lotteries " should be transferred to the Provmcwl .L1st, but, as we do not w1sh 
~ to encourage State Lotteries, we should prefer the subject to remain Centn!l 

·.~ where , tbo, we hope, it will not be used. 
\ Shares in certain taxes 

33. We have no new items to suggest for inseri(i01;· in the Provincial Legis­
l&tive List. 

04. 'l'he J!'ederal Government will levy and collect all the taxes in th~ Federal 
Legislative List . But, according to our recommendations in the follow~ng para­
graphs 'the ()entre will retain the whole of the net proceeds of the followmg taxes. 
,only, yiz. :-

' 

(1) Duties of customs, including export dut ies. 
(2) Taxes on capital value of assets and- taxes on the cavital of Companies. 

(3) 'l'axes on Railway fares and freights. · 
35. At present, the Central Government. shares the net proceeds of the J·ute 

~xport duties with the jute-growing Provmces and has to hand over to the 
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1-'rovinces the whole' of t-he net proceeds of ~es on railw.eJ fare frei ht~, , if_· .. 
levied, /As regards the }atter, we recommend that, if such taxes are to e levied:. I 
at all, -they should be wholly Centra.!, for, we cannot see any difference in subJ 
stance between such taxes and a. straight 'lddiyiori to fares and freights. As re -f . 
gard:; the former we are of the opinion that an export duties are capable of very\-ri 
limited application and have to be levied with great .caution, they are unsuitable\~ 
f0r sharing with the Provinces. · 

:16. It is necessary, however , t9 compensate the Provinces concen:tecl for the 
loss of this item of revenue, and W E( recommend tha:t, f.QI.._Q,_JJeriod· oU.Q ye:;v;.~ -~ / 
rill tJ!e export duties on jute and jute products are abolisheU, whJChever may be· 
£>arlier, fixed sums as set out bel0w be paid to t-hese Governm ents as compensa-· -
ti.on every year. . 

Provine~ Amount 

Rs. 
West Bengal IOO· lakh~. 

Assam 15 

Bihar. 17 

Orissa 3 

In arriving at these figures which we have based on the figures of pre-war · 
• c ::. \Ye have t-aken all relevant circmnstances into account, and in particular . 

CO..lcentration of manufacture in \VE)st Bengal. If at the end of ten years, 
we think should be sufficient to enable the Provinces to develop t heir · 

!"<o- urces adequately, the Ptovinces still need ' ~ssistance in order to make 
_ for this loss of revenue, it would no doubt be open to them to seek grants-in­
- from the Centre, which ,would be considered on their merits in the usuaL 

course by the Finance Commission. 
37. Of the remaining Federal Taxes , \Ye recm;umend that the net proceeds: 

hould be wholly or p artly given awa;- to the l)rovinces as indicated below: 

3 . Taxes on Income .- L-nder the present arrangem.ent the Provinces rece~ve· 
;)IJ per cent . of the net proceeds of income-tax, except what is . attributable to · 
'hie£ C nnnis:-;ioners. l'rovinces and taxes on federal emoluments .~/ 'I he net 

!•l'OCeed- of the Corporation Tax are also excluded for the purpose of the sharing . 
. · 1bject to "·hat \Ye haYe said in paragraph- 49 regarding tax on agricultt1ral in­
com e, "·e recommend that, while the net proceeds attributable to Chief Com- · 
1 is ioners · Provinces should be retained ·wholly by the· Centre , the other reser- .Ll~ 
nl tion,; "hould go, and tha. . Pr.Q:yiQgeS should aet not 'Jess !;,~1 go ~er ce~t. 'fb~ 
~!~et_J2E:?~~c;-of all 1l~o;;:1e-}~n ~n,c u.,.211KJ.hJLll~t . r~eeds,~<i.-~:J_>oratwn · 7 l 
Tax-:-anrl taxes- on 1ederal en104'uments . Tor the pur]JOSe 0 . t e chv Sl0l1; mcome- ~ h-~ 
,;x----n:iir 1r;eai.;,a;1.Y lev.v -~;·;~r the - authority of the entry " 'l'axes on~\....,....-. 

I ncome·· in the Federal Legislative List. . . 
39. We also consider that over and above its share in the net proceeds retaine~ 

b; it pormally, the Centre should be empowered to levy a surcharge whenever 
onditions require . such a l evy; obvio~;;;ly such occasions should be rare and ' not 

last for unduly long periods . 

.J.O. Central Excise Duties.- Excise duties . are ordinady closely co;1il 
ected with customs <luties and, barring liquor and drug excises,) 

Khich we consider, should continue to · remain Prlilvipcial, 'are i_nherently­
not suited for provincia~ taxation. On the 2,.t~~~gg, , th~y a1:?. op.ly 
a species of consumption .i!3-.4e~_of _ w~her spec~§.._narnely_,_ sal&s, 
tun over - ai1a purchase taxes have be.en the subj~ P.2:0vincial taxat'on for 
son~inie. ,-Tlie""Mem.du eceived :;~us fr9rn the .• Provb1_Qial ,_Goveru~e,nts 
are almost unammous in demanding some share under excises; and o,ur- problem 
is tofind 1iot onfv more resources for the ui1its hut to make their revenu§ls m ore . 

.., • # • - ·- ' ~ "'- • --- ··- --..... ~ -· ... 
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,alanced. If it was possible t-o have excises on commodities not s\J.bject to 
)ustom.s dut~es (whether revenue or protective) or. not competing, or capable of 
:ompetmg With, or of substitution for, c:ommodities subject to customs duties, 
~.g., on rice or wheat or millets or on jute and jute goods consumed in India, we 
;ee no reason why such excises or a sl1..·u·e thereof should not be allotted to the 
;!.,.nits, apart from the gen~ral political objection to t.he division of heads viz., the 
iiv?rce of b~ne~t "!rom responsibility. But such excises are. ~ot lik~ly to be 
ev1ed. Agam, 1t 1s obvious that Excise duties on commodities subJect to a 
notective tariff or even a hio-h revenue tariff could not be conYeniently shared. 
rn the eircnmsbnccs, the uh~ost thnt "·e can suggest hy \Yay of assistance in this 
~espect to the Provincial Governments is to hrmcl over to them a share o£ ,one of 
the important Central Excises on a comrno(lit.Y not receiving tnriff11l'oteetio:r:!.. viz., 
J'ob:1coo. Incidentally, the effective admini.:stration of tllis excise requires !he 
active co-operation of Provincial Governments, whicl1 would be b.etter £orthc~nmng 
f they had a share in the tax. \Ve are averse to giving the umts a share. m too 
many Central Excises; for such an al'l'ano-ement would not only magmfy the 
political _objectio~ of benefit without resp~nsihility but lead to administmth·e 
mconvemence, smce -the rates could_ not be altered except b)~ the consent 
of all the beneficiaries. . 

\\"e :wcorcliugly l'eeow~uend that 50 f!C'I_ceut.. ottbe nE't proceeds __ o~_thr;· t::~cise 
dtlt\' 011 to~acc_o should not form part o£ the revePues o£ t.he FeCieraboii hut 
should be d1stnbuted to the Prm·inces. · · 

41. It will be seen from ,,·hat lH1s heen said nhove thut we al'e not in favoUI' of 
the suggestion made in item YITI of the Terrns nf Hefere11ce vi:-~., that the Centre 
shoulc~ be al.located only t11e exeises 011 specifiefl eommodit.ies, the rest of the ftelcl 

-of ~xc1se bemg left to the Provinces. 

7 4~. Estate and Succession Duties.-These duties cannot be administered 
stttiF:fadorily except bv or in the close::;t touch with t.he income-tax staff; Hncl 
in an,y ease, if tlw (;entre i:-: to part -with a substantial amount ?f taxes 0!1 

ineome and also a JHu·t of certRin Central excises. it is ap}_Jropr.a te that It 
should get a· share o:f the estate and succession Juties. T_hi·s will also give to 
the Federal Government a cl!rect interest iu the dutY. Subject to what ~,-e 
han· said in parngrnph 49, about tax~s on agricuUu{·ul property, we recom­
mciHr tl_w.t I~o!:_~lOl'<'_ than_ 40 per c~'I)t..,_of the ne-t proeeeds of such dnties should 
-hP rdamed ny the Centre. 

43. Federal Stamp Duties.-\Ve J'E'commend the continuance o£ the 
status quo • i.e., the legislation in respect of tbe duties on the specified. docu­
ments should lw Central but Provi11ces will collect and retflin the duties. 

4-i. Term;_ual Ta-xes on goods or passengers carried by railway or air.­
Thes: taxes n_r<: not suitable except for purely local purposes, i,-e. • for .~he 
ben.efit of municlpalitiei'l. pllgrim funds, etc.' but they can be convenH~ntly le\ Ied 
and collected only b_v the Centre. 'l'he existing provi~iom; may stand. 

Grants-in-Aid and Subventions 

45. Item II of OUl' terms of n+·,renee· rPfen; to Grants-in-aid. 
Assam and ?rissa now get fixe(l subventions of Rs. 30 and Tis. 40 lakhs per 

a.nnum, respectively· The recommenclatim1s that we havE> made for the increase 
in the Provincial share of income-tax ,mrl the tr~:msfer of a share in the excise on 
tobncco will increase their revenues substantially like those of other Provinc~s. 
}Jven so, how.eYer, we have rttle r1onb1: thai· fl1ese two ProvincE's will still rE>'l~ure 
:fixed subventwns on higher !'Cales tlwn at preRent. 
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. 'l:he position of East Punjab is peeuliur. Bvet·ytl)ing there IS unsettled,. and 
It will take some time for things to settle clown. It is clear, however that this 
l'rovince will require a substantial nnnunJ. suo>ent.ion for some time t; come. 

The posit·ion of West Bengal is uncertain, and it is not clear how her finances 
will shape as. a result of the partition. Th,e liabilit,y that she ~·!JI have t.Q take 

· <>ver as a result of the partition is not yet known. All told, however, she will 
perhaps need >:ome t~l!;Ip~rm·J: assistance. 

46 . .For lack of time and dala, we have not been able to assess the subventions 
required by these four ProVince& .. We, therefore, recommend that the Cenhnl 
Government should immediatelv take up the question so that ·the amonnts 
required by each of these Prov;nces may be determined in time. The amounts 
should be subject to pei·iodieal review b:-· the Finance Commi;;sion tD whieh we 
refer later. 

47. \Ve have suggested elsewhere that t.ill the Fiuance Commission has been 
able to recommend a better basis of distribution, a pm·t of the divisible pool of 
income-tax should be used in order to mit.igate hardship in individual cases. 'rhits 
provision also contains an element of grnnts-in-nid. 

48. It is clear that durin•Y the developmental stnges of the country it will be 
:necessarv for the Centre to ~nake f'pec:fic purpose grants to the Provinces_ fmm1 
time to time. The provisions of clause 203 .of the Drnft Cc"1~titution seem tn l_1e 
·adequate for the pmpose. \Ve have cons1derec~ the qm',.;twn "·hether, ns m 
Australia, grants should lw mncle in order to equalise, or nt any rate to reduce the 
-disparity between the. levels of ;;ervices m~d of sewr~ty ?f tnxa~ion in th_e different 
provinces. 'l'here is undoubtedh· somethmg attnwt!~e_l_l.l_~Pelnn~ to brmg up the 
backward_uuit.S-ut-le~rTO-·a-ve?a_"_t~sT_(iJ].cta_I~~~~·lioth ·In ef:ioi'·tqsever'ity·· of_ ta¥a­
timl}a11d. in perfon-nance-·(sfm1da~c1s o!_ ~:-r~i~es)c=Tti-~<\.lisli:alla,-Hie-·ma.ximum 
·differeffc~e-het\,·ee11···tlle Ti;,·.,;J~ "is· stiiiflo Le of ti1e order nf 20 per cent. and the 
mm1her of unit States is small. In India,. on the other lHtnd, as for example in 
the U. S. A., the di:ffel'ence in the levels IS very wide and the number of unit.;; 
larger when acceding States come into the picture. In such a background 
• av~ ~9.1Jklb.e....nl!:.t~ J:t1il ~l~ei~~!i:~5?~~p~~0.t0_!;y_ -~~\~·e ltlt~J~ij_~tujll. fa-cts~ 
On the otlwr hand, even in a Feaerabon of autonomous unit.s, there is a great deal 
to be said for ltelping tlw less pro;;pei'OUS units to come up to the level of the more 
prosperous ,ones. As in ull sm·h IIWttf'I'S. \\'e must take a l'ealistie decision with 
reference to the conditions in our C'onntr.''· \Vhile we do not recommend the 
adoption in this count;;y of the Australian_ s.vstPm, ";e have 110 doubt that the 
Centre, when distributmg specific purpose grants under clause 203 of the Draft 
Constitution, will bear in mind the varying circumst::mces in the different PrM-
vinces. · 

48A .. Section Hl9 of the_ Draft Constitut.ion provides for special assistance to 
Assam m 1·espect of expend1ture for promotmg the \@are....QLscheduled.tribe.s. in 
the l'roYince.. We agree ~it? this pr.o~ision. It has been repi·~se~ted to us on 
behalf of Q_.n$§.!!, that a srmilar provis~on should be made for assi~ting her to 
-develop the backward areas of the Provmce. In the absence of anv dab, we lwye 
been unable_ to assess the measur~ of assistnnce, if any. reqnir~d h_y this l'm­
vinee, and we content ourselves with expressing the Yiew Hint if the (\•ntml 
Government, after a due examination of the qm•stion in nil its ;lspcet,.;, tkci<1e · 
:that special assistance is nece>;sary it should he proYicle<l on :~tleq11 :1tl• ,;(•;>.le. 

Taxes on Agricultural Income and Property _ 

49. Jt. is obvious that the taxation of agricultnrnl i-ncome hy the I'rovi_uee,;. 
wl1ile all other income is taxed by the Centre, stands in the way of a theoc~tw:Jl:v 
sound system of income-tax in the country. We should, therefore, have liked_ to 
take t-his opportunity to do away with this seo-reaation. In Yiew of the ease WJth 
which the origin of agricult'ural' income can b~ t~aced, it could be arranged that 
tbe tax from suc'h income, even thongh levied and colleded by the Centre as part 
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of an integrated system of income-taxes, should be handed buck to the Pro\~inces ;: 
and it could be further arranged that till such time as the Centre in fact levied a 
tnx on agricultural income. the Provinces already levying this tax might conti11ue 
to levy it without restriction and with ~ull power to vary the rates of tax. The· 
interests of Provi11ces could thus be full,y protecteu, and there could, therefore, 
he no finftncial objections from the·m. Q.u the other huP.d . ..Jill_g_present urrangem_g!Jt 
h~J.i..ti~_e.tiLof..keep.i.ug~together itLone. place....both . .benefit_ and respon-
s~ilit~~ t:~!b.~:J.!!.l.J:lOl't_:W,.t .. pJlliit_._seeing that the .l'roxi?-ces :wilLha:·e full control 
ovefl.mt few_nn]QljQnt head~ ot_r~v~nue~ A fe\\· provmces have, m fact, levied 
the t:1x.anci are r•clministering it for some time. Perh'::nl.s .. tJ..l!iQ,_J.he :frovine~R can 
adminjs~ular tax with _gr_~i~r_fq~ilit£"th_~~ the •. CeJ?-!:re_. For the· 
present. therefore, we have decided to continue the status q·uo, but, in view of 
the importance of the 1uatter, would r~comm_end that the Provinces shou](l be 
ennsulte•1 at once and if a majority, including of course those now levying tbe tax, 
agree. tnx on agricultmnl incomP mn,v bE' omitted from the Provincial List of 
subjects, c:on~equential changefl being mail(" elr-;Pwhere in the Constitution. Our 
fr,n•going remarks apply mutatis rn ntandi.~ to tfl1£:.cef3~iQJl . ._;JDJl. ERtt)te Dntie!'_ on 
ag;rienltnrnl propert,v n lso. r---- · __________ ._,_ 

Division of proceeds of Revenue between Provinces 

50~ Income-tax.-As regard~ the basis of cli-13tributing between ProYinees th8 
;;lwr'=' of pl'Oceeds.·· from taxes on ~con1e, we arf:> of the op.ini.on that no sing. le basis 
\\·ould let~cl to equitable resultsl!JOricrin or locus of incmp.e is no doubt relevant, 
but in the complex iuclustrinl and co~m'tiei;citlf ~t~·ilcture of modern times, where· 
a single point of control often regulates a yast· net-"1\·ork of transactions, where. the 
l'rt\\· rnater.n ls come h•>m one _place, are processed iu another, manufactured m ·a 
thinl. rnarketed wiJ'l\-'snle in a folll'th and uWmatelv sold in retail over a large 
area, contracts art' made at places differrnt from "where they are perfm·med, 

\rnoney is paid in at one }Jlace and go.ods dt>lin:'recl at another and more than one \f these stages relate to the same tax-pa:ver the a!'isignment of a share of profits. 
o eueh stage can only be empi~l or arbitrary. 

fror;'L. Again,_ .t~.rf1.".k~<j~~~~f!~"Jl!_l.fe,t is a? iu;1portm1t factor, but apa~·t 
I 
. cl1 t~e arhficia! legal defimt-ton of residence for mcome-tax purpoHes tlie 
Jll'e Ol11lrtance of . . t k 0 0 

0 a· I • ' 

1 holder,: ·of , . Jn_m stoc- enterpnse m busmess, the 1sperswn of the ~h_n~·e-
-. cornpault'~; all over the country ::tild even outside, the possilnhty 

( emeramg from t! t . .., - l d fi "t' f. . ·a . , h . "' 
1 

le ar luCia e 111 ·wn) o sunultnneous res1 euce in more t an, 
fol)(• "ll'erl t 1 

1 1·1· '· e non-assessment (clue to various reasons) of R large number of share-

\

trJ ' ,~t·s. a.nd the 'ths f th "t t" . d . r"- t" . . hx r ·d < • ence o au on a ·IVe, Le., teste , ll1J.U\·ma ton Ill the mcome-
1 i · ·etc
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., 
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1 
as to the proYince of residence of a resident of India (f~r today, it is 

am,t .en,t to th I D 1 t" 1 ' . . u..;se.::··ee · . . e ncome-tax epartment in whic 1 par 1cu nr Province an 
· · · s · IS resJd··nt) 11 th t l k 1 · "t · f · d"~ It faetor to a . )] j · • a . · e~e ~ge~ 1er _ma ·e t ns en er1o~ o restdence a ~~~cu 

\ ~tatistieal ~~ffi'c ~1 prac~1ce In dJstributm~ the proc•eeds of the tax. EY(~Jl 1! the 
' tlJ. .. tax-payer. !1 hes \\ere gut over, res1dence enulfl be ehanged at the \1"111 of 

-~ ;)~. Anntht'J" .l>o"".ll . . ~ . Tl. lly 
,, the lJl.·iu·. cipar_--1 ~-- ·. ·, 

1

.)· ~·--"_:n~ft!Q!l... )f;_ tl.l_!U> .. l.!l£.f:l_Qf_!:~~J.J~-. c;.t.t~J.1.. . . liS .l.)la~e is u~ua . 

\ 

carrying on apbu~7 of busmess of the tax-payer, or h1s r~stdence, If he If!. n~t 
un f>1ir to t-he area _ne~s ~r. profession. The objcctiQQ...~(?..J.!ps J~_ctm:. is_ th~tt J:t .1!> 
f~rr~~·ei"o; ~ .. t~ll.mtd c~lf'l ... )~l)1i"Ji:.iLcqp~pl~tel.Y.,_lf?.;l.9~es., ¥J:!!l~...!~.$l.Yes_ 
no_!, n ... e~essarilv ·th 1-~- to-:fhe~;placc;w,:Ji,eo.tJtxo!.!~t. f];__l]1_1.f:!IIJ~__§;.&..-wll.iu.h..l~~us_th'11JL._.il!.!.mgh 
lresJdence;' th~' - 1 -~. r>J.ac~ _()L<;.Ql_llic;tiou.. M ()J'eover, even more than_m the case of 

; .pa;ver. P ace of collection can. be easily altered at the w1ll of the tax-

1 ;"lfl. Another no .. 11 . . llJ . 1 1 ' 
·hnt'""Iike·--<.: R~l) e har-ns 1s thot o~wc~clR I.e., the s wres would he J'egnlnte~t 

some"· ' · . grants:iii':.ara-;allilrat1ierUlt"iil go into elaborate enquiries for this 
I•lli"P0 Se. t!J.~U10l>.!!!~~~ Province ('Oillil be !ak~n HR a rgu~h...n:H~n:;;me of its: 
nee~L".:. The obJection to thisb~;.c;;r;;··r; fl1fit ·n'share' iR somethina to whirh a. ,..._, ~--------- .-····· . . . ... "'---"--·-- --
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·'\:Province is entitled because its citizens or thi11gs lun-e iu some measure c·.ontri-
1 'buted to the fund, while a arant- is something niven to it "·ithout reaard to its 
•.Contribution to the Centre orbto any common po~J. ' · o 

. _54. ~Ve have said: enough to ·show the difficulties of the l)roblem, but the 
<htlicultie~ have somehow to be faced and met, unless we keep the whole of the( 
t~xe~ or; mcome as Centra} and permit Provinces simultaneously to levy a Pro­
TIIlc_wl ll_lCome-ta:x on the basis of origin. In our opinion tlw latte1· course il' not 
feasi?le Ill th_e Circumstances of this country even if justifiable in theory; and 
pending enquiry by the Finance Commission the setting up of which we sugge~t 
later,_ we have no choice .except somehow to mal,;:e 'the distribution on as equitable 
.a basis as can be devised in the cir<:umstnnces. . Y"'" 'V" 

55. We propose to· proceed ou the basis of collection as well as population 
.and also to make some provision for adjustment on the basis of neecl. W"''\ve reeom­
mend that the Provincial share i.e., 60 per cent. of the uet proeeeds be dislJ·ibut~c·d 

.arnong the Provinces, us follmvs :-

~0 per cent. on the basis of population. \;""""' 

35 per cent. on the basis of collection. """"' 

5 per cent. in the manner indicated in pa.ragra])h 55. 

60 

..lfor the distribution of the first two blocks, population figures of the previous 
census and collection figures as certified b;y the Auditot·-Oener;ll !-.honlcl. he 
accepted as authoritative. 

56. 1'he third blook of 6 per cent. should be utilised by . the apportiouing 
authority as a balancing factor in ordl:'r to miiiaate an hDJ:~:S.~P-~ha.t: .ma_y, arise_. 
in the cas,!:_o:(._pa~·ti~lll.a..r ._ J'o_vinc~~ _as 11 1~esp t o.f. t~!L<:ntiQJ) Qf. the othe.r 
two crlter!a; in distributing this block it would he opm t9~!h_~~1o!.:1t.?_ to take 
intb'-account all relevant factors7'~~--~--~· -- ·· "···-

-57: E\Xc:ise duty ·on tob~c~o:~rn our view, th~ mo:::t equitabk_ method of distri­
buting this duty is on tlJe bAsis of estimnt..e.sL~!~O:P· \ye h.ave no ~loubt 
that the Government will take steps to obtain necessar.v statistwal mformabon if 
it is not already available. • 

58. Estate and Succession Taxes.-These taxes hn ni not ~o fnr l>ee;,1 l(•,·ied. 
One of the hurdles to be crossed before they can be leviecl is the determination 
of the manner of distribution of the net proceeds among Provinces .. yn~il the 
taxes are actually levied and collected for some time, no data about thetr mCJdenee 
will be available. Hence, the levy will have to start with some a priori basis of 
apportionment among Provinces. \Ye. accordingls recommend that until the 
l''inance Commission is in a position to evolve u better method on the basis of 
-data available to it, the net procee:ls should be diRtributerl awong the Prm·iJlCt~ 
:as followl :- · 

The net proceeds attribut,able to ren.I propel't._y-On the hnsis of the lo<"nV 
,:tion of the property. 

Of the balance-

75 per cent. on the basis of the• residence of the- deceased ;V"" 

25 per cent. on the basis of the' population of the Province. VI"' 
The administration and distribution of these taxes would, in the ordinary 

course, fall on the Central Board of ReYenue, hut it wouJCI he neress:1r~- to em­
power an appropriate at'lthority to adjudicate in t'.1.e cnse of disputeR hehn·en 
Provinces as to the residence of indh·icluals. 
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:themselves. The question has therefm'e been raise:l whether, as 11 eunst::-
quence, as ma11y specific taxes as J?Ossible should not be entered in the Pro­
vincial List of subjects. \Ve cannot think of any important new tax that. r·;lll 
be levied by the Provinces, which will not fall under one or the other of the 
existing categories included in the Provincial List. \Ve think that the chance 

.of any practical difficulty arising out of the proposed consLitutional position 
is remote, and, in any case, it seems to us that if a tax is levied by the Centre 
under its residuar~· powers, there • will be nothing to prewnt the proceeds of 
the whole or a part of this tax being distributed for the heuefit of the Pro­
vinces only. As a matter of abundant caution, however, it may be laid 
do_w·n in the Constitution that if any tax is levied by the Centre in futul'e 
under it resiclunry powers, rind ~o the extent that the States do not agree to 
accerle to the Centre in respect of the corresponding subject, the whole m· 
a purl of the proceeds of the tax shall be distributed between the "Provinces 
and the acceeding States only. 

This disposes of item IX o£ our Terms of Re'ferenC'e. 

Exemp.tion of Provincial Governments from -Taxation 

73. Sectio;1 1[15 of the Government of India Act provides that profits from 
trading by a Provincial Government would be taxable only if the trade wr.s 
·curried on :outside the Province. The exemption from Central taxation_ · _of 
trnde h;'o' Provincifll Governments curried on within the provinc:al limit;; dHl 
not matter much in the past; for the Government~ had few trading operations. 
·with the present tendency towards nationalisation (e.g., many provinces have 
already taken up quite seriously the nationalisation o£ road transport). the 
Centre should have some power to levy either income-tax or a contribution 
in lieu o£ income-tax in respect of these trading activit!el'\. Disputes as to 
such contributions should. we consider, be examined ancl adjudicntecl upon 
'lw the Firumce C'ornmis;;\on to which we have alreadv referred. \Ve feel 
that if nationalisation of industries or trades takes nl:H,'e mpirll:--·, the "·hole 
quest.ion would have to he reviewed de 1/0Dn, for the t•ntire struetlll"e of thl'l 
'tnx ~'.vstem of the countrY would he eomplet.el:--· changed. 

74. Tn the. nwnntime w<' mnke tlw · follo•Ying reeommendat'ons:-

(a) .The existinp- practice should continue in respect of trading opera­
tions of the Central Government, i.e., no income-tax should be 
levied on the profits. It should be open to the Centre. ho:v­
ever, to levy a contribution, as in the case of Railways, _for Jts 
sole benefit from such opcratiom:. Tf the trading is carrwd on 
by a separ~te juristic person. tax will be leviecl PW11 if the 
Government is the dmnin~nt shareholder. 

(b)l- Tax should be levied on the tradiug operatim~R of Units (afi also 
of local bodies), whether carried on witlth: or. wi~hont their 
. . a· t" l th tax· 01" thf'. contrihnt·on 111 hl'll therf'o£ JUris JC ·Ion; anc e , 1 
~honlcl be trcntecl as ordinnry income-tax revem.le for t w pur-
pose of the divisible pool. \Ve presmne t~at 1~ there are _no 
profits there will be no contribution; but If this presumptiOn 
i;; '"'ro~g. we s11 ggest that the. contribution shon1d he tre~ted fiR 
part nf the divisible pool of mcorrtP-tnx. 

\Ve recommend that nnasi-t.rnding opernt.ions incidentnl to the 
ordinary functions of Govemment~ such a.:.: the sale of tim1•N h_v 
the fm:est depnrtment or of j-ni] products by the jail depnrtment 
should not be treatec1 as trncling opemtions £or this purpose. 
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Emergency Provisions 

75 .. The nee~s of the Centre in tirr~es of emergency, such as w:ar or large 
t.;~ale mternal dtsorder, cannot be proVIded for th~ough the detailed allocation 
of .heads of revenue or of shares therein. It is obviously not possible to 
legtslate how en:ergenci~~ sh_ould be met. We wo1:1ld suggest that there 
should be a spectal provtswn m the Constitution authorisina the President in 

0 

an emergency to suspend or vary the financial provisions in such manner as 
he m_?y think best in the circumstances. For example, if there is a war ancl1 
an Excess Pr0fits Tax is levied, it might be necessary for the Centre to retain the} 
whole of this tax for itself. -

Procedure in Financial Matters 

76. Item X of our terms of reference is as follows:~ 

. "Is it necessary to make any modifications in the 'existing provtstons as 
regards procedure in financial matters contained in Sections 33 to 37 and 78 
to 83 of the Government of India Act, 1935 ?'' 

77. The rresent financial procedure in the federal sphere is laid down in 
sections 33-37 of the Government of -India Act, 1935. The corresponding 
clauses in .the Draft Constitution as prepared by the Secretariat of the Consti­
tuent Assembly are 74, 75 ancl 77-81. We 'have two recommendations to 
make:-

(1) \Vhen a" n10ney bill is sent from the Lower H~mse to the Upper, 
a certificate of the Speaker of the Lower House saying that it 
is a money bill should be attached to, or endorsed on, the bill and 
a provision to that effect should be made in the Constitution on 
the lines of the correponding provision in the Parliament Act, 
1911. 'rhis will prevent controversies about the matter outside. 
the Lower House. 

(2) After cia use 80, a provision may be made making it nec.e~sary for 
Government to approa~h the Legislature for regulartsmg any 
excess expenditure that might be discovered in audit after the 
close of the year. This is, in fact, done even now,, but ther0 
is no statutory obligation to do so. 

SubjBct to these two recommendations, we approve of the provisions in 
the Draft Constitution. · 

78. Financial procedure in the Provincial field is governed by sections 78-82 
of the Goven1ment of India Act, 1935. The corresponding provisions in the 
Draft Constitution occur in clauses 149-153. We recommend:-. 

(1) that in a Province with a bicameral Legislature, if any, the powers 
of the Upper House over money bills should be exactly the same 
as at the federal level; 

(2) that the new provision, in respect of a vote on excess grants, recom~ 
mended by us at ·the federal level should be repeated at the 
provincial level also. 

79. It is usual in written democratic constitutions to provide that no. money 
can be drawn from the treasury except on the authority of the Legislature 
grani;cd by aTJ. act of appropriation. In this country, the practice has been 
to authorise expenditure by resolutions of Government after the dema~ds 
have been voted, and not by law. As the existing practice has been worlnng 
well in this country, appropriation by Jaw does »oil appear to be necessary· 
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Auditor-General 

80. '!'hough the question has not been sp_ecifically refel'red to us, \Ve con­
sider that th~:. status and powers of the Auditor-General are so closely connecteil. 
,v'l~ll nnanc.al procedure \ihat we nave gone mto this n1atter also: 'l'he pro­
visions in respect of the Auditor-General of the Federation are contained iu 
clauses 106-fu~ of the Draft Constitution, and those m regard to the Auditor­
General of the .t'rovinces, in clauses 174-175. In substance, all these 
clauses repeat the existing prov.swns in the Government. of India Act. \Ve 
consider the provisions to be adequate for the purpose of securing the inde­
pendence _of the Auditor-General. We notice that the Auditor-General of 
lndia. is to perform the functions of the Auditor-General in respect of the 
Provincial Governments also for an initwl period of three years_, and, there­
after, until a particular. Provincial Government chooses to appo.nt its own 
.Auditor-General. We favour the continuance of a single Auditor-General for 
the Government of India as well as for the Provincial Governments, and it 
is possible that the Provincial Governments will also prefer that course, and 
will choose not to use their power of appointing separate Auditor-General 
of their own. The Draft Constitution, however, gives them the option to 
appoint Auditors-General if they think fit so to do. We are not sure whether 
it is possible altogether to do away with this option, much as we should 
like to do so; but if the option rereains, we recommend that the provision:; 
of sub-clause 3 of clause ·174 should be amended so as to make the Auditor­
General of a Province eligible for appointment as Auditor-General of another 
Province also. 

Borrowing Powers 

81. This question is covered by Item I of our Terms of Reference. 
The present position is that the. Provinces have the freedom to -borro" 

iv the open maTket in India except when they are indebted to the Centre. 
h'he most outsta:r:ding advantage .of the freedom of borrowing is the sense 
'of financial responsibility it creates; for, there is no more accurate, sensitive 
and dependable meter of the credit of a borrowing Government than the 
reaction of the securities market. \Ve do not therefore wish to withdra\Y 
this freedom. Nevertheless, it is necessary to have some machinery which 
would ensure that borrowing Governments do_ not, by their competition. upset. 
the capit~l mar~et. This machinery _is now prov:ded through th~ . Heserve 
Bank wh1eh advises all the Governments, but in view of the amb1t10us pro­
:r:,'l·nmmes of development both by the Centre an'l by ~{le Units, it may become ' 
nece~sary to set u,p some kind of expert machinery, both competent and 
d~fm1tely empowered, to fix the order of ·priority of the borro·wings of. the 
ddreteut Governments. In some countries this co-ordination is effected e1thei' 
by a Ministerial Conference or bv a Lom;s Council. Such machinery should 
not affect the re~ponsibility of ~ Government for its borrowing policy, ani! 
should help only 111 the timin()' of the loan and avoidance of unnecessary com­
petition. The c?-ordination b; the Reserve Bank has worked well in practicP, 
:and so long ~!'\ 1t works \vell we rlo not recommend any change. We as~ume 
that there ~Ill be no distinction between federating States and the P:rovmr.es 
in this respect. 

82. We are of the .opinion that it should not be open to a Provincial G~v­
ernment or to a Government of a State to go in for a foreign loan exce-pt With 
the consent of the Federal Government and except under such conditions, 
if any,. as the Federal Government may think fit to impose at the time of 
granting the consent. \Ve notice, h~·wever, that there is an entrv, viz., 
"18. Foreign Loans" in t-he Federal Le()'islative List in the Draft Constitution. 

0 0 
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vl/e are not sure whether, the insertion of this entry in the Federal Legis-
lative List is enough to prevent the Government of a Unit from going in for a 
foreif,u loan We, therefore, recommend that the point be examined, 3'Ild 
if the provision is not found to be adequate, a specific provision should be ~ade 
in clause 210 of the Draft Constitution making it necessary for the Govern­
ment of a Unit to obtain the consent of the Federal Government before going 
in for a foreign loan. 

Problem of Indian S"tes 

83. The points at issue are contained in items III, IV, V, VI and XI of our 
terms of reference. 

'l'his part of our work is the most difficult party thereof, and the difficulty 
.arises as much from the lack of statistical data as from •the complicat:ons of 
the problem itself; for, not only do conditions differ widely between the Pro­
vinces as a whole and the States as a whole, but from State to State, so that 
it is diffinult to apply a. common yard-stick. 

84. The Union Powers Gommittee of the Constituent Assembly in Para. 2 (d) 
of their report, dated 17th April, 1947, has expressed its view on this subject in 
the following te1ms :-"We re~lise that, in the matter of industrial development, 
the States are in varying degrees of advancement and conditions in Br:t:sh 
India and the States are in many respects dissimilar. Spme of the above 
taxes are now regulated by agreements between the Government of India and 
the States. We, therefore, think that it may not be poss:ble to impose a 
uniform standard of taxation· throughout the Union all at once. We recom­
mend that uniformity o£" taxation throu~hout the Units may, for an agreed 
period of years after the establishment of the Union not exceeding 15, be kept 
in abeyance and the incidences.-levv. realisation and apportionment of the 
-s.bove taxes in the State Units shall be subjecta.!l to agreements between thern 
and the Union Go.vernment. Provision should- accordingly be made in the 
Constitution for implementing the above recommendation." We entirely a~ee 
with these ohservations. 

85. We assume that the ultimate object o£ the Federation must be to secure 
for the federating States the same, or nearly the same standards of economiC! 
development, fiscal arrangements and administrative efficiency as in the' Pro­
vinces. It is only against this background that the States can have the snme 
identity of interest with the Union us the Provinces have. 

SB. The first difficulty met with in our investigation is that many of the 
smaller States have neither a butlget nor effective audit, so that adequate 
and reliable information .about their financial position, on a bas·s permitting 
comparison .. with Provinces, is not available. \Ve recommend accordingly that 
:it should be made obligatory_ within as short a period as possible £or each State 
to arrange for the preparatiOn and authorisut:on o£ a periodical budget and 
the maintertance of proper accounts and audit and to send copies o£ its budget, 
aecounts and audit reports to the Union Government. · 

c:7. In the absence of sufficient data, we are not in a position to make r~­
commendations other than o£ a general nature. \Ve are clear in our mind 
that the States should gradually dev~lo~ all the taxes in the Provincial Legis­
lative List so that they may correspondmgly give up reliance on taxes in the 
Federnl L~gislative List .. T~is ~rocess however would necessarily take some 
time; and m the meanwhile 1t Will be necessary to have transitional arrange­
Inents. 

88. We will now tRke up Land Customs. \Ve do not recommend the 
immediate abolition o£ LRnd Customs, for 've find that such a course would 
lead to a serious dislocation in the finances of manv States. M~reover where 
there is no large re-export trade, these land custon{s, though a possibl~ source 
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of annoyance, are really of the nature ·of octroi duty levied at a few point.:; of 
entry. On a long view, however, in the interests of the States themselves, 
these duties might be replaced by other taxes, such as sales and turn-over taxes. 
\Ve recommend accord:'ngly that Land Customs now ·levied -by the States 
should be abolished during the next 10 years. As a first step it may be arranged 
that--

(1) a' 

(2) a 

(3) a 

State shall not in future levy land customs on a commodity on 
which there is no such duty now; 
State shall not after a fixed date, increase the rate on any com­
modity; and 
State levying land customs should grant refunds on re-exports. 

Gradual abolifon over a period of 10 years should not cause any serious 
dislocation to the finances of these States, nor can there be' any question of 
paying any compensation to these States, for the simple reason that the Unhn 
Government will not gain any corresponding revenue. 

80. i\Iaritime customs should l:ie uniform all through the Union,. and the 
Federal Government should take over thl?. rrdm;n:stration of such customs in 
all the maritime States. If this arrangement results in the loss of any State 
of the revenue now enjoved by it, it is only fair that the State should l:e com­
pensated for the loss. Pending- determinntion of the apnronriate compensation 
in each case by a States Commission, the appointment of which we recommend 
in a later paragrnph, each Stnte may be given an annual grant eqnal to the 
aver~ge revenue from this source during the ]Rst three \eRrs. The right of 
:Kashmir to a rebate on sea customs may b~ similarly abolished O'l payment 
of- a similar grant. 

00. The Federal Government may lev.y Central :Excises in all the States, 
but those States wh;ch llOW enjoy the benefit o£ u part or the who:e of these 
revenues raised in their nre~~ »houlrl, in lieu of such benefit, receive grants on 
the basis o£ the average revenue enjoyed by them from these sources during 
the last three years. In om opinion, neither this arrangement nor the one 
referred to in the foregoing paragraph should present any difficulty from the 
purely financial point of ''iew either to the Un:on or to the States. 
-./'91. The Indian Income-Tax Act, with such modification as mav be consider­

eel necessary by the President, may be applied to all the Fecle~at'ng States. 
The net proceeds of the tax. attributed to the States may be credited to a States 
Income-Tax Pool and such portion not being less than' 75 per cent. of the net 
proceeds attributable to eneh State, as determined by the President, may be 
paid back to the States. · ' 

We are aware that many problems will arise in the course of allocat:ng 
these proceeds ~etwee? ~he different states, but they are not insoluble, and can 
be solved on lines s1m1lar to those followed in allocating similar revenues 
between the Provinces. 

92. The need for a uniform system of income-tax both in the Provinces 
and in the States has become urgent not only because of the -facilities afforded 
for evasion and avoidance of the Central Income-tax by the existence of States 
with lower rates of taxation or no tax ~t all, but also because it is alleged that 
industrif:s .are being diverted artificially by the incentive of lower taxation to 
areas not mherently suited for the industries. 

93. Though we do not favour any abrupt change in the status quo, we do 
n~t attach muc)l weight to the argument that the States are, as a whole, indus­
tnally b.ackward . and tha.t they cannot, therefore, ~;;tand the snrne high ra~es 
of ta~atwn, partiCularly mcome-tax, as .the Provinces can. If the productive 
capac1ty of a. State, and consequently 1ts level of income, is low, it follows 
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that the State n·ill not ha~·e to contribute much bv way of tax if it falls in 
line with the . Pr_ovinces: If, on the other hand, die point is that industries 
should be sr~ifi_c1ally. stunulated in the States somehow by the incentive of 
lower ta~es, 1t. 1s obvwus ~hat if ~he ~tat-e i~ not suited for -industrial develop­
ment, the cost of bolstermg up 1ts mdustr1es must ultimatelv fall upon the 
Provinces and other States. " 

94. As already !:tated, we are not in a position to make· deta led recom­
menduticus 1·egarding the States. 1We recommend for this purpose the establish­
ment of a ~ty,§...< ;qmnu~~ with five members who should possess wide 
knowledge of the financial. administra.tion of Provinc;al, Federal or State 
Governments. Preferably, one of these members might be a member of the 
}'inance Commission (for Provinces) referred to earlier in this rep-ort . 

. The Comm.ission should advise the. President, a~ also the States, about their· 
financial systems and suggest methods by means of which the States could 
develop their resources and fall ·into line with the Provinces as quickly a:; 
possible. One of the first tasks of the Commiss'on will be to examine in 
detail the privileges and immunities enjoyed by each State, and ·aJso the con­
nected. liabilities, if any, and recommend a suitable bas:s _of compensation 
for the extinction of such rights and liabilities. We consider in particular that 
the States Commission should deal with the problems before it with under-. 
standing· and sympathy and suggest solut:ons which would not only be fair 
both to the States and to the Provinces, but enable the States to come up 
to the Provincial standards in as short a time as possible. 

95. The States "·hich come into the above arran.gements would pay their 
contribution for Defence and other Central services through the share of the 

... net proceeds of Central taxes retained by the Centre, and nothing m?re should 
~ be expected from those States. On the other hancl, the States :vh1~h accede I 

but do not come into the above arrangements, should pay a contnbuhon ~-o ~he 
Centre, the amount of which should be determined by the· States Co~miSSion 
having regard to all the relevant factors. 

96. The constitutional arrangements in this resp'ect, particularly during the 
interregnum of 15 .years, should, in our opinion, .be· kept very flexible. The 
Presitlent ;;~hould be enabled by order to adopt any financial arrangement l1e 
mav find· expedient with each State until StiCh arrangement is altered by an 
Act of the Federal Legislature after necessary consultat:on with the States. 

97. \Vhile the outlines which we have indicated above are c~pable of being 
i'.pplied to most of the major or even middle-sided States, it is, _in our opi~i~n, 
necessarv to group together a number of smaller States in s1zable adm ms­
trative t~nits before they can be brought i~1to any reasonable fmanc:al pattern. 

98. \V e nre sorry that we ha ye not been able to contribute anything more 
precise then we have done to this part of the terms of reference to us. 

99. We enclose two Appendices (IV and V) one of which sets out in detail, 
as far as we have been able to collect, the rights and immun'ties enjoyed by 
various States, and the other setting out the total budgets of certain States 
and the part played by Land Customs in those budgets. 

Summary of Recommendations 

100. (1) No major change to be made in the list -of tnxes in Federal Legisla­
ive r,i;;t as recommended by the Union Powers Committee. (Para. 30) 

(2) The limit of R~. 50 to be raised toRs. 250 f~r,taxes ?n professio~s ~tc. 
levied by Local Bodtes. (Para. 30) . 

·(3) An entry to be made in the Federal Legisla.tive List of a new item "Stock 
Exchanges and Futures Markets" etc. (Para.. 30) . · 
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• ( 4) A few minor changes of a drafting nature. to be ma~e in _the _list of taxes 
in the Provincial Legislative List; and no new 1tems for msertwn m the Pro­
vincial Legislative List. (Paras. 31-33) . 

(5) The Centre to retain ~he w~ole of the net J?ro~eeds of the foll<;>wing· taxes. 
viz. (a) Duties of Customs mcludmg Export Du~1es, (b) tax on capital vulu~ of 
assets, etc.; (c) taxes on Railway fares and freights; and (d) Central Excises. 
other thun on tobacco. (Para. 34) 

(6) The grant of fixed assi?nments for a period of years~ to the jute-growing 
provirces to make up for therr loss. of revenue. (Paras. 3a-36) . 

(7) The net proceeds of the following taxes to b~ shared with the Provincial 
Governments, viz. (1) Income-tax, including Corporation Tax; (2) Central Ex­
cise on Tobacco; (3) Estate and Succession Duties. (Paras. 38-42) 

(8) The suggestion that the Centre should be allott~d only the excises on 
specified commodities, not accepted. (Par~. ~1) 

(9) Federal Stamp ;Duties and Terminal taxes on goods, etc. to be adminis­
tered centr&iJy, but wholly for the benefit of the provinces. (Paras. 43 and 44) 

(10) Larger fi~e~ subve~tions than now, n~cessary for Assam and Orissa, and 
subventions for lrm1ted per10ds for East PunJab and West Bengal, but no 
precise figures recommended for lack of data. (Paras. 45 and 46) 

(11) Grants-m-aid on the Australian model not favoured. (Para. 48) 
; l ' (12) Merging the tax oil agricultural income in the Central Income-tax and 
ifimilarly the Estate and Succession Duties on agricultural property in the 
r I similaT dutiEs on property in general to be examined in consultation with Provin-

1
, cial Governments and transfers made from the Provincial List of subjects, if 

necessary.. (Para. 49) _ . 
1 

(13) Not less than 60 per cent of the net proceeds of Income-tax, incluiin'g 
Corporati'on Tax and the tax on Federal emoluments, to be divided between 
Provinces in the following manner:-

20 per cent. on the basis of population, 35 per cent. on the basis of collec­
tion and 5 per cent as an adjusting factor to mitigate hardship. (Paras. 55 unci 
56) 

(14) Not less than 50 per cent. of the net proceeds of the excise dn tobacco 
to be divided between Provinces on the basis of estimated consumption. (Para. 
61) 

(15) Not less t~an 60 per cent. of the net proceeds from Succession and Esto,te 
Duties to be divided between the Provinces on the following basis . -duties in 
respect of real property on the b~sis of allocayon of the property, a:O.d of the 
balance, three-fou:ths on the ~asis of the residence of the deceased and one-: 
fo'.lrth on the basis of population. (Para~. 58) 

(16) Net effect of the recommendations, to transfer annually a sum of the 
order of Rs. 30 crores from the Centre .to the Provinees. (Para. 59) 

(17) A Finance Commission with a High Court Judge or ex-High Court Judge 
as Chai~an and fou: ~ther members to be e?trusted with the following func­
tions ::-viz (a) alloca~10n between the Provmces of their shares of centrally 
admimstered. taxes assigned to them; (b) to consider applications for grants-in­
aid for Provmces and report thereon; (c) to consider and r port on other 
matters referred to it by the President. (Paras. 65-67) e 

(18) The Conun_ission to review the position every five years, or, in special 
circumstanr>E-s, earlier. (Para. _70) 

(19) A tax levied by the Centre unier its residuary powers not to enure 
to th!'l benefit of a noz;-acceding State unless it agrees to accede' to the Centre 
in respect of that subJect. (Para. 72) 
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(20) Trading- operations of Units, as also of Local Bodies, whether carried 
on within or without their jurisdiction, to be liable to Central Income-tax· or a 
contribution in lieu, but quasi-trading operations incidental to the normal func­
tions of Government not to be taxed. (Para. 74) 

(21) The President to be empowered in an emergency to suspend or vary 
the normal financial provisions in the Cons~itution. (Para. 75) · 

(22) A few minor changes suggested in regard to the procedure in financial 
matters. (Para. 77) 

_ (23) No change to be made in respect of borrowing powers of Units. (Paras. 
81-82) 

(24) Early arrangement to be made for the preparation of regular budgets 
and the maintenance of appropriate accounts and audit by all acceding States. 
(Para. 86). 

(25) States gradually to develop all the taxes in the Provincial Legislative 
List and correspondingly give up taxes in the J<'ederal List. (Para. 87) 

(26) Maritime customs and excises in States t~ be iaken over by the Centre. 
the States beir.g compensated therefor if necessary. (Paras. 89 and 90) 

. (27) The Indian Income-tax Act to be applied to all the federating States, 
and 75 per cent. of the net proceeds attributable to the States to be divided 
between them. (Para. 91) 

- (28) A StateR Commission to be set up with five members _with wide know­
ledge of the financial administration of Provincial, Federal or State Govern­
ments. (Para. 94) 

(29) The States Commission to examine the privileges and immunities. etc. 
of States and to suggest suitable compensation for the extinction of these r1ghts 
and liabilitiE>s. (Para. 94) _ , _ 

(30) Stutes which do no~ come into th~ arrungeme.nt~ to pav a contribution 
to the Ct:·ntre to be determmed by the States CommiSSion. (Pam. 95) 

(31) The interim Constitutional 'arrangements with the States to he flexible 
and small States to be grouped together. (ParAs. 96 and 97) 

ConclUSion 
101. Some of our recommendations would need to be embodied in the 

Constitution while others would be given effect to by the order of the President. 
\Ve have attempted a draft of the necessary provisions in the Constitution to 
give effect to the former; and these are set out in Appendix VI. 

102. Mr. Rangachari has signed this report in his personal capacity, and 
the views expressed in it should not be treated as committing in any manner 
the Ministry of Finance of which he is an officer. 

New Delhi, 

December 5, 1947. 

NALINI RANJAN SARKER, 

V. S. SUNDARAM, 

M. V. RANGACHARI. 



APPENDIX I 

CONSTITUTIONAL POSITION OF THE CENTRE AND TilE PROVINCES IN RESPECT OF REVENUE UNDER THE GOVERNMENT 
OF INDIA ACT, 1935 

(a) Revenues oi the Federation 

I 
A. Levied and nollected bv 

the l!'edcratfon but be­
longing wholly to the I'ro­
VInees or Units. 

(1) 

From Taxes 

. I 
n. Levied and collected b;v the Federal Government of 

which a portion Is or may be assigned to the Provinces 
l 

I 
c. Levied and collected by 

Federation and, belonging 
wholly to the Feder11tion. 

1. Duties on Succession to 1 I 1. Taxes in Li!lts A & B 
property other than agrl- a. Assigned by the Act. b. May be assigned by In areas administered by 
cultural land.• · / Federal Law. the Federal Government. 

2. Stamp Duties on Bills of I 2. Customs. • 
Exchange, Cheques, Pro.. 1. Income-tax other t.Mn 1. Duty on Suit.§ 3. corporation Tax. 
notes, Billa of Lading, Corporation Tax. (Subject 2. Other duties of Excise 4. Surcharges mentioned In 
Letters of Credit, l'ollclt'8 to Federal Surcharl(o)'lf on Tobacco and on other Lists A & B. . 
of Insurance, Proxies and 2. 'Jute Export Duty., Goods manuf11ctured .6. Taxes on capitul values of 
lteceipts. t or produced In India assets or Individuals and 

3. Terminal Taxes on goods except companies. 
or pa88engers carried by (a) alcoholic liquor for 6. Miscellaneous receipts 
Railway or air. ; human consumption. fro n fees In respect of 

4· Taxes on Railway fares (b) Opium, hemp, a: d matters In Fe<lerai J,L•t 
and freights. • other narcotics and · (Including foes tl\kcn in the 
(Subject t.o the right of the non-narcotic drugs. }l'edero.l Court.) 
l!'ederatlon to raise Fcdc- (c) medicinal and toilet 
ral Revenue ,by a sur- preparations. 11 
Charge on an the items In 3. Duties or Export. II 
thlallst.) 

(2) 

From CommercL'tl 
Operations. 

· 1. Posts & Tolegrnph. 
2. l!'edoml lto\ilwnys. 
3. nnnklng. 
4. Other Commercial 

Operatlo118. · 

(3) 

Sovereign Functions 

1. coinl\gO and 
currency. 

2. Escheat and 11\pse 
In areas admlnis· 
tered by l!'edernl 
Government. 

(4) 

ContribuMon.~ · from 
Stl\tes-Asslgned by 

His M11jcsty. 
I 

Tributes and other 
p:1yments. 

----------------~-----------------------------------------------------------• Not yet levied. 
t These duties continue to be both levied and collected by the Pro11nccs. 
t Levied so far only for the benefit oflocal bodl~s. 
, See notes under the other Table. 
§ Duty now abolished. 
U No share t1811igncd to Provinces. 



I 
A. Directly raised by the Province. · 

1. Land Revenue. 
2. Duties of exelse on alcohOlic llquors, etc., 

excluded from Federal revenues. 
3. Taxes on Agricultural income. 
4. Taxes on lands and Buildings* 

Hearths and Windows. 
5• Succession to agrlcultUllllland • 
6. Taxes on Mineral lights. 
7. Capitation taxes. . s. Taxes onl'rofeeslol!JI, Arts, Trsdes and 

Callings.• 
9. Animals and Boats. • 

10. Sale of Goods and Advertisements. 
11· Octroi. 
12. Taxes on luxuries, entertainments, ete. • 
13 Stl)lllp&-Other than Stamps .In Federal List. 14: Ta.Xes on PIII!SCngers and Goods In Illl&nd 

waterways. 
15. Tollslt. 

16. Miscellaneous Receipts from fees inc! udlng 
fees taken in courts (other than the Feder!\1 
court-> 

(b) ltevenues ot the Province 

. I 
D. Levied nnd collected 

by the Federation and 
wholly allocated to tbe 
Provlnees. · 

I 
Itelllll in List A o( the 
other Table. 

. I 
B. Commercial Operatlona, c. Sovereign ~lghte •• 

I 
Escb~t and Lapse. 

C• Levied and conecteJ by the Federation 
but which Is or may be allocated In part to 
the Provinces • I . . 

I . 
(a) Dy thB Government 

Of Indl a Act. 

Inoome-Tn.: 
Export;, d~Y on .Jute.-J 

I • 
{b) By Federil.l Leglslatlon.l 

SaJt.t 
Federal Excise Duty, 
Export Dutielljf, 

I 
D. Grants-In-aid and sub 
ventlona !rom the Center 

--------------------------------------------------------------------------------------------------------------------
• These taxes arc now raised by Municipal and other J,oiml authorlt.les Cor their needs. 

I Now abolished-but before abolition wa.s a source of Municipal Taxation. · 
DY order tn Council 50% of the net proct100s of tax on lncume otb~<r titan Corporation Tax exclusive or proceeds attributable to Clt!ef Commlsslone!'ll' Provinces and taxos In 

respect of Federal emoluments are distributable In aceoruuuce with a prescribed rl\t.io. . · · . 
'II 62! assigned to Provinces by Order in Council distributed among jute producing Provinces in proporMon to tho rc.,pcctlve amounts of Jute grown In them. 
§ Duty aoollihed. • 
11 No share ullotted to ProvincCll. 



APPENDIX II 
FINANCIAL POSITION OF THE PROVINCES AND THE CENTRE FROM 1937~38 TO 1946-47 

•Subsidy of 3,00 in 1943-44 taken by Bengal as reduction of Expenditure on Famino. Hence Revenue and Expenditure both h&ve bee 
increased by 3,00. 

tThe subvention wa~capitalisedon 1st Aprill944 and the value set off again'3t the Lloyd Barrage Debt, 
Revised E~timates have generally been taken for 194S-47. 
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(b) Central Government (1937-38 to 1946-47) 
\ 

(In lakhs of Rupees) 

Expenditure 
Year Revenue Deficit(-) 

Civil Defence Total Surplus(+) 

1937-38 86,61 39,39 47,22 86,61 

1938-39 84,52 38,97. 46,18 85,15 -6~ 

1939-40 94,57 45,03 49,54 94,57 

1940-41 . 1,07,65 40,57 73,61 1,14,18 -6,5~ 

i941-42 1,34,57 43,33 1,03,93 1,47,26 -12,69' 
1 94.2-43 . 1,77,12 74,28 2,14,62 2,88,90 -1,ll,7S. 

1943-44 . .2,49,95 81,44 3,58,40 4,39,84 -1,89,8!}1 

1944-45 . 3,35,71 1,00,77 3,Q5,49 4,96,26 -1,60,55-

1945-46 . 3,61,18 1,24,38 3,60,23 4,84,61 ~1,23,4~ 

1946-47 (Revised-Estimate) 3,36,19 1,43,36 2,38,ll 3,81,47 :-45,28 

ToTAL •. 19,68,07 7,31,52 18,87,33 (26,18,85 -6,50,78 

The. amounts included in the above on account of revenue assigned to the Pro·­
vinces and Grants-in-Aid and Subvonticns to them arc gi>un bulcw :-

(In lakhs of Rupees) 

Year 

1937-38 

1938-39 

1939-40 

1940-41 

1941-42 

194Z-43 

1943-44 

1944-45 

1945-46 

1946-47 (Revised Estiritate) 

TOTAL 

(a) Includes 3,00 Special Grant to Bengal. 

(b) Includes 7,(10 Special Grant to Bengal. 

(c)_ Includes 8,00 Special Grant to Bengal. 

(d) Includes 1 roundly in all for Coorg. 

Share of Jute Share of Grants-in-aid 
Export Duty Income-tax and Subventions 

2,65 1,25 3,14 

2,51 l,50 3,05 

2,56 2,79 3,04 

1,85 4,16' 3,04 

1,95 7,39 3,03 

1,40 10,90 2,76 

1,38 19,50 5,75(a) 

1,49 26,56 8,70(b} 

1,57 28,75 9,70(c~ 

2,80 29,87 1,70 

20,16 1,32,67 43,91(d) 
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APPENDIX III 

SUMMARY- OF PROVINCIAL SUGGESTIONS 
Part I-Taxes 

Tax 

1 

1. Income tax (other 
than on agricultural 
income). 

'[Sec. 138 of the 
Government of India 
Act, 1935 and item 
54 in Federal Legis­
lative List.] 

/ 

Assignment 
existing or 

contemplated 
2 

Provinces 
proposing 

3 

Assignment proposed for 
provinces 

4 

A m'l.ximum of 50% Madras 
of the net proceeds 

A minimum of 50% of net pro­
ceeds. 

to be distributed Bombay 75% of income tax and corpora-
among provinces. 

U.P. 

tion tax receipts for provinces 
or 75% of the corporation, 
income and super taxes paid 
by residents in a. province 
to be earmarked for that 
province. From the divisible 
pool from corporation and 
income ta.x 331% · should be 
allotted to Bombay which 
is the largest single contri-
butor to the revenue. · 

50% for pro"vinces on popula­
tion basis •. 

C. P. 75%, Tax on- Agricultural in-
come also should be collected 
by centre. 

West Bengal 60% ·to be distributed in propor­
tion to the collection of these­
taxes in provinces. 

Bihar Even on the basis of popula-
tion Bihar should have re­
ceived 17 crores as against 
13 aflotted. In future none 
of the poorer provinces should 
get an amount lower than 
that payable on the ba..~is 
of population. The di;otri­
bution should b3 governed 
not by residence of the 
BS!lessees but by the place 
where th9 inJom3 is earned. 
The basic factor.'! must be 
population . and th!'l place 
where the iacJme i3 earned. 
If any m?difbations are 
to be made they must be 
don!'l with th':l object of 
a'33i3ting the fina.Jlcially po?rer 
provinces among which Bthar 
is at the very bottom. 

Orissa Distribution of 50% may 
continue as at present ; but 
the percen"tages should b_e 
revised taking into consi­
deration the factor also of the 
state of development. in addi­
tion to those of population 
and residence used by Sir 
~tto. Due weightage to be 
glVen to undeveloped pro­
vinces, Should the provincial 
share exceed 12 crores, 75% 
of the excess may be left to 
the discretion of the Central 
Government. · 



1 ,., 

2. Corporation Tax. 
(Item 46 in Federal 
Leg. List.) 

3. Central E_xcise 
duties (on tobacco 
and other goods 
except alcoholic 
liquors. (item 46.) 

2 

Wholly Federal 

29 

3 

East Punjab 

' Assam 

Madras 

Bombay 

U.P. 

C.P. 

There is provision forf Madras 
shar~g in full or Bombay 
in part [Sec, 140l 
( 1)] but not so 
far shared. 

U.P. 

C.P. 

West Bengal 

Bihar 

Oriasa. 

Assam 

4 

After the partition the East. 
Punjab ·Province faces a de­
ficit of about 3 crores ; its. 
share of income tax proceeds. 
~hould . be very appreciably 
mcreased to meet the deficit. 
fully. · 

75%. There should be a drastic­
revision of the shares of pro­
vinces in income tax receipts. 
having regard to the facts that. 
Sind and N.W.F.P. go out,. 
that the amounts now avail­
able in the divisible pool have 
enormously exceeded the ori­
ginal estimate and some pro­
vinces are now getting, as a._ 

result, income tax amounts. 
exceeding the entire revenues. 
of some others. 

At least 50% of the net proceedS. 
to go to provinces. 

75% for provinces. 
50% for provinces on population 

basis. 
C.P. suggests the inclusion of" 

Corporation tax and taxes on. 
Capital and Capital Assets in. 
taxes on income for distribu­
tion. 

Should be entirely provinciali:z€d 
Should be provibcialized or not. 

les_s than 50% of the net pro-­
ceeds in each producing unit. 
to be allotted to that unit. 

Should be entirely provincialized 
and distributed on population. 
basis. 

Should be provincialized or 7 5% 
should be allotted to provinces. 
The duty should cover some 
mora articles such as rubber 
goods, papers, etc. 

25% ofthe federal excise should 
be allocated to provinces. 

A portion of the duty should be­
distributed on the basts of" 
the yields in different Pro­
Vinces. 

A portion may be distributed to­
provinces gradually parti­
cularly as the provinces are 
now faced with the loss o£ 
their excise revenue. 

At least 75 per cent. of the­
excise duty collected on her­
oil should be allotted to Assam. 
At least 50 per cent. of the 
other excise duties (Sugar,. 
Steel, Matches, Tobacco and 
Beetle Nuts) to be given to 
the producing units on &. 
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1 2 3 

4. Export Duties on 62 l per cent. of net West Bengal. 
JuteandJutepro proceeds) [Section 
ducts. 140 (2)]. ' 

!5. Export Duties 

<6. Succession duties, 
Federal Stamp 
duties, Terminal 
taxes (Railway & 
Air), Taxes on 
Railway Fares & 
Freights. 

Provided for 
distribution 
provinces. 
137). 

Bihar • 

Madras 

Bombay 
U.P •• 

c.P. 

West Bengal. 

Orissa. 

Assam 

full Madras 
to-

(Sec. 

U.P .. 

C.P •• 

West Bengal. 

4 

formula combining factors of 
province of production, size of 
population and level of revenue 
expenditure. 

7 5 per cent. should accrue to the 
provinces growing and manu­
facturing jute. 

The entire net proceeds of the 
jute producing provinces 
should be distributed pro· 
portionately among the con· 
cerned provinces. 

At least 50 per cent. of net 
proceeds of all export duties 
should be distributed to pro· 
vinces according to principles 
formulated by_ Federal Legis· 
lature. Analogy of jute duty 
arrangement cited. 

50 per cent. of net proceeds. 
All export duties should be 

entirely provincialized ~~;nd 
distributed on populatiOn 
basis. 

1 
Export duty on minerals (Coa 

and Manganese, etc.), shoul'd 
be allotted to C. P. 'Jute 
analogy). 

f 25 per cent. of net proceeds o 
export duties other than jute• 

A portion may be distribute~ 
to provinces gradually parti­
cularly as the provinces are 
now faced with the loss of 
their excise revenue. 

At least 75 per cent. of the sale 
proceeds of eJ..-port duty realis· 
ed on her tea. . 

It should be provided that 
th0 net proceeds Fhall not form 
part of the Revenues of. th.e 
Federation but shall be d1str1· 
buted to the provinces accord· 
ing to principles formulated 
by the Federation. 

The provisiOnS should be fully 
utilized to augment the re· 
sources of provinces. 

Succession duties in respect also 
of agricultural land shou!d ?e 
transferred from the provmmal 
to the Federal list. The duty 
should be on ad valorem 
basis. 

The provincial governments 
should be empowered to levy 
them if the Central Govern· 
ment do not levy them •. 
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7. S t a t e Lotteries 

8. Taxes on trades, 
professions, cal­
lings and employ­
ment. 

9, Taxes 
and 
menta. 

on sales 
advertise-

31 

2 3 

Assam 

Federal (item 48 C. P. 
Federal List). 

Provincial tax, Sec. 
142-A, Item 46 in 
Provincial Jist. 

(Item 48 in Provincial 
list). 

4 

50 per cent. of income from 
increase in railway fares and 
freights.above the levels deter­
mined by the Railway Budget 
of February 1947 to go to 
provinces on population ratios 
weighted by a given factor in 
favour of provinces with smal­
ler revenues and expenditure. 

Should be transferred to Pro­
vincial list. 

The limit of Rs. 50 p. a.,should 
be removed and gradation 

according to capacity should 
be provided for. 

Sales tax should be levied in 
· all provinces and acceding 
states. 

Part U-Non-tax proposals 
U. P. • (1) The inequity of the Ni~meye 

Award should be rectified 
and the central allocation 
for U. P. should aim at a 
minimum of 6 or 7 crores p.a. 
going up to 12 or 13 crores 
in the space of 10 years. 

(2) The consolidated debt due 
from the U. P. to the Govern­
ment of India. should be 
wiped off. 

(3) The Government of India 
should share losses on the 
food grains scheme as origi­
nally promised by them. 

C. P. A system of central grants 

West Bengal. 

Bihar . 

Crissa . 

derived after taking into ac­
count such factors as natural 
resource!<, stage of industrial 
developrr"ent, taxable capa­
city, etc., is essential. An 
expert financial enquiry should 
be undertaken. 

(1) Provision for federal aid to 
provinces for social and 
amelioration work. 

(2) There should be a finance 
commission on the lines of 
the Commonwealth Grants 
Commission in Australia. 

If any grants-in-aid or sub-
ventions are given in future 
the per capita revenue and 
expenditure in each province 
during the last ten years 
should be kept in mind. Those 
with low per capita revenue 
and expenditure should 
be given greater assistance 
than the richer. 

The broad lines of the present 
allocation may be maintained 
in the new Constitution ; but 
the subvention of 40 lakhs 
fixed for the province should 
be increased ; it should be 
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EastlPtmjab 

4 

stated as a percentage of the 
revenues of the central govern­
ment and in any case there 
should be a minimum annual 
subvention of 150 lakhs. 

Enforcement of the policy of 
prohibition and judicial pan­
chayats ·will make the pro­
vincial administration im­
po!'!sible unless the Central 
Government multiplies its 
grants and subventions very­
liberally. 

Abolition of the Zamindari ~'-YS­
tem would e:eriously affect. 
Land revenue and stamps_ 
Make every one pay accordin<>" 
to his capacity. Provide fo';_.. 
a well regulari~ed hom·e tax: 
on a provincial scale ; a tax 
on passengers. 

Nationalization of industry will! 
wash away the twiD anchor 
sheets of Central finance-· 
Income tax and Customs. 

(1) Pmticularly as the East. 
Punjab is now to be the 
frontier of the Indian Domi­
nion, there is a strong case 
for a recurring subvention oi 
more than 1 crore for it 
(N. W. F. P. used to get 1 
crore). 

(2) A non-recurring subvention.. 
for the capital of the province •. 
(Orissa was given such 6 grant) •. 

There is an obvious case for an. 
upward revision of the sub­
ventions granted to Orisea. 
and Assam. 

Assam 6S a frontier as well as 
a backward rrovince of India 
deserves special tr< atment. 

Its royalty of 5 per cent. on oil. 
(as again<t 10 times that 
amount of central excise) is 
unfair. Large amounts or 
income accrue in Assam but .. 
are assessed in Calcutta which 
is headquarters of the concern·· 
ed companies. Some provin-­
ces like Bombay and Benga 
have been allowed to get a large· 
share of increase tax receipts. 
because of their claim to be 
territorially responsible for· 
the production of the incomes­
Assam is entitled to similar· 
consideration· in regard to­
certain items of central. 
revenues. 
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APPENDIX IV 

' 

RIGBTS AND IMMUNITIES ENJ'O'iED BY TEE STATES 

(A) annual value of the im.m.unities enjoyed by the States under sea Customs 
currency and coinage. · -

Year to which Remarks 
State the figures Rs. (see footnote) 

relate in lakhs 

(iLSea Customa 
Kutch • • 1945-46 21·18 (1) 
Bhavnagar _ • .. Do., ·19 (2) 
Morvi Do. . 6·80 (3) 
Junagadh (excluding Mangrol) • Do. 12·65 (3) 
Nawanagar Do. 15·27 (3) 
Po~bandar . Do. 3·63 (3) 
Cambay · Do. 2·00 (4) 
Baroda 1943-44 22·98 (5) 
Janjira • • 1945-46 3·00 (6) 

Co chin • • • 1944-45 22·70 (7) 
Travanoore Do. 17·99 (7) 
Sawantwadi Do. 0·12 (8) 
Mangrol_ Do. 2·33 (9) 
Kashmir 1945-46 11·00 (10) 

(ii) Currency and Coinage 

Hyderabad . 1945-46 . 105·55 

(6th October 1945-5th October 1946). 

FooTNOTEj 

(l) In connection with Federation, the proposed method of calculating 
the immunity in the case of Kutch was as 'follQWS :-

To the trade figures supplied by the State t~e British Indian tariff rates 
should be applied and from this total should be deducted the difference between 
the duty calculated at British Indian tariff rates and that actually collected at 
State rates on goods not consumed in the State itself. 

As the fi~es necessary to apply this formula are not available the figure 
given in the statement represents simply the amounts of customs duty retained 
by the State in 1945-46. _ 

(2) The value o£ the immunity-~ the case of Bhavnagar is the total o:l! 
customs collections made and retained by the State. The figures for 1945-46 
ls abnormal.: 

The figures for 1930-31 to 1935-36 were as follows:-.... 
Year. Rs. 

1930-31 U,02,974 
1981·32 '15,91,016 
1932·33 81,93,368 
1933·U 99,32,628 
1934·35 1,21,65,668 
11135-38 61,62,300 

(3) The value of the immunity in these cases is represented by the toU\1 
customs collections less the amount payable to the Central Goverument u1;1de~ 
the Agreements. 
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( 4) By the agreement of 1938 Ca.mbay is allowed to . retain .whichever is 
greater 'of the following two amounts:-

(i) ;Rs. 2 lakhs; or 

(ii) a proportion of the customs duties collected -at the State portS"" on the 
basis of population with suitable adjustments to correcjj difference 
between the proportion of th,e urban population to :the rural popu­
lation in the state and the whole of India respectively. 
Since the n~t customs revenue collected by the State during Hl45-46 
was only Rs. 6,993/- the State was entitled to receive from the 
Central Government lilie difference between that figure and Rs .. 2 
lakhs. The .. immunity- in this ,Case in therefore Rs. 2 lakhs. . . 

(5) Baroda is entitled to retain all the duty collected by it up to a maximum 
of 1 per cent of the average customs revenue of British India and until this 
maximum is reached, the immunity is represented by the ·State's collections. 
The latest figures available are given here. 

~ 9 '0 I 

(6) Annual payment under the 1940 Agreement,. which represep.ts t}:te State's 
immunity. 

(7) The immunity. of Travancore ana Cochin is represented by their share 
of the pool produced by the collection of duty at the British port •of 9ochin, at 
Cochin ports and Travancore backwaters. In addition it· is necessary to in­
clude for Travancore the annual collectionR of customs duty at their ports other 
than the backwater ports; and in respect of commodities such as tobacco, on 
which Travancore levies duty ali rates other than British Indian rates the 
amount of duty at those rates is substitured for ~e actual colle(!.tions. ' 

(8) The immunity is represented by the compensation payment ~f Rs. 13 433 
less Rs. · 1, 700 allotted for abolition of land-customs under the Agreement', of 
1838. 

,(9) Actual amount collected and retained by the State. 

(10) Drawback from customs on goods imported by sea through British 
India. 

(B) Note prapuai by .tbe Ministry of States on excise arrangem,ents with Indian 
· States · · 

:Matches._,In respect of match excise there -is a pooli' ent with· 
Th . . . 1 . th t th . ng arrangem 

the State~. e mam prmmp e Is a 6 whole of the proceeds of the tax 
collected m any State are made over to the general pool and th h le proceeds 
of tbe pool divided betwe!'ln British India on the one. hand ea:a 

0
tbe various 

States that agree to come mto tbe pool on the other on the basis of population, 
regardless of whether matches are manufact~r~d or not, in the States. Import 
of matches from ~h.e States that ha~e not .JOmed this arrangement, is prohi­
bited. The .conditiOns that a State IS required to accept for admission to the 
pool are-- · 

(a) The State shoul? _levy d~ty on matches produced in their territories 
by means of Bnttsh Indmn banderols and pay th roceeds into ths 
common pool. e P 
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{b) The British Indian procedure for the levy and collection of duty should 

be follow:ed. 
Licence fees and fines are not induded in the pool. Deduction on account · 

<>f collection-charges at a· uniform rate is allowed. The present rate_ is 3 per 
cent-of the net collections.- -The total iiefl revei:me- is distributed among the 
Tarious States and British India on the basis of population. While the amount 
contributed by States during 1944-45 to the pool was Rs. 44,38,970 the amount 
.actually paid to the States was Rs. 1,00,66,875. The B_ritish Indian realisation 
was Rs. 5,46,26,781. · 

* • * 
3. Sugar•-,Arrangements were made in 1934 with the sugar producing 

States whereby they were required to levy the same rates of excise and under 
the same conditions as in force in British India in return for which sugar pro­
duced in Indian States was to be admitted free to British India. Soon after 
the outbreak of war, arrangements were made with :the major sugar prouucing 
States, whereby in addition to compliance with the 1934 arrangements, these 
States undertook to hand over to the Central Government the excess of their 
earnings from sugar excise in any year above the highest revenue derived from 
the sugar excise in any of the three years preceding 1939-40. As regards 
States which had not till then developed a degree of production materially in 
-excess of their own consumpti?n and States which had not commenced pro­
duction, the Residents were asked to watch and report developments. All 
producing States were, however, requested to levy the same duty as in British 
India. In the case of such States where production now exceeds consumption, 
the arrangement is that the State retains duty on the basis of population at· the 
rate of Rs. 3/20 per capita revenue. 

The sugar p1oducing States are-. 

A B 

Mysore Baroda 

Phaltan Hyderabad. 

Kolhapur Udaipur 

Kapurthala Gwalior 

Ram pur Aundh 

Jaora Nabha 

Bhopal Kashmir 

Sangli 

:M:iraj 

. The States falling in c~teg~ry A above produce sugar in excess of :their 
requirements 9:nd those falling m. ca.tegory B. less than their requirements. Of 
the :first mentioned St~tes,. negotiations were satisfactorily concluded with the 
:first five-. Bhopal whiCh Is surrounded on three sides and J aora which is 
surrounded on all sides by Indian States, takinO' full advantage of their 

geographical position. did not accept the settlement~ at first. J aora, however, 
agreed to surrender 1ts surp~us revenue from 1942-43. Sangli and Miraj States 
only recently developed th~Ir sugar factories and have agreed to surrender the 
surplus re.vex:ue on _the basis of the formula a~ 'A' above but have protested fm 
revision of t~e arbitrary fi.gure ?f actual con:sumption represented by 8 f20ths. 
The matter IS under consideratiOn. - - · · · 
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The amount retainable by Indian States and the average duty collected are-

as follows:-- · 

~e.me of State Amount reta.ina.ble A'Versge coll(;ction ·-----------------------------------------
Mysore 
Kapurtha.la. 
Kolha.pur • 
Ram pur 
Phalta.n · 
Sangli 
Mira.j ., 

Rs. 
12,91,136 
2,52,000 

2,33,592 
11,43,532 
5,21,262 

44,007 
6,944 

(Rs. in Iakhs) 
17 

8 
4 

16 

8 
Not known 
Not known 

:E'ollawing is the contribution by,· the above States to the Central Exchequer­
in respect of the yeaT 1945-46-..-

Rs. 
Myeore .. 
Kapurtl}a.la. 6,47,368 
Kolhspur • 2,26,82o 

Ram pur . • 
Phaltan .. 1,40,585 

Sangli 1,07,869 

Mira.j / 59,268. . 
Information regarding ~he amoun~ to be surrendered by )Mysore and ;Rax:npur, is 
still awaited. . . · 

* * * * * * 
7. Tobacco.-,All States are expected to levy the ;British Indian rate of duty. 

(Some States where production is not of much consequence levy excise on the 
basis of acreage in view of the high cost of administration.) The States are 
entitled to retain the proceeds of the excise duty subject to the limit, on the 
basis of their population, ~orked out in accordance with the following formula-

A Rxp 
-p-

Where A is the limit retainable by a State; 

R, the total net revenue in any year calculated from ist April to Slsti. 
~arch, collected in British India and all the participating States 
(1.e., the gross revenue less the cost of collection, licence· fees, 
penalties, fines .etc.) ; 

p, the population of the State concerned; 
P, the population of B.rit~sh India and all the· participating States. 

Some States have not come into the scheme aT;ld the tobacco·of such States 
on entey into British India is confiscated and rele.ased on payment of fine and 
penalty. Altliough section 5 of the Central :mxcises and .SaltcAct 1944 eropowe:!! 
us to impose customs duty equivalent ·to the excise duty, ·the provisions of thl~ 
section have not been involved because it has been possible to realise an arooun~ 
equivalent to the excise duty on State 'Tobacco under rule 32 of the Oentr& 
Excise Rules by means o1 confiscation. ;Eiyderabad has not accepted lhe. fonnula 
.snd does not share the .,-avenue with the Gove:rnment of India although it ha" 
legislated on the lines pf :;British~lndia. ~o res~rictions have been, imposed o-q 
.~he entry of .llJ~erabad :Tobacco mto J3pt1sh Ind1a. -



: To facilitate movement of tobac~o hom and :to the .States; 11 SP.OOial procedure 
·for the movement in bond has been devised. Under this procedure the duty 
is realised at destination and credited~ to a .Suspense account. The amounts 
realised on the State tobacco is at the end of the year credited to the State and 
ds j;aken into account in the ~tate's realisations for purposes of the formula • 
. The revenue contributable by the States ·during the year 1943-44· and ~1944-45 
:were Rs. 51,38,809 and ;B.s. 1,48,07,552 respectively. 

8. Vegetable Product.--.The formula is the same as in respect of tobacco. 
·The only States concerned at present are ;M;ysore and Oochin although the other 
·States were asked to legislate and have legislated on the matter. Of the two 
.-States, namely, Cochin and Mysore, Cochin 's contribution to the Oentral 
Revenues. during the year 1943-44 and 1944-45 was Rs. 76,160 and Rs. 41,.212 

·respectively. The ;Mysore State has nothing to pay under the formula. 
9. Tea, Co.ffee a.nd Betel Nuts.-The States concerned are~:.__, ~ · 
Tea.:-Mysore, Travancore, Cochin; Tripura, Mandi; · 

Coffee :-.;M;ysore, Travancore, Cochin; 
Betal ~ Nuts: ~ysore, Travancore, Cochin, Tripur~, Sawantwadi 

.Janjira. 
The rates ~f duty iril.pos~d, b:y: Travancore are as follows: · __, 

Beta.l Nut. .As. 1/6 per lb. 
Coffee • . u~ -16 ~ , ., 

~ Tea. • . ••. 1/9 . ,, ~ , 

and 

.l. 

The same formula as -in respect of tobacco has ~been~ adopted. in. respect: of 
:these excises also, although the .;I~oard's intention was that 'P' in respect ~of 
tthese excises should denote the population of all India · and~ not · li-mited . :f;o 
,participating States a~d ;British India as in the case of- t~bacco. ~ ;Mys~r_e arid 
'Travancor.e, the two 1mportant .States, have bee~clamou_rmg .for a reVlSlon::of 
[the formula. ~In the case of Travancore the followmg reVlsed .formula has been 

·.offered:-

~a=! 
p 

"\Where a denotes per capita consumption figure j 

.: 

T, ·the total quantity of the article taxed in British India and in other 
~ participating units ; · · 

P, the. total population of British. India and other participating States. 
On the basis of the per capita. consumption figure worked olt, the amounJ 

1retainable by the State will be worked on the basis of the following formula. 
· A = axdxp 

Where A = amount retainable by the State; 
a = per capita consumpti~n figure of British India and th<> parti- . 

cipating units; 
d = rate of excise duty levied by the State;~ 
p = Population of Tra.vancore. 

-The excess over 'A' plus cost of collection will have. to be surrendered by 
ilie State. The State's acceptance of the formula. has .not yet been re.::'"ived •. 

In the case of ;Mysore, we have agreed in r-espect of ·coffee that the am9unf! 
retainable by the State may be determined on the bB.sis oi the Coffee Con­

-troller's statistics of coffee consumption in the State.·. Mysore .has accepted 
-this formula and is pressing for a similar fopnul~ in ,resp~ct of betel nuts.: 
~ter a. recent tour, the Board has stated that after the establishment of the 
~Betal Nut Marketing Board, it may- be possible to· adopt th~ coffee formula. in 
'l"espect of betal nuts also. 
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{C) Statement showing the value. of service postage stamps supplied annua.llJ 

free·~to States . 

S.No. Name of State Value 

Rs;. 

1 Alwar 30,000> 
2 Baroda . '1,25,0()0-

3 Bha.ra.tpur 1'2,00~ 

4 Bhopal . ,8,380-
5 Bikaner • 37,000> 
6 Busha.hr. 600 
7 Cooch Behar 9,000· 
8 Datia 5,000·. 
9 Dha.r 3,000> 

10 Fa.ridkot /. 1,000· 
11 Gwalior • 480. 
12 I dar / 550· 
13 Indore ,• 3ti,OOO· 
14 Jhalawar ,· 2,4()()-
15 Jabbal . .250· 
16 Kalsia. •. 450 
IT Kashmir 20,000 
18 Kota.h . 15,000· 
19 Lohe.ru . 300• 
20 Malerkotla. 900· 
21 Mandi 70~ 

22 Ma.rwar 39,000 
23 Panna ·. 000 

24 Sikkim 1,500• 
25 Sil:moor 1,2.75 
26 Suket 700 

(D) Statement showing the values of immunities granted annually to Irdian States in. 
the shape of free conveyance of their omcial correspondence within the State limits 

Name of the State Value of the immunity· Remarks] 

Rs. 

(1) Mysore 21,38,182 
(2) Hyderabad 5,440 Combined 'figure for the portions-

of the State in the Madras and: 

(3) Banga.nap'a.lle 
Bombay ~Circles. 

• • 365 
( 4) Pudukottai 37,960 

( 5) Baroda 14,705 

(6) Bhor . • • 68 

(7) Jawha.r • • • ; 3,627 

(8) Bhopal • • • E49,I77 

(9) Rewa.h • • 1,72,~80 
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(E) Statement showing the amonnts of telephol'.e revel'.ne accruir.g in fudia on 
behalf of Indian States and vice versa 

.A~ of revenue accruing i'A India em belzalf of States 

1944-45 

Rs. 

1945-46 

Rs. 

1946-47 

Rs.· 

I. Kashmir. • 
2.!_Jammu Tawi • • • • • 

• 
• 1,912 3 0 2,731 3 0 1,646 13 0 

3,880 0 0 4,475 5 0 4,005 4 0 

.Amount of revenue accruing in States on belzalf of India 

I 
1944-45 1945-46 1946-47 

Rs. Rs. Rs. 

UKasbmir. • • 1,'702 5 0 2,3'75 1 0 1,187 7 0 
2.~Jammu1Tawi . . 3,608 1 0 4,133 12 0 1,501 3 0 .. . . 
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APPENDIXV 

Sl!AT.ilUIEil! SIIOWIN'G REVENUE AND THE PERCENTAGE OF LAND CUSTOMS 
INCLUDED IN T.EIEl REVENUE OF CER.TAlN STATES 

(In IB.khs of Rupees} 

Total L./lnd .. Perpent- • 
~~ Re~arks S.No. Name of State Revenue Cua1K>ms • age • 

(Ordinary) 

1 2 ·a 4 6 6 

1' Hyderabad 943 124 13·2 
2 Travancore 611 89 14·6 
3 Kashmir 557·. 117 21·0 
4 Gwalior 303 41 13·5 
5 Jaiplir 197 23 11,6 

6 Baroda • 434 20* 4.'6 *Includes"Selt Customs, figures'ot 
. which are not separately avail-

able. 
7 Jodhpur 224 40 17·8 
8 Udaipur (Mewar) . 81 1 1·3 
9 Indore • 305 27 8·9 

10 Bikaner I. 252 29 ll·5 
11 Alwar 90 44 48·9 
12 Bhopal • 124 --!(}- 16·1 
13 Kotah 48 6 12·5 
14 Tehri-Garhwal 23 4f 17·4 finclude; Excise also. 
15 Bharatpur 65 23 35·4 

\ 

16 Cutch 89 1 1·1 

17 Patna 30 6 20·0 

18 Sarguja. 17 5 29·4 

19 N a.wa.na.ga.r . no 19~ 17•3 ~Inculdes 'Sea. "Customs, figures of 
which are not separately avail-
able. " 

20 Tonk 34 11 32·3 
21 Bundi 29 8 27·6 
22 Sirohi 21 -· 4 19·0 
23 Dunga.rpur 22 8 36·4 
24 Ba.nswara. 13 3 23·1 
25 Pa.rtabga.rh 8 3 37·5 
26 .Thalawar 7 1 14·3 
27 Jaiselmer 6 3 50·0 
28 Shahpm;a. 4 1 25·0 
29 Dante. 3 1 33·3 
30 Palanpur 28 5 17·9 
31 I dar . 45 17 37·8 
32 Ba.lasinor 5 1 20·0 
33 Luna.wa.da 10 2 20·0 
34 Sant 12 2 16·7 
35 Chhota. Udaipur 24 2 8·3 
36 Ra.dhanpur 23 r 17·4 
37 Ba.ria 18 1 5·6 
38 Dewa.s (Junior) 23 4 17·4 
39 Panna . 10 1§ 10·0 §Includes Tributes &c. 
40 Ra.tla.m 17 6 35·3 
41 Alirajpur 6 10 16·7 Uincludes Sayar. 
42 Bijawat 7 11[ 14·3 '!!Includes Biya.i. 
43 Chha.tarpur 5 2 '0·0 
44 Barwani 12 2 16·6 
45 Jaora 22 3 13·6 
46 Ra.jga.rh 12 1 8·3 

. 47 Sailana. • 6 1 I 16·6 
48 Jhabua. 13 ' 80·8 
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APPENDIX VI 

AM.;ENDMJ:NTS .RECOMMENDED l;N' TRE DR.Ali'T CONS'tll'Oi'IO;N 

· Provisions relating to procedure 1n' financial matters 

Clause 7.5.-To cla~se 75 iLdd the ~ollowing, namely:-
'.' ( 4) There shall be endorsed on every Money Bill when it is trans­

mitted to the CounciJi of States under Sect).on 74, and when 
it is presented to the President for assent under section 76, the 
certificate of the Speaker of the House of the People signed by 
him that it is a Money Bill.'' · . -

Clause 79:-In sub-clause (3) of clause 79, for the words "succeeding see-
tion'' substitute the words :•:two succeeding sections".... . · · 

··New clause 80-A • ...,..After clause 80, ins.ert the following new clause, 
namely:---<·- . ' 

"SO-A Excess grants.-If in any 1financial year expenditure .from the reve-1 

nues of the Federation has been incurted on any service for which the vote of 
.the House of the People is necessary in excess of the amount granted for 
that service and for that year1 a demand for the excess shall be presented tO 
the House of the People and, .the, provisions of sections 78 and 79 shall have 
effect in relation to sucli deinand · a.S they have effect in relation to a demand 
for a grant~'.! . . · ! ' '· · · · 



42 

Ol&US'e H5.-For sub-clause (1) of clause 145, substitute the following,. 
na.mely:-

"(1) Subject to the special provisions of this Part of this Constitution· 
with respecb to Money Bills,, a ;Bill may originate in either Rouse· 
of the Legislature of a Province which has a Legislative Council. 

(1a) Subject to the provisions of sections 146 ~d 146-A, a Bill shall not 
- ·be deeme~ to have been passed by the Hc,)uses of the Legislature· 

of a !>rovmce having a Legislative Council unless it has been 
agreed to by both Houses either without amendments or with· 
such amendments only as are agreed to by both Houses". 

Clause 146.-For clause 146, substit-ute the following, namely:-
u 146. Passing of Bills other than Money Bills In Provinces having Legis­

lative Coancils.-{1) If a Bill which has been passed by the Legislative Assem-: 
bly of a Province having a Legislative Council and transmitted to the Legisla­
tive Council i~ not, before the expiration of t.welve months from its receptioDI 
by the Council, presented to the Gove:tpor for his assent, the Governor may 
summon the Houses to meet in a joint sitting for the purpose of deliberating: 
and voting on the Bill: 

Provided that nothing in this section s~all apply to .a Money Bill. 
(2) If at a· joint sitting of the two Houses summoned in. accordance­

with the provisions of this section the Bill, with such amendments, if any, 
as are agreed tc in joinil sitting is pBBsed by a majority of the total ~umber of 
members of both Houses present and voting, it shall be deemed for the pur­
poses of this Constitution to have been passed by both Houses : 

Provided that at a joipt sitting:-
(a) unlE.ss the Bill has been passed by the Legislative · Council 
· with amendments and returned to the ~egislative Assembly, no­

amendments shall be proposed to the Bill other than such amend­
. menta, i£ any, as are made necessary by the delay in the pass-· 

age of the Bill ; 
(b) if the Bill has been so passed and returned by the Legislative Coun­

cil. only such amendments as aforesaid shall be proposed in the­
Bill and such other amendments as are relevant to the matter& 
with respect to which the Houses have not agreed, and the de­
cision of the person presiding as to the amendments which are­
admissible under this sub-section shall be :final. '' 

New clauses 145-A and 146-B.-Mter .clause 146, insert the following 
clauses, namely:- . 

11 14~A. Special provisions iu resp~ct of Money Bflls.-(1) A Money Bill 
shall not be introduced in a Legislative Council. 

(2) Mter a Money Bill has been passed by the Legislative Assembly .of 
a Province having a. ~egisla.tive Council it shall be transmitted to the L.egi~­
la.tive Couneil for its recommendations, and the Legislative Council shall Within 
a period of thirty days from the date of its receipt of the Bill return ~e 
Bill to the Legislative Assembly with its recommendations, and tb,e LegiS· 
lative Assembly may thereupon either ·accept or reject all or any of ilie re­
eommendations of Legislative Council. 

(3) If the Legislative Assembly accepts any of the recommendations of th• 
Legislative Council, the Money Bill shall be deemed to b,ave. bee~ passed by both 
JJ;ouses with the amendments recommended by the Leg1slat1ve Oouncil and 
aecepted by the Legislative Assembly, and jf the Legislative Assembly does not 
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accept any of the recommendations of the Legislative Council, it shall be­
deemed t~ ~ave .been passed by ~oth Houses in the form in which it was passed' 
by the Leg1slatrv~ Assembly Without ooy of the-Amendments recommended: 
by .the Legislative Council. -

(4) If a Money Bill passed by the Legislative Assembly and transmitted to· 
the Legislative Council for its recommendations is not returned to the Legis­
lative Assembly within the said period of thirty days,- it shall 'be deemed to­
have been passed by both Houses at the expiration of the said period of thirty­
days in the form in which it was passed by the Legislative Assembly. 

146-B. De.flnition of ":Money Bill" .-(1) For the purposes of this Chapter, 
Bill shall be deemed to be a money Bill if it makes provision-

(a) for imposing or increasing any tax; or 
(b) for regulaumg ~e borrowing of m~ney or the giving of any guarantee­

by the ProVInce or for amendmg the law with respect to any 
financial obligations undertaken or to be undertaken by the Pro-­
vince; or 

(c) for declaring any expenditure to be expenditure charged on the reve-­
nues of the Province, or for increasing the amount of any such. . 
expenruture. 

(2) A Bill shall noil be deemed to be a Money Bill by reason only that it 
· provides for the imposition of fines· or other pecuniary penalties or for the de-­
mand or payment of fees for licences or fees for services rendered or by reason 

· that it provides for the imposition or increase of any tax by any local authority 
or body for local purposes. · -

(3) If any question arises whether a Bill is a Money Bill or not, the deci-­
sion of the Speaker of the Legislative Assembly thereon shall be fin~l. 

( 4) There shall be endorsed on every Money Bill when iii is transmitted to. 
the Legislative Council. under section 146-A after it has been passed by the 
Legislative Assembly, and when it is presented to the Governor for assent un­
der section 147, the certificate of the Speaker of the Legislative AssemDly sig-
ned .by him that it is a Money Bill.'' • 

Clause 148.-In the proviso to clause 148, after the words "Provided· 
that" insert the words "if the Bill .is not a Money Bill". 

Claus'! 151.-In sub-clause (3) of clause 151, ·for the :words "succeeding seo­
tion" substitute the words "two succeeding sections". 

New Clause 152-A.-After clause 152, insert the following clause namely:­

" 152-A. Excess grants.-If in any financial year expenditure from the reve­
nues of the Province has been incurred on any service for which the vote of 
the Legislative Assembly is necessary· in excess of the amount granted for 
iha.fl service and for that year, a demand for the excess shall be presented t-o 
the Assembly and the provisions of sections· 150 and 151 shall have effect in 
relation to such demand as they have effect in relation to a demand for ~ 
grant. "i 

. Clause 153.-For clause 153, substitute the following clause, namely :-

"153. Special provisions as to financial Bills.-(1) A Mo;1ey Bill or an amend­
ment thereto shall not be introduced or moved except on the recommendation 
of the Governor. -

(2) A Bill which, if enacted and brought into operation, would involve ex­
penditure from _the revenues .of a Province shall not be passed by a House of ~he· 
Provincial Legtslature unless the Governor has recommended to that House­
the consideration of the Bill." 
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Provisions relating 'to t-he Auditor-General of the Province. 

Clause i74-For sub-clau.se (3)' of clause 174, substitute the following, 
:namely:- _ 
· - ·:(3) The Auditor-(leneral of_ a Province- s~aU be eligible for appointment as 
.-Auditor-General of the' Federation or as, ,A.uQ.Itor-General of any other Province 
-but not for any other appoini!ment either Under the Federation or under the 
Government of a unit after he has ceased to hold his· office.,,. ·· • · : 

.Provisions relating to distributio~. of revenues between the Federation ~d units 
- : and ~cellaneous Financial provisions. 

·Clause 194:-A.-For clause 194-A substitute the fpllowing namely:­

·"194-A./nterpretation.-In'this Part--
(a) 'Finance Commission' means the Finance Commission constituted 

under Section 202-A of this Constitution; 

(b) 'unit' does not include a Chief Commissioner's Province." 
Clauses 196 to 199.-For clauses 196 to 199, substitute the following, 

~namely:---, · 

ul96. Certain succe~sion duties.-(1) Duties in ~espect of succession to 
.:property . other_ than agricultural land ~nd estate duty _in respect of property 
other ~han agricultural land shall b~ levied and collected by the FeO:eration, but 

·sixty per cent: . or su~h higher percentage as . may be prescribed of the net 
proceeds in any ·finanCial year of any such duty, except in so far as those pro­

·ceeds represent proceeds !l-ttributable to Chief Commissioners' Provinces, shalr 
not form part· of the revenues of the Federation, but shall be assigned 'to the 
units within which that d~ty is leviable ·fu that year, and shall be distributed 

, among the units in accordance with such principles of distribution as may be 
prescribed. ~ 

(2) If any dispute arises as to the· distribution of the ne.t proceeds - of any 
such duty among the units, it shall be referred for decision t~. such authority 
as may be appointed in this behalf by the President and the decision of such 
authority shall be final. · · 

196-A. Certain terminal taxes.-Te~:mi.la.l taxes on goods o·~ :tJa.ase 1.ger 
.earried by railway or air smalL be levied and collected by the Federation, but the 
net proceeds in any financial year of any such tax, except in so far as those 
proceeds represent proceeds attrioutable to Chief Cotnmissioners' Provinces, shall 
not form part of the revenues of the Federation, but shall be assigned to the 
units within which that tax is leviable in that Jiear, and shall be distributed among 
the units in accordance with such principles· of distribution as may be. prescribed. 

196-B. Certain stamp duties.-Sur.:h stamp duties as are me:1.tio:1ed in the 
Federal Legislative List shall be.levied bv tb,e Federation and collected, in the 
.case where such duties are leviable withi; any Chief CommissionE_lr's Pr~vince, · 
by the Federation and in other cases, by the units within which such dutws are 
reE.pectivel) leviable, b~t the proceeds in a:r;J.y financial year of any such duty 
leviable in that year within any unit shall notr form part of the revenues of the 
Federation, but shall be assigned to that unit. 

197.· Taxes on /ncome.-(1) Taxes o 1 i.1.co:ne other tha:1 agrit:ultural in;ome 
shall be levied and collected by the Federation, but si~ty per cent., _or such h1gher 
percentage as may be preseribed, of the net proceeds m any financ:al year of any 
such tax, except in so far as those proceeds represent proceeds attributable to 
Chief Commissioners' Provinces shall not form part of the revenues of the Federa­
tion, .but shall ~.e assigned to the units within which that tax is leviable in tha.l 
year, a.nd shall be distributed among the units in such manner as may be pres. 
cribed: 
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.Provided that the Federal Parliament may, at· aqy time, increase the saick 
taxes by a surcharge for Federal purpose~ and the whole proceeds -of any such 
surcharge shall form part of the revenues of the Federation. 

(2) In this section, "taxes on income" includes any sum levied by the Federa-­
tion in lieu of any tax on income but does not include any contributions levied. 
by the Federation in respect of its own undertakings. 

198. Salt dutiu and excise duties.-(1) No duties on salt shall be levied by-­
the Federation. 

(2) .l!'ederal duties of excise shall be levied and collected by the Federation,. 
but, if an Act of the Federal Parliament so provides, there shall be paid out of 
the revenues of the Federation to the units to which the Act imposing the duty 
extends, sums equivalent to the whole or any part of the net proceeds of thai­
dut-y, and those sums shall be distributed among the units in accordance with. 
such principles of distripution as may be_ prescribed: · . 

· Provided that fifty per cent., or such higher percentage as may be prescribed,. 
of the net proceeds in any financial year of the excise duty on tobacco, except in. 
so far as those proceeds represent proceeds attributable to Chief Commissioners' 
Provinces, shall not form part of the revenues of the Federation but shall be· 
assigned to the units within which that duty is leviable in that year, and shall be -
distributed among the units in such manner ·as may be prescribed. 

198-A. Taxes not enumerated in any of the lists in the Ninth Schedule.-rr· 
any tax not mentioned in any of the lists in the Ninth Schedule to this Constitu­
tion is imposed .by Act of the Federal Parliament by virtue of entry 90 of the· 
.l!'ederal Legislative List, such tax shall be levied and collected by the Federation 
but a prescr~bed percentage of the net proceeds in any fi_nancial year of any s~ch; 
tax, except m so far as those proceeds represent· proceeds attr~butable to Chie~. 
Commissioners' Provinces, shall not form part of the revenues of the Federation,. 
but shall be assigned to the units within which that tax is leviable in that year, 
and shall be distributed among the units in accordance with such principles of· 
distribution as may be prescribed. _ 
. 198-B. Grants in l eu of jute Export Duty.-Until the abolition of the export. 
duty levied by the Federation on jute or jute products or the expiration of ten years· 
from the commencement of this Constitution whichever is earlier, there shall be 
charged on the revenues of the Federation in each year 8'8 grants-in-aid of the· 

··revenues of the Provinces mentioned below the sums respectively specified against;. 
those l'rovinces: 

West Bengal 

Bihl\r 

Assam 

Sum 

100 lakhs of rupees. 

17 lakhs of rupees. 

IS lakhs of rupees. 

Orissa. 3 Iakhs of rupees. 

199. Grants from F ed~rL tion to cerfain Units.-Such sums as the President-. 
may, on t'he recommendation of the Fi~ance Commission, by order. fix. shall be­
char.,.ed on the revenues of the Federation in each year as gz:ants-m-a1d of the· 
reve~ues of such units as the President may on such recommendat-ion determine· 
to be in need of assista~ce, 'and dilie,rent sums may be fixed for different units:. 

Provided that there shall be charged on the revenues of the Federation in e&eh. 
year as grants-in-aid of the- revenues of the Provinces of Assam and Orissa the· 
sums of thirty and- forty-la~hs of rupees respectively or such higher sums as the­
President may on the- reeQmmendation of the Finance Commission fix in respect> 
of either of these )?,rovjnees: ' 
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Provided further that there shall be paid out of the revenues of the Federation: 
"as grants-in-aid of the revenues of a Province such capital and recurring sums 
as may be necessary to enable that Province to meet the costs of such schemes ' 
<>f development as may be undertaken by the Province with the approval of the 
F~dere:l Governm_ent for the purpose of promoting- the welfare of the scheduled. 
tnbes m the Province or raisina the level of administration of the scheduled areas 
in the Province to that of the ~dministration of the rest of the Province: 

Provided also that there shall be paid out of the revenues of the Federation 
.as grants-in-aid of the revenues of the Province of Assam sums, capital and 
xecurring, equivalent- to-

(a) the average excess of expenditure over the revenues during the thr~e 
years immediately preceding the date of commencement of _this 
Constitution in respect of the administration of the areas specified 
in Part I of the table appended to paragraph 19 of the Eight-h 
Schedule to this Constitution; and 

{b) the costs of such schemes of development as may be undertaken by 
that Province with the approval of the Federal Government for the 
purpose of raising the level of administration of the said areas to that 
of the administration of the· rest of _the Province. 

Clause 200. -ln sub-clause (2) of clause 200, for the word "fifty", wherever 
.it occurs, substitute the words "two hundred and fifty". 

New Clause 201-A.-After clause 201, insert the following clause, namely:­
·"201-A. Application of the provisions reluting to distribution of revenues 

.during th_e period a Proclamation of Emergency is in operati .~n.-Where a 
proclamation of Emergency is in operation whereby/ the President has decl~red 
-~hat the security o£ India is threatened, then, notwithstanding anything conta.med 
:ln the foregoing provision-s of this Chapter, the President may, by order! drrect 
~hat a_ll or any of those provisions shall, until the expiration of the financral year 
1~ whiCh such Proclamation ceases to operate, have effect subject to such excep­
,tions or modifications as may be specified in such order." 

'Clause 202 -·For clause 202, substitute the following, namely:-
"202. Defi.niti on of 'prescribed' and calculation of • net proceeds' etc .. -(I) 

In the foregoing provisions of this Chapter-
(n) 'prescribed' means-

(i) until the Finance Commission has been constituted, prescribed by 
order of the President; and 

(ii) after the Finance Commission has been constituted, prescri~ed by 
order of the President on t.he recommendation of the Fmance 
Commission; 

(b) 'net proceeds' means in relat.ion to any tax or duty the proceed; 
thereof reduced by the cost of collection, and for the purposes 0 t 
those provisions the net proceeds of any tax or duty, or of any pard 
of any tax or dutv, in or attributable to any area shall be ascertame_ 

· and certified by the Auditor-GE!neral of the Federation, whose certi-
ficate shall be final. · 

(:.!) Subject as aforesaid, and to any other express provision in th_is Chap~er, 
..s_n order of the President inay, in any_ease where under _this Part of thr~ Consh~r 
tnm the proceeds of any.duty or tax are, or may be, assigned to any ~rut., provi e 
for t-he manner in which the proceeds are to be calculated, for the t1me from. or 
at which and the manner in which any payments are to be made, for the makmg 
of adjustments between one financial year and another, and for uny other 
~cidental or ancillary matters." 
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New Clause 202-A Pnd 202-B.-After clause 202, insert the following clauses 
:namely:-

" 202-A. Finance Commission.-(!) There sha.ll be a Finance Commission 
·which shall consist of a Chairman and four other members· to be appointed by 
·the .l:'resident in his discretion. · · 

. (2) 'l'he Chairman shall be a. person who holds or has held judicial office no:h 
.inferior in ra~.Jo ~hat of a Judge cf a High Court. 
J3~~lrs of the Commission shu ll receive such remuneration as the 

~sfdent may by order determine and shall hold office for a term of five years 
.and may on the expiry of such te:rm be re-appointed for another term of five 
_years. 

(4) It shall be the duty of the Commission to perform the functions conferred 
on the Commission by this Chapter or by any other law for the time being in 
force and to give advice to the Federal Government upon such :financial matters 
·Or to perform such other duties of a :financial character as may from time to tune 
be referred or assigned to it by the President. ' 

(5) .The Commission shall determine its procedure and shall have such powers 
in the performance of its functions as the President may by order confer on it. 

202-B. Recommendations of the Finance Commission.-The President shall 
.-cause every recommendation made by the Finance Commission under the foregoing 
provisions of this Chapter together with an explanatory memorandum, as to the 
.action taken thereon by the President to be laid before the :F'ederal Parliament.'' 

Clause 207.-To clause 207, ail,d, the following Explanation, namely:-
6' Explanation.-For the purposes of ithis seJtion, any undertaking by the Gov­

-ernment of any unit, such as the sale of the forest produce of any forest under 
the control of such unit or of any article produced in any jail within such unit, 
shall not be deemed to be a trade or business, carried on by or on behalf of 

,such Govemnlent." 

Provisions relating to borrowing 

Clause 210.-In sub-clause (3) of clause 210, for the word "Province", in the 
-.two places where it occurs, substitute the word "unit". · 

Ninth Schedule 
- I 

ProvinCial LegiS!i.ative Lists. 

ln the Provincial Legislative List in the Ninth Schedule-· 
(1) in entry 43, omit the words "hearths and wi~dows"; 
{2) for entry .50, substitute the following,. namely:- · . 

• '50. Taxes on the sale, turnover or purchase of goods including taxes in 
lieu thereof on the use or consumption within the Province of goods 
liable to taxes within the Province on sale, turnover or purchase; 
taxes on advertisement';" 

{3) in ~ntry 53, for the word "Cesses" substitute the word "Taxes"; and 
.(4) in entry. 56, for the word "Does" substitute the word "Taxes". 

GIPD-S2-14ICA-16-l-43--lo.X:. 


