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REPORT
‘Terms of Reference

We were uppointed by the President of the Constituent Assembly to examine

and report on the Financial Provisions of the Constitution Aet with the following
terms of reference:—

I. To examinz, with the aid of the memoranda on the distribution of revenue
between the Centre and the Provinces sent by the Government of India snd
the Provinces, the existing provisions relating to finance and borrowing powers
in the Government of India Act, 1985, and their working during the last ten
years and to make recommendations as to the entries in the lists and sections
to be embodied in the new Constitution.

~ The following points shall, in particular, be kept in view in making the
recommendations:— :

(a) How are taxes to be allocated between the Centre and the Units as
regards legislation, levy and collection?

{b) Which are the Federal taxes— -

(1) whose uet proceeds ave to be retained euntirely by the Centre;
(ii) whose net proceeds ars to be entirely made over to Units; -

(iii) whose net proceeds are to be shared between the Centre and the
Units? '

{c) On what princi%es the taxes mentioned in (b) (iii) are to be shared
between the Centre and the Units?

{d) What is to be the machinery for determnining the shares; e.g.,
whether a Financial Commission should be appointed immediate-
Iy after the enactment of the Constitution to report on the princi-
ples of sharing and their application to be brought into effect
when the Constitution comes into force; and whether the same

or a similar Commission should review these principles and their,
concrete application peériodically, say, once in five years?

IT. What should be the principles on which Federal grants should be made to
the Units in future? What should be the machinery for the determination of
such grants: coul_d 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?

TII. How could the Indian States be fitted into this general system as far as

possible on the same terms as Provinces? Should a time lag be provided for
their being so fitted in?

IvV. On the assumption of financial responsibility * for Defence, Foreign
Affaivs and Communications on behalf of the Indian States under arrgngernents
for accession to the Federation, what special financial arrangements, if any,
are necessary between the acceding States and the Federation ?

V. Should 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
Fe_deral frontiers, to permit Indian States affected by such centralization to re-
tain such portion of the customs so levied at their frontiers as might be abtri-
buted to consumption in the States, ete.? [A review of the existing agreements
between the Centre and certain important Indinn States as regards maritime
customs, excises ete. may be of value.in this conmection. )
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VI1l. Some Provinces “clai '

. ces have claimed

be made over to almed o larger percentag 3 ;

e to- them than under the eXistinaI; “torm oeDOi tpe income-tux to
cousideration; if so, to what extent? 8% - Does this claim merit

VIII. A suggestion has been made

- ( _ ade that th ntr

:hct 1;32)1(3{)588 on specified commodities, the l‘est? gelg]gze ﬁse}:llccjlgldf be allocated only
o the Provinces to tap according to their needs. Would thi of excise being left
any material detriment to Federal revenue ? ' Is be possible withous

IX. On the basis that the residu '
N . . ar OWers i X .
new Constitution so far as the Proviny;elé are1 scggzezgzig}d mdt%le Centre in the
far as the States are concerned, is it necessary that any ‘;dail-lt. in the States so
shoucld be entered in the Provincial List, and if so thajb ;1 ional specific taxes

X. Is it necessary to make any modificati . !

: ca "

regards procedure in financial matters eontasgll:élsinmsthg eXIS‘i:mg provisions as
83 of the Government of India Act, 19359 ections 83 to 87 and 78 to.

XI. A large number of Indian States at .
from land customs levied at the frontiers belz:\?es::llttg:? ive substantial revenues
neighbouring States or Provinces. One of the funégmhmlts and those of
adopted by the Constituent Assembly is to remove all int e;’?lntla%o rights already
to trade between Unit and Unit. Could these land custo al barriers in regard
o ther immediately or over & period of years, and if io msil be done away with
caused thereby to the finances of particular States b . should any prejudice
manner ? e compensated and in what
The Committee should kindly indicate clearly whi .
should go into the body of the Constitution aggl xzh?ckllllcﬁ Of_ its recommendations
Federal law.] should be provided for by

Prefatory Remarks

9. We began our work oh the 17th November un o
We have received memoranda from the'vgﬁc(}ulsla;,?iog?gq sllttmg continu-
getting oub their claims for larger resouices as well as their g tGOVel‘n.men'ts
connection therewith. We have also received a memorandum });)m s of view in
of Finance of the Central Government giving a picture of the fin om the_ _1\{_[1plstry
in the near future. The Secretariat of the Co S,’clclal position of
lected for us information on various matters relatin lis ituent Assembly
also helpful informatlon_regardmg other Federations. It gh o the Siates, and
- draft of the sections w.hlch come within our terms of ‘rof as also prepﬂ}.eq a
considerably helped us 1 our wogk. We are indebted for :flel'z}ie; and this has
information and drafts. We are also indebted to some of th ]?es ° _mqmoranda,
rities who ap}_)ea-l-ed before us in person and discussed witheuslc.mfnclalﬁaut?ﬁ)-
questions arising out of the memoranda presented by their G informa y We
availed ourselves also of the specialised knowledge and e pvem_ments. e
he officials of the Central Secretariat, but of xperience of not only
4 Assembly and others who have unique knox:ﬁ:ile mgmbers ofE zﬁi
der our .cons1derat10n. All our discussions, how ge o some-i .o 3
d we did mnot, therefore, record any Lvido ever, were 1ree Emm
laced before us. - dence, apart from the
3. In particular, the otk_ler two of us wm.lld like to place on record oratefl
appreciation of the assmtan.ce we_have regelved from our colleague an?imé é’(ff:f:ry
Mr. Rangachari, vsfho f-mndsb his exacting, multifarious duties, including the
preparation o b, not only found time regularly to attend our
meetings, bub also placed his wide knowledge and experience at our disposals
and arranged to secure at short notice most of the available information required -
like to thank N[I'. B. DaS Gupt& of tfhe \«Vesﬁ Bengal ‘GO'

hv us. We should also ;
vernment Secretariat for the iptelligent and extremely well informed assistance

ously.

Constituen

roblems un
informal; an
memoranda P
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he gave us. We are also indebted to Mr. Mukerjee, Joint Secretary of the Consti~

buent Assemblay, for his help throughout our sittings and in particular for putting
our recominendations in the shape of draft amendments to the Constitution.

4. Oun terms of refer Yivi . ; . 1
groups: erence may be div ided broadly into the fOU} following

oY) Rel.at;ions between the Centre and the Units, and between the Units
inter se;

-

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

(8) Borrowing powers of Units; and

(4)-Relations of the Union with the States.

\We have accordingly, for convenience, regrouped our~ terms of reference as

follows: .

(1) I, VII, VIII, IX, II

@ X

@1 -

(4) III1, 1Iv, Vv, VI, XI
and discussed them, as far as possible, in the above orc‘lér.

Brief History of Financial Relations

5. Before dealing with the working of the financial én‘angements in the
Government of India Act, 1935, it is necessary to give a brief account of the
earlier arrangements so that we can have a correct picture of the problems

before us. .

6. The period before the passing of the Government of India Act, 1935, falls
iuto two well-defined parts, namely, the period ending with the 31st Mareh, 1921,
i.e., before the operation of the (Government of Tndia Act, 1919, and the period
covered by that Act. ' X '

7. The process of financial development in this country bas been one of
evolution from a unitary to a quasi-federal type. The Government of India
started as a completely unitary Government in entire control of the revenues
of the country with the Provincial Governments depending on the Central
(tovernment for all their requirements. In the earlier years, Provincial Gov.ern_
ments were given fixed grants for meeting the expenditure on specific 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
evenue like Forest, Bxcise, Licence Fees (later to develope into Income-taxy),
Registration, Provincial Rates, Law and Justice. Public Works, Edu-
tc. The funds released by this allocation were not adequate for the re-

f the Provinces and had to be supplemented, mainly by sharing
: namely,

r
Stamps,
cation, €

quirements .0 K ) .
with them in varying proportions the main source of Central revenue,

Land Revenue, and partly by making to them additional cash assignments.
4. the settlements with the Provinces were made quﬂsi-permanent.

In 190 -
t]?ereby "making the Provinces less dependent on- the fluctuating grants
from the Centre. This method of financing the Provinces was examinecd Inore

retained as the best suited to the then circumsfances.

things, aimed
the first step

than once and

g. The Government of India Act, 1919, which, among other
at giving & reasonable measure of autonomy to the Provinces 8s
in the process of self-government, imade the first clear-cut allocation of resources
between the Centre and the Provinces without having eny divi ed heads bteﬂ-,.
ween them. Under this Act, certain specific heads were given wholly to the
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Provinces and wue remaining sources were retained by the Centre. Thus-among
‘be principal heads of revenue, Land Revenue, Excise and Stamps were given to
the Provinces, while the Centre retained Customs, Income-tax, Salt and Opium. ,
O1 the three great Commercial departments of Government, Railways and Posts

and Telegraphs were retamed by the Centre, while irrigation was handed over
to the Provinees. :

9. This allocation of resources between the Centre and the Units, partmularly
the assignment of the whole ot Land Revenue to the Provinces, left the Central
budget in a substantial deficit; and in the earlier years of this scheme, the Centre
had to depend on the Plounces for contributions for balaneing its budget. These
contributions  were fixed by what is commonly known as the Meston Award,
and were designed to produce for the Centre an estimated shortfall of Rs.
9-8. .crores resulting from the rearrangement.of resources between the Centre
‘and the Provinces.” The contributions ranged from Rs. 848 lakhs from Madras

" to Rs. 15 lakhs from Assam, while one Province, namely, Bihar and Orissa,
“had to make no contribution at all. It is unnecessary for the present purpose to
describe in detail the method by which these contributions were fixed. It is
enough to mention that they became a source of constant friction between
the Centre and the Provinces; and when substantial Provincial deficits occur-
red, an unceasing clamour developed for their withdrawal. Between 1925 awd

11928 these contributions were par’mally remitted and they wers | - completely
extinguished in 1929 e

/

10: The experience of the years under the 1919 Act clearly showed that the
sources of revenue allocated to the Provinces were inelastic, and were_insufficient
{ to meet the increasing requlrements of the Provinces for their expanding needs
for nation building services such as Education, Medical Relief, Public Health -
 ete., which fell almost Whollv in the Provincial field. It was clear that some
additional revenue heads had to be Teleased to the Provinces; and whils the
Government of India Act, 1985, did not make any radical change in the allocation
of heads between the Centre and the Units, it revived in a somewhat modified
form the earlier principle of dividing the proceeds of certain Central heads.
the two heads concerned being Customs: and Taxes ~on Income.  The “Act
also provided for the grant of fixed subventions. to some of  the smaller
Provinges, and gave the Centre power to raise Excise and Export duties for distri-
bution among the Provinces and federating States. - After an enquiry into the
relative needs of the Centre and the Provinces by Sir 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 Order-in-Council, which, subject to a modlﬁca-
tion durmg the war, continued till 15th August 1947,

mmm,ﬂ«wm T e ud

Present Gonst;tut.ional Pomtion

11. Under the Government of India. Act, 1935, which is the starting pomt
of our enquiry, the taxing ]urlsdmt]ons of the Central and Provincial Legislatures
are entirely separate. But, while’ the Provinces retain the whole of the net
proceeds of all taxes levied by them, the Central Government has to give away
either.in part or in whole the net proceeds of some of the taxes levied by it.

12. The taxes, the net proceeds of which are to be given away WhoHy to the
Provinces, if levled are— :

(1) Federal Estate and Succe%swn dutles

(2) Federal Stamp duties, ;

(8) Terminal Taxes on g,;oods and pasgengérs cafried by Railway or Air.
(4) Taxes 61; Railway fares and freights.
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The Centre can levy a surcharge on those taxes entirely for its own purpose.
None of these taxes has in fact been levied, except that the Federal, Stamp duties

continte to be levied under the old laws, the duties however bemg colleeted and
retained by the Provinces.

13. The Federal Taxes, the net proeeeds of whlch are to be shared w1th the
Provinges, fall into two groups :—

(1; taxes, the sharing of the net proceeds of which has been made obh
gawory by the Constitution wviz., income-tax and jute export duty;

(2) taxes, the sharing of the net proceeds of which has been left to be
determmed by the Federal Legislature wviz., Central Excises
including duty on salt, and export duties exoept on ;jute and jute
products. The Central Legislature has levied certain taxes unde:
these heads, but has not provided for giving any share to the Pro-
vinces.

14. Besides providing for. giving away the net proceeds of taxes in whole
<= in part to the Provinces, the Constlbutlon also p&*ov1des for fixed granbs in-
zid to some Provinces.

15. There is also & general provision for giving grants to Provinces at the dis-
cretion of the Central Government either for general or specific purposes.

16. Two tables showing the Constitutional position in respect of the revenues
of the Federal and Provincial Governments respectively under the Government
of India Act, 1935, will be found in Appendix I. ~We are indebted to Mr.
Ayyangar’s commentary on the Government of India Act, 1935, for these tables

Review of ‘Finances of Provinces and the Centre.

17. Two tables giving the financial position of the Provinces and the Centre
during the years 1937-38 to 1946-47 are set out in Appendix IT. - In ‘considering
the working of the existing arrangements during the last decade, the mosf
important point to note is that war broke out soon after the Government ol
India Act, 1985, came into operation.

18. Dunng ‘the war, all Provinces except Bergal and Assam had sutplus
budgets. Revenue recel_pts increased several times, mainly on account of war-
time conditions and also because the Provinces levied a number of new taxes
and increased the rates of ex1s‘o1ng ones; there were remarkable increases in
receipts under Provincial, i.e. , Liquor and Drugs, Excises, and.in the Provin-
cial share of Income-tax. Most Provinces were under Section 93 administration.
All development work was. stopped The Prowvinces are now faced with a heavy
programme of expenditure without any corresponding. increase in revenue. On
the contrary, even apart from voluntary abandonment of revenue as in the case
of Liquor Excises, the revenue is likely to go down much below wartime levels,
Land revenue, both in the permanently and temporarily settled provinces, is
pot likely to expand. State purchase of zamindaries will not bring any reburn
for vears to come. In ryotwari. Provinces, remissions are likely to be more
liberal than before, and there is thus little prospect,of»a,n increase in land revenue,
Receipts from stamps and registration fees are not likely to, increase much,
while forest revenue will perhaps dwindle on account of large - scale felling
during the war. Receipts. from sales tax, electricity tax and entertainment tax
may not fall, though they wil] be below the war-time peak. for “some time to
come.

19. During the war and after, most of the Provineial Governmenis have
practically exhausted the entire field of taxation reserved for them. Moreover,
Provincial Governments have to share the Provincial field with Local Bodies,
and on that account too, need adequate resources. A substantial transfet
of revenues frem the Centre to the Provinees, therefore, seems inevitable, if
essential and overdue programmes of social qervme and economic development
have to be undertaken.
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20. At this stage, we would refer to the adoption, by most inci N
ments, of a prohibitionist policy; and of the inelvit-able. {oss of sﬁll;c;:;r;?iill ﬁe(x{llge
by all of them. Obviously, it-is for the provinces to find alternative provincial
resources from which to recoup the loss; and in any case, it would not be practi-
cable for provinces to expect sufficient assistance from the Centre for this
purpose, at any rate for many yesars. The point that we wish to emphasise is
that it will be for the Provincial Governments 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 refo;m or
development, depending merely on the possibility of obtaining assistance auto-
matically from. the Centre. i

21. To turn now to the Centre, itthas been working on deficit budgets. The
large surpluses that were expected sometime ago have not been, axfd are not
likely to be, realised, mainly because of the food shortage, the refugee problem
and other causes arising out of the partition of the country, particularly, con-
tinued heavy expenditure on Defence. These are, however, temporary problems
and we consider that the financial position of the Centre is essentially soundt
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 particularly of taxes on income. -In.respect of taxes
on income, it should be possible for the Centre not only to collect more in future
in the ordinary course every year, but to secure for the exchequer, by legisiative
changes, if necessary, the large sums that are believed to have been suceessfully
kept back from the Government in recént years. We do not, however, expect
any appreciable change under Customs and Excise; and we do not expect Railway
contributions on anything like the scale during the war. Iven after the tem-

orary problems referred to above have been solved, expenditure on Defence
and Foreign Affairs wou'1 still be substantial. The Defence Services will probably
pe reorganised and re-e ipped. and it is not possible to foresee what would be
the scale of expenditure ior properly equipped defence services even on a peace-
4imeo basis. There is little prospect on the other hand of reduction in the service
of the national debt but there is, however, scope for reduction in the existing
civil expenditure.

992. The problem before vs is how to transfer from the Centre to the Provinces,
suﬂicieﬁt amount which, while not placing too great a strain on the Centre,
would provide adequate resources. for the inauguration of useful schemes of wel-
gare and development by the Provinces. While the Centre, on its present basis.
mav not be in a position to part with substantial sums, we feel that with the
resolution of its temporary difficulties and improvement in its tax administration,
“together with the !evy and collection of taxes evaded in the past, it ecan with
no serious risk to its own budget part with sizable sums every year. We are
suggesting later in detail how these sums should be regulated. We have already
referred to the need for Provinces having clear priorities as between contending
demands for money, .a.nd we have no doubt that the Provinces will in the earlier
ears utilise the additional resources now placed at their disposal by concentrat-
ing on schemes that would add to the productive capacity of the country and
consequently the income of the people and thus enable the provinces to embark
on further schemes of reform and development.

Claims of Provinces

93, Every Province has drawn pointed attention to the urgency of its
programmes of social service and economic development and to the limited
nature of its own resources, both existing and potential, and all of them have

substantial transfer of revenues from the Central sources. ~A summary

asked for : ! ) ; . .
of the detailed suggestions made by them, which very considerably, is seb out 1n

Appendix 111
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24. On the question of apportionment of inéome-tax among Provinces also,
the provinces differ widely in their views. Bombay and West Bengal support the
basis of collection or residence, the United Provinces that of population, and
Bihar a combined basis of population and orgin (place of accrual); Orissa and
Assam want weightage for backwardness. Iast Punjab, while suggesting no
basis, wants her deficit of Rs. 8 crores somehow to be met.

25. In the case of excise taxes, ihe bases suggested are production, collection,
consumption and population, while Assam suggests some weightage for its low
level of revenue and expenditure. Assam has further pressed for special treat-,
ment of excises collected on wasting assets, e.g., the petroleum raised in Assam.

7 f=] 3 ) e e
Assam also wants a share of the export duty on tea.

* General Observations
26. Beforc we proceed further we would muake a few general observations.
. India Bas a federal form of Government, and every federation is_ based on a
division of authority and involves a certain amount of compromise. In this

country, federation has been the result of gradual devolution of authority. It has

not come into existence through agreements among sovereign Ktates as In some
.other federations. N

97. What we have to do is to distribute the total available resources among
Yederal and Provincial Governments in adequate relation to the f}lncmops-
imposed on each; so, however, that the arrangements are not only equltgblg 1n
themselves and in the interests of the country as a whole bub are also a,::imnm-
tratively feasible. We have also to ensure that there is not too V1°1lent ‘?,'f .e p?tr-
sure from the status quo, and also to see that while we have as mucl “1111)11 0};311'.~I7
as possible, weak Units are helped at least to maintain certain, minnnuin stand-
ards of services. e Afui

28. The basic functions of o Federal Government are Defeuce, Foreign - ] airs
.and the service of the bulk of the national debt, and 'they are all B%Pensrll“]’li }‘111“3
tions, particularly in the light of the limited resources of the coun{ng. ki ee:n
+*Communications’” would ordinarily at least pay for itself. The Fde eélo e 0;
ment may also have to assume leadership in the co-ordination and e"‘t‘ fgom e
research and higher technical education. Normally, however; &ﬁube compara.
or large scale internal disorder, the expenditure of the Centre shcl>u b anlimited
tively stable. The needs of the Provinces are in contrast, amoslt‘ 1t these’s
Vparticularly in relation to welfare services and general.deve]opn.lelre.ase of the
services, on which the improvement of human well-being and .in,c lanned and
.country’s productive capacity so much depend, are to be propet 13 é)overnments
.executed, it is necessary to_place at the disposal of PrOVmC&a . the variable
.adequate resources of their own, without their having to deP(’nl O-efore, have as
munificence or affluence of the Centre. The Provinces must, t‘:l(:]él ead. it s
mmany independent sources of revenue as possible. On the O"lt 1t by nddine
ot practicable to augment their revenues to any _conglderable. ex ﬁganeolule uph-
Jnore 'subjects to the Provincial Legislative List, without simu e vided
setting the equilibrium of the Centre. We cannot, ther fﬁ?ﬁa""?l"hgé 15 owell
theads: and Wha'.t we have to aim ab is to Trave only 4 few. divk fl Centre and
balamced and B igh-yielding,.and to arranga that the shares of tte hietion. or
the Provimees 1 these leads .are adjusted. automatically . without. -
mulUal il_l_t-e};_g;‘;‘.uc;e‘ .

. "99. In this country the lack of sufficient economic and ﬁngnclai :2’:2‘5:3‘1;;53 éif::
.other similar data is a great handicap. Therefore, the allocation 0% 4l the neces-
to be made largely.on the basis.of-a broad judgment, at any rate ;llnction " ¢ these
sary data become available. We attach great importance to the €9.5Tey aye the
tatistics and to connected research, anid trust that the G9vernmenh ve made our
nocessary arrangements without Jelay. In the meantime We ;{iouous data
,].econnnéndations on the best judgment we could give to the e -

available-
-
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Lists of t.axes_for the Centre 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
Dratt Constitution relating to taxes on professions, trades, callings and employ-
ments. We observe from the: Draft Constitution that it has been proposed to
transfer to the Federal Legislative List stamp duty on transfer of shares and

4 debel}tures, but we presume that the duties will continue.to accrue to the
Provinces. lIn view of the far-reaching effects on public credit and finance of

1 Stock Hixchange transactions, we consider that the Centre should have the power
to legislate fér 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 transfers of shares
a-nd debentures, the Provinces should have these duties just like other Stamp
duties. We accordingly recommend the entry in the Federal Legislative

~ List of a new item ‘‘Stock Exchanges and futures market and taxes other “than
Stamp duties on transactions in them’’.

31. In the list of taxes in the Provincial Legislative List, we recommend the
following changes:—

_ (1) In entry 48, the words ‘‘hearths and windows™' may be deleted. Such
taxes are not likely to be levied. In any case, they would be covered by the
word ‘‘buildings’’.

(2) In entry 53, the word ‘‘cesses’” should, we think, be replaced by the word
“‘taxes’. T

o (8) Similarly, in entry 56, we would substitute the word *‘taxes’” for the word
“dues’’. ' g

(4) In entry 50, we would make the following changes:—

(a) for the word ‘‘sale’’, we would substitute “‘sale, turnover or purchase’’,
in order to avoid doubt.

(b) We would also add words such as “including taxes in lieu thereof on
the use or consumption within the Province, of goods liable to taxes
by the Province on sale, turnover or purchase’’. ~This addition is
suggested in order to prevent avoidance by importing for personal
use from outside the ‘province.

-/

’

o 39. One of the Provincial Memoranda has suggested that the entry ‘“‘State
. T,otteries’” should be transferred to the Provineial .List, but, as we do not wish
to encourage State Lotteries, we should prefer the subject to remain Central
where, too, we hope, it will not be used.

" Shares in certain taxes

33. We have no new items to suggest for insertion in the Provincial Legis-
lative List. :

34. The Kederal Government will levy and collect all the taxes in the Federal
Legislative List. But, according to our recommendations in the following para-
graphs the Centre will retain the whole of the net proceeds of the following taxes.
only, viz.i— )

(1) Duties of customs, including export duties.
| (2) Taxes on capital value of assets and taxes on the capital of Compunies.
(3) Taxes on Railway fares and freights.

85. At present, the Central Government shares the net proceeds of the Jute

Wixport duties with the jute-growing Provinces and has to hand over to the
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Provinces the whole of the net proceeds of taxes on railway fares and freights, if »
levied. #As regards the latter, we recommend that, if such taxes are to be levied. }
at all, -they should be wholly Central, for, we cannot see any difference in sub- |
stance between such taxes and a straight addition to fares and freights. As re-|
gards the former we are of the opinion that an export duties are capable of very{
limited application and have to be levied with great caution, they are unsuitableh
for sharing with the Provinces.

36. It is necessary, however, to compensate the Provinces concerned for the
loss of this item of revenue, and we recommend that, for a period of 10 years or /
@l the export duties on jute and jute products are abolished, Whichever may be:
earlier, fixed sums as set out below be paid to these Governments as compensa--

Ton every year,

Province Amount
Rs.
West Bengal ’ . 7 s s ‘ : 100 lakhs.
Agsam ¢ 7 5 ¥ i p ; 2 5
Bihar . b . A . ) : - ; 5 Ly A
Qrissa y ” . . ‘ . 5 5 3 4 >

In wriving at these figures which we have based on the figures of pre-war:
years. we have taken all relevant circumstances into account, and in particular
the eoncentration of manufacture in West Bengal. If at the end of ten years,
=hich we think should be sufficient to enable the Provinces to develop their-
resources adequately, the Provinces still need assistance in order to make:
up for this loss of revenue, it would no doubt be open to them to seek grants-in-
aid from the Centre, which would be considered on their merits in the usual
course by the Finance Commission. 7 v i

37. Of the remaining Federal Taxes, we recommend that the net proceeds
should be wholly or partly given away to the Previnces as indicated below:

38. Taxes on Income.—Under the present arrangement the Provinces rece.ve:
50 per cent. of the net proceeds of income-tax, except what is attributable to
Chief Commissioners” Provinces and taxes on federal emoluments.¥ The net
proceeds of the Corporation Tax are also excluded for the purpose of the sharing.
Subject to what we have said in paragraph 49 regarding tax on agricultural in-
come, we recommend that, while the net proceeds attributable to Chief Com-
ixissioners’ Provinces should be retained wholly by the Centre, the other reser- ,HB‘:J‘
vations <hould go, and wtb_wha_f@*ingeg should_get not less than 60 per vcept.
of_the net proceeds of all income-tax mcluding the net proceeds of Corporation. ‘“i;fl
Tax. and taxes on federal emoluments. For the purpose of the div'sion, income- i~%
t2X will mean any levy made under the authority of the entry ‘‘Taxes O s
Income’ in the Federal Legislative List. i

39. We also consider that over and above its share in the net proceeds retained.
by it normally, the Centre should be empowered to levy a surcharge whenever
conditions require such a levy; obviously such occasions should be rare and “not
last for unduly long periods. :

W

ar

40. Central Excise Duties.—Excise duties —are ordinarily closely con ‘
nected  with customs dufies and, barring liquor and drug excises)
which we consider, should continue to remain Provincial, are inherently
not suited for provincial taxation. On the other hand, they are only
a species of consumption taxes of which another species namely, sales,
turnover and purchase taxes have been the subject of provincial taxaton for
sonie_time. * The Memoranda received-by-us from the Provincial Governments:
are almost unanimous in demanding some share under excises; and our problem
is to find not only more resources for the units hut to make their revenues more
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alanced. 1If it was possible to have excises on commodities not subject to
Justoms duties (whether revenue or protective) or not competing, or capable of
competing with, or of substitution for, commodities subject to customs duties,
».g., on rice or wheat or millefs or on jute and jute goods consumed in India, we
iee no reason why such excises or a share therveof should not be allotted to the
mits, apart from the general political objection to the division of heads viz., the
livorce of benefit from responsibilify. But such excises are not likely to be
evied. Again, it is obvious that Excise duties on commodities subject to a
rrotective tariff or even a high revenue tariff could not be conveniently shared.
In the cireumstanees, the utmost that we can suggest by way of assistance in this
-espect to the Provincial Governments is to hand over to them a share of one of
the important Central Excises on a commodity not receiving tariff protection viz.,
Tobaceo. Incidentally, the effective adwninistration of this excise requires the
active co-operation of Provincial Governments, which would be better forthcoming
t they had a share in the tax. We are averse to giving the units a share in too
many Central Excises; for, such an arrangement would not only magnify the
political objection of benefit without responsibility but lead to administrative

inconvenience, since-the rates could. not be altered except by the consent
of all the beneficiaries,

We accordingly recomnuend that 50 per cent. of the net 131'0(386(15,_°,€_f_}.1£i¥0i5,e
duty_on_tobaceo_should not form part of the reverues of the Federation but
should be distributed to the Provinees. i ‘

41. 1t will be seen from what has been said above that we are not in tavour of
the suggestion made in item: VITT of the Terms nf Reference viz., that the Centre
should be allocated only the excises on specified commodities, the rest of the field
-of excise being left to the Provinces.

742. Estate and Succession Duties.—These duties cannot be administered
satisfactorily exeept by or in the closest tonch with the income-tax staff; and
in any case, if the Centre ix to part with a substantial amount of taxes on
income and also a part of certain Central excises. it is appropriate that it
should get « share of the estate and succession duties. This will also give to
the Federal Government a divect interest m the duty. Subject to what we
have said in paragraph 49, about taxes on agricultural property, we recom-

mend that 1ot more than 40 per cent,_of the net proceeds of such duties should
‘he retained bY the Centre. - ‘

43. Federal Stamp Duties.—We recommend the continuance of the
status guo, i.e.. the legislation in respect of the duties on the specified docu-
ments should be Central Lut Provirices will colleet and retain the duties.

44. Terminal Taxeg ¢

These t'?;;xes are ot suitable except for purely loeal purposes, i..e., .
ben_ehtno tm;mmpahtieg_ pilgrim funds, etc., but they ean be conveniently lev
and collected only by the Gentre. The existing provisions may stand.

' i railway or air.—
n goods or passengers carried by y tor the

ied

Grants-in-Aid and Subventions
45. Iﬁem IT of our terms of veference vefers to Grants-in-aid.

Assam and QI‘ISSa now get fixed subventions of Rs: 80 and Rs. 40 la'khs per
-gnnum, respectively.  The recommendations that we have made for the increase
ijn the PI'O.WD_Clal share of income-tax and the transfer of a share in the excise oI
tobacco will increase their revenues substantially like those of other Provinces.
Evyen 80, however, we have I'ttle doubt that these two Provinces will still reqlure
fixed subventions on higher scales than at present.
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_ The position of East Punjab is peculiar. Everything there 1s unsettled, and
it will take some time for things to settle down. It is clear, however, that this
Province will require a substantial annual subvention for some time to come.

T'he position of West Bengal is unceriain, and it is not clear how her finances
will shape as a result of the partition. The liability that she will have to take
over as a result of the partition is not yet known. All told, however, she will
perhaps need some temporary assistance.

46. For lack of time and data, we have not been able to assess the subventions
required by tkese four Provinces. . We, therefore, recommend that the Cential
Government should immediately take up the question so that "the amounts
required by each of these Provinces may be determined in time. The amounts
should be subject to pei'iodical review by the Finance Commission to which we
refer later.

47. We have suggested elsewhere that till the Finance Commission has been
able to recommend a better basis of distribution, a part of the divisible pool of
income-tax should be used in order io mitigafje h.?rdship in individual cases. This
provision also contains an element of grants-in-aid. :

48. It is clear that during the developmental stages of the country it will be
necessary for the Centre to make specific purpose grants to the Provinces_from
time to time. The provisions of clause 203 of the Draft Constitution seem to be
adequate for the purpose. We have considered the question whether, as in
Australia, grants should be made in order to eqUﬂhS?, or at any rat.e.\to reduce the
disparity between the. levels of services and of severity of taxation in the different
provinces. There is undoubtedly something attra(jgYe;_‘l_n‘1__§g:91.§1ng to bring up the
backward units_af least fo_‘averige’ SEndards; both in ofi6it-(severity of tasa-
tion) and in performance (standards of services). “Tii Australia, fhe maximum
differeiive betwaen the Tovols 78 said 10 Le of the order of 20 per cent. and the
number of unit States is small. In India, on the other hand, as for example in
the U. S. A., the difference in the levels 1s very wide and the number of units
larger when acceding States come into the picture. In such a background
“gverages’ would be mere mathematical concepts totally nntelated to actual facts.
On The 6bher hand, even i a Federation of Gutonomons units, there is a great deal
to be said for helping the less prosperous units to come up to the level of the more
prosperous ones. As in all such matters. we must take a realistic decision with
reference to the conditions in our countryv. While we do not recommend the
adoption in this country of the Australian. system, we have no doubt that the
Centre, when distributing specific purpose grants under clause 203 of the Draft
Constitution, will bear in mind the varying circumstances in the different Pro-
winces. . _
48A. Section 199 of the Draft Constitution provides for special assistance to
Assam in respect of expenditure for promoting the welfare of scheduled fribes in
the Province. We agree with this provision. It has been represented to us on
pehalf of Qrissa that a similar provision should be made for assisting her to
develop the backward areas of the Province. In the absence of any data, we have
peen unable to assess the measure of assistance, if any. vequired by this Pro-
vince, and we content ourselve§ with expressing the view that if the Central
Government, after a due examination of the question:in all its aspeets, decide’
that special assistance is necessary it should bhe provided on adequute scole.

Taxes on Agricultural Income and Property

49. Tt-is obvious that the taxation of agricultural income by the Provinces,
while all other income is taxed by the Centre, stands in the way of a theocgtw.:;ll_\f
sound system of income-tax in the country. We should, therefore, have hked.tlo
take this opportunity to do away with this segregation. In view of the ease “'lf:}
which the origin of agricultural income can be traced, it could be arranged tha‘
the tax from such income, even though levied and collected by the Centre as part
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of an integrated system of income-taxes, should be handed back to the Provinces;:
and it could be further arranged that till such time as the Centre in fact levied a.
tax on agricultural income. the Provinces already levying this tax might continue
to levy it without restriction and with <4ull power to vary the rates of tax. The
interests of Provinces could thus be fully protected, and there could, therefore,
be no financial olsjections from them. On _the other hand, the present arrangement
has the political merit of.keeping. together in one place both-benefit. and respon-
sibility, a rather important point, seeing that the Proyvinces will-have full control
over hut few important heads of revenue, A few provinces have, in fact, levied
the tax and are administering it for some time. Perbaps also, the Provinces can
administer_this particular tax with gr'eater_t;a‘c-ilit; than the Centre. For the:
present. therefore. we have decided to continue the status quo, but, in view of
the importance of the matter, would recommend that the Provinces should be
consulted at once and if a majority, including of course those now levying the tax,
agree. tax on agricultural income may be omitted from the Provincial List of
subjecte, consequential changes being made elsewhere in the Constitution. Our

foregoing remarks apply mutatis mutandis to Stucecession. and. Estate Duties_on
agricultural property also. ~ :

R

Division of proceeds of Revenue between Provinces

50, Income-tax.—As regards the basis of distributing between Provinces the:
share of proceeds from taxes on jncome, we ure of the opinion that no single basis
would lead to equitable results(1/Origin or locus of income is no doubt relevant,
but in the complex industrial and Tommnieraial structure of modern times, where:
a single point of control often regulates u vast net-work of transactions, where the-
raw materials come from one place, are processed in another, manufactured in a
third, marketed whaolesale in a fourth and ultimately sold in retail over a large
area, contracts are made at places different from where they are performed,
money is paid in at one place and goods delivered at another and more than one
ot these stages relate to the same {ax-paver the assignment of a share of profits.
0 each stage can only be empirjgql or arbitrary.

i'ror;)l‘t.lfg‘u“" ‘tp_g”_l;%j_(jence .gﬂ‘lg;:pqrg-__pg}{c}_j‘ is an ixpportunt factor, but apuarg
. dl she artificial legal definition of residence for income-tax purposes, the
;};gﬁd:;‘;m; ‘;nsgn?taJ‘)_mt stock enterprise in business, the dispersion of the share-
(emerging ﬁ:ompﬁmw ‘a:ll. over thg .c.ountry _a.nd even outsu_ie, the 'pos§1b1hty'
o frea. the mon lL artificial definition) pf shinultaneous residence in more than
Tolders, and r-ils_sessment (due _to various reasons) qf a largg lllll_nber O.f share-
tux records ag todt;?ence O_f authontz_mt-we, ie., t.est.ed, mf&‘mat}On in the income-
ffumaterial t'o e eI. province of residence of a res@ent of Ipdm (for, today, it 1s
assessee is l'esidu;t nc]ome-tax Department 1n.wh1gh .partlculzu.- Province ~ an
factor to apply m ), a l.the_se t(?get.her _make this crlterlon_ of residence a dlf.f_l(’“lt

\“ Statisticu] difﬁcu]t'practlce in dJStrlbutlng the proceeds of the tax. Even if the

" the tax-paver. 165 were got over, residence could be changed at the will of

72, Ano . .

i\ the 1;1'inci§'t5}'1'l's‘;;f§9'\.§l“b.le-'"g-'li_t?liiil‘l}i{i the pluce of vollection. This place is usually
caurTying on g bu(s:?ylot business of the tax-payer, or his 1‘981den08, 'if he 15_1191"
unfair to the areag e{s 8 or profession. The qb' tion_to_this factor is th;nt lf:lS

i tmmﬁ‘ﬁ-&‘m (._’....Otrlg,lwd §a1g'_»whl.cEJt,c.Q,nilPlQ!ﬁe'L‘.’.lgn.Qm& while it_gives.

e~

not llfﬁé..één-ilx}"‘t’hle" "the place o} coptrol of a husiness.-which is usually, though
e , t !

residence;” tha ags Dlace of collection. Moreover, even more than in the case of
;‘!pa,yer. ¢ Place of “coliection can be eagily altered at the will of the tax-
i

53, Another

) tﬂl-k*ﬁPf?SS‘il)le basis is that o@needs i.e., the shares would be regulated
cnmewhn- 15e BTAN £33 £ 2 oo T s T Y ) . 3 his
) the popul -INRIdT and ratlier than go into elaborate enquiries for this
,'111‘77059-, 1'.-:5J-H£’1§1211&i&2rovince could be taken as a rough measure of its
needs. The objection {5 {his hasic 16 that ‘A ‘sharve’ is something to which =
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-vy Province is entitled because its citizens or things have in some measure contri-

;'l;_uted to'the fund, while a grant is something given to it without regard to its
t«contribution to the Centre or to any common pool. '

. .54. We have said enough to 'show the difficulties of the problem, but the
d1ﬂlcultle§ have somehow to be faced and met, unless we keep the whole of the
tz}xe.s ou income as C-entra\l and permit Provinces simultaneously to levy a Iro-
'Vmc'lal Income-tax on the basis of origin. In our opinion the latter ¢Gurse is not
feasﬂﬂe in the circumstances of this country even if justifiable in theory; and
pending enquiry by the Finance Commission the setting up of which we suggest
later,'we have no choice except somehow to make the distribution on as equitable
a basis as can be devised in the circumstances. .

55. We propose to proceed on the basis of collection as well as population
and also to make some provision for adjustnuent on the basis of need.¥ We recom-
mend that the Provincial share i.e., 60 per cent. of the net proceeds be disiributed
among the Provinces, us follows:~—

20 per cent. on the busis of population.
35 per cent. on the basis of collection. ¥~

. . . . > 7
5 per cent. in the mauner indicated in paragraph 56.

60
For the distfibution of the first two blocks, population figures of the previous

census and collection figures as certified by the Auditor-General  should be
accepted as authoritative.

56. The third block of 5 per cent. should be utilised by_the apportioning
authority as a balancing factor in order to mitigate any 113{(};9_1}113  that may arise .
. in the case of particular Drovinces as o result of, the application of the other
two Criteria; m distributing this bloek it would be open“cpw?l_l_e__i},‘_}ﬂl.?ﬁf}[_to take
in1g account all relevant factory;=-=-——="""" """

57. Excise duty on tobacco.—In our view, the mozt equitable method of distri-
buting this duty is on the bagis of estimated consumpfion. We have no CFOUb_t
that the Government will take steps to obtain necéssary statistical information if
it ia not already available.

58. Estate and Succession Taxes.—These taxes have not so far beei levied.
One of the hurdles to be crossed before they can be levied is t-}lé determin.ation
of the manner of distribution of the net proceeds among Provinces. Until the
taxes are actually levied and collected for some time, no data about thelr incidence
will be available. Hence, the levy will have to start with some « priori basis of
apportionment among Provinces. We. accordingly recommend that until the
Finance Commission is in a position to evolve a better method on the basis of

datu available to it, the net proceeds should be distributed among the Provineces
ag follows:— ’

The net proceeds attributable to real property—On the basis of the locaV”
tion of the property.

Of the balance— .
75 per cent. on the basis of thes residence of the deceased ;V‘

25 per cent. on the basis of the population of the Province. v

The administration and distribution of these taxes would, in the ordinary
course, fall on the Central Board of Revenue, but it would be necessary to em-

power an appropriate authority to adjudicate in thre case of disputes  between
Provinces as to the residence of individuals.
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:themselves. The question has therefore been raisel whether, as  a conse-
quence, as mauy specific taxes as possible should not be entered in the Pro-
vineial List of subjects. We cannot think of any important new tax that can
be levied by the Provinces, which will not fall under one or the other of the
existing categories included in the Provincial List. We think that the chance
of any practical difficulty arising out of the proposed consiitutional position
is remote, and, in any case, it seems to us that if a tax is levied by the Centre
under its residuary powers, there:will be nothing to prevent the proceeds of
the whole or a part of this tax being distributed for the benefit of  the Pro-
vinces only. As a matter of abundant caution, however, it may be laid
down in the Constitution that if any tax is levied by the Cenftre in  future
under it residuary powers, and to the extent that the States do not agree to
accede to the Centre in respect of the corresponding subject, the whole or

a part of the proceeds of the tax shall be distributed between the Trovinces
-and the acceeding States only.

This disposes of item IX of our Terms of Reference.

Exemption of Provincial Governments from Taxation

73, Section 155 of the Government of India Act provides that profits from
trading by a Provincial Government would be taxable only if the trade was
-carried on vutside the Province. The exemption from Central taxation - of
trade by Provincial Governments carried on within the provine'al limits did
not matter much in the past; for the Governments had few trading operations.
‘With the present tendency towards nationalisation (e.g., many provinces have
already taken up quite seriously the nationalisation of road transport). f_he
Centre should have some power to levy either income-tax or a contribution
in lieu of income-tax in respect of these trading activities. Disputes as to
such contributions should, we consider, be examined and adjudieated upon
br the Finance Commission to which we have already referred. We feel
that if nationalisation of industries or trades takes place rapidly, the whole
question would have to be reviewed de novo, for the entire structure of the
‘tax svstem of the country would be completely changed.

74. Tn the meantime we make the followwing recommendations:—

(a).The existing practice should continue in respect of trading opera-
tions of the Central Government, i.e., no income-tax should bfs
levied on the profits. It should be open to the Centre. hm.\{
ever, to levy a contribution, as in the case of Railways, for 118
sole benefit from such operations. Tf the trading is carried on
by o separate juristic person. tax will be levied even if the
Government is the dominant shareholder. .

-

(b) Tax skould be levied on the trading operations of Um.’.c:] (ﬁ: t}rll:i(r)
of local bodies), whether carried on w‘ut‘l*m_i or withot H 'ﬁ
jurisdiction; and the tax or the contribution n huuI 1ereoﬂ
should be treated as ordinary income-tax revenue for the pur-
pose of the divisible pool. We presume that if there are no
profits, there will be no contribution; bub if this presumption
is wrong, we suggest that the contribution should be treated as
part of the divisible pool of income‘-’cff.‘:.

{c) We recommend that auasi-trading operations incidental —to the
ordinary functions of Government, such- as the sale of timber by
the forest department or of jail products by the iail department
gshould not be treated as trading operations for this purpose.
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Emergency Provisions

75. The needs of the Centre in times of emergency, such as war or large
seale internal disorder, cannot be provided for through the detailed allocation
of heads of revenue or of shares therein. It is obviously not possible to
legislate how emergencies should be met, We would suggest that there
should be a special provision in the Constitution. authorising the President in
an emergency to suspend or vary the financial provisions in such manner as
he may think best in the circumstances. For example, if there is a war and

an Iixcess Profits 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 provisions as
regards procedure in financial matters contained in Sections 83 to 87 and 78
to 83 of the Government of India Act, 19359’ :

77. The present financial procedure in the federal sphere is laid down_ in
sections 83-37 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 and 77-81. "We ‘have two recommendations to
make : — .

(1) 'When a_wmoney bill is sent from the Lower Fouse to {.7he Uppey,
a certiticate of the Speaker of the Lower House saying that it
is & money bill should be attached to, or endorsed on, the b_lll and
a provision to that effect should be made in the Cox.lstltutlon on
the lines of the correponding provision in the Parliament Act,
1911. This will prevent controversies about the matter outside
the Lower House. , .

(2) After clause 80, & provision may be made making it necessary for
Government to approach the Legislature for regularising any
excess expenditure that might be discovered in audit after the
close of the year. This is, in fact, done even now, but therc
is no statutory obligation to do so.

Subject to these two recommendations, we approve of the pl‘OViS%ons in
the Draft Constitution.

78. Financial procedure in the Provincial field is governed by sections 78-82
of the Government of India Act, 1985. The corresponding provisions in the
Draft Constitution occur in clauses 149-158. 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 respéct of a vote on excess grants, recom-
mended by us at -the federal level should be repeated at the
provincial level also, :

79. Tt is usual in written democratic constitutions to Provide that no‘I{loney
can be drawn from the treasury except on the authority of the L]:gls 3:;2:1
gramied by an act of appropriation, In this country, the practice 33 s
to authorise expenditure by resolutions of (_}oyernment. after the ergr?king
have been voted, and not by law. As the existing practice has been W
well in this country, appropriation by law does pob appear to6 be necessary.
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Auditor-General

80. Though the question has not been specifically referred to us, we con-
sider that the status and powers of the Auditor-General are so closely connected
with Nnanc.al procedure uhat we have gone Into this matter also. ‘The pro-
visions in respect of the Auditor-General of the Federation are contained in
clauses 106-109 of the Draft Constitution, and those in regard to the Auditor-
General of the Provinces, in clauses 174-175. In substance, all these
clauses repeat the existing prov.sions in the Government of India Aect. We
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
India is to perform the functions of the Auditor-General in respect of the
Provincial Governments also for an initial period of three years, and there-
after, until a particular Provincial Goveriment chooses to appo.nt its own
Auditor-General. We favour the continuance of a singlé 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 remains, we recommend that the provisions
of sub-clause 8 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 Terins of Reference.

The present position is that the Provinces have the freedom to -borro v
i the open market in India except when they are indebted to the Centre.
The most outstanding advantage .of the freedom of borrowing is the sense
'of financial responsibility it creates; for, there is mo more accurate, sensitive
and dependable meter of the credit of a borrowing Government than the
reaction of the securities market. We do not therefore wish to withdraw
this freedom. Nevertheless, it ig necessary to have some machinery which
would ensure that borrowing Governments do. not, by their competition. upset
the capital market, This machinery is now provided through the Reserve
Bank which advises all the Governments, but in view of the ambitious pro-
'grammes of development both by the Centre anl by the Units, it may become
necessary to set up some kind of expert machinery, both competent and
definitely empowered, to fix the order of -priority of the borrowings of the
different Governments. In some countries, this co-ordination is effected either
by a Ministerial Conference or by a Loans Council. Such machinery should
not affect the responsibility of a Government for its borrowing policy, and
should help only in the timing of the loan and avoidance of unnecessary com-
petition. The co-ordination by the Reserve Bank has worked well in practice,
and so long as it works well ‘we do not recornmend any change. We assume
that there %ill be no distinetion between federating States and the Provinces
in this respect.

82. We are of the opinion that it should not be open to a Provincial Gov-
ernment or to a Government of a State to go in for a foreign loan except with
the consent of the Federal Government and except under such com-ilmons,
if any, as the Federal Government may think fit to impose at the time of
granting the consent. We notice, however, that there is an entrv, viz.,
*18. Foreign Loans” in the Federal Legislative List in the Draft Constitution.
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we 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
foreign loan We, therefore, recommend that the point be examined, and
if the provision is not found to be adequate, a specific provision should be made
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 States

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

This 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 complications of
the problem itself; for, not only do conditions differ widely between the Pro-
vinces as a whole and the States as a whole, put from State to State, so that
it is difficult {o apply a common yard-stick.

84. The Union Powers Committee 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 terms : —'“We realise that, in the matter of industrial development,
the States are in varying degrees of advancement and conditions in Brit'sh
India and the States are in many respects dissimilar. Some 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 possible to impose a
uniform standard of taxation:throughout the Union all at once. We recom-
mend that uniformity of taxation throughout the Units may, for an agreed
period of years after the establishment of the Union not exceeding 15, be kept
in abeyance dnd the incidences~levy, realisation and apportionment of the
sbove taxes in the State Units shal]l be subjected to agreements between them
and the Union Government. Provision should- accordingly be made in the
Constitution for implementing the above recommendation.” We entirely agree
with these observations.

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

86. The first difficulty met with in our investigation is that many of the
smaller States have neither a budget nor effectivé audit, so that adequate
and reliable information about their financial position, on a bas’s permitting
comparison with Provinces, is not available. e recommend accordingly that
it should be made obligatory within as short a period as possible for each State
to arrange for the preparation and authorisation of a periodical budget and
the mainteriance of proper accounts and audit and to send copies of its budget,
aecounts and audit reports to the Union Government. '

+7. In the absence of sufficient data, we are not in a position to make re-
commendations other than of a general nature. We are clear in our mind
that the States should gradually develop all the taxes in the Provincial Legis-
lative List so that they may correspondingly give up reliance on taxes in the
Tederal Legislative Lisb. This process however would necessarily take some
time; and in the meanwhile it will be necessary to have transitional arrange-
ments, -

) 88..We Will‘ now take up Land Customs. We do not recommend the
immediate abolition of L.ﬂnd_Customs, for we find that such a_course would
lead tg a sertous dislocation in the finances of many States. Moreover, where
there is no large re-export trade, these land customs, though a possible source
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of annoyance, are really of the nature of octroi duty levied at a few points 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.
We recommend accordfgly 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) & State shall not in future levy land customs on a commodity on
which there is no such duty now;

(2) a State shall not after a fixed date, increase the rate on any com-
modity; and

(8) a State levying land customs should grant refunds on re-exports.

Gradual abolition 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 Uninn
Government- will not gain any corresponding revenue.

89. Maritime customs should be uniform all through the Union, and the
Federal Government should take over the administration of such customs in
all the maritime States. If this arrangement results in the loss of any Stafe
of the revenue now enjoved by it, it is only fair that the State should ke com-
pensated for the loss. Pending determination of the approvriate compensation
in each case by a States Commission, the appcintment of which we recommend
in a later paragraph, each State may be given an annual grant equal to the
average revenue from this source during the last three vears. The right of
Kashmir to a rebate on sea customs may be similarly abolished on payment
of-a similar grant. -

90. The Federal Government may levy Central Excises in all the States,
but those States which now enjoy the benefit of a part or the whole of these
revenues ralsed in their areas should, in lieu of such benefit, receive grants on
the basis of the average revenue enjoyed by themn from these sources during
the last three years. In our opinion, neither this arrangement nor the one
referred to in the foregoing paragraph should present any difficulty from the
purely financial point of view either to the Union or to the States.

91. The Indian Income-Tax Act, with such modification as may be consider-
ed necessary by the President, may be applied to all the Fede‘iat: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 each 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 allocating
these proceeds between the different states, but they are not insoluble, and can

be solved on 11n<?s similar to those followed in allocating similar revenues
between the Provinces.

- 92. The need for a uniforn system of income-tax both in the Provinces
and in the States has become urgent not anly 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 at all, but also because it is alleged that
industries are being diverted artificially by the incentive of lower taxation to0
areas not inherently suited for the industries.

93. Though we do not favour any abrupt change in the status quo, we do
not attach much weight to the argument that the States are. ag a whole, indus-
trially backward and that they cannot, therefore, stand ﬂ,le same high rates
of ta:fation, particularly income-tax, as the Provinces can. I1f the productive
capacity of a State, and consequently its level of income, is low, it follows
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that the State will not have to contribute much by way of tax if it falls in
line with the Provinces. 1If, on the other hand, the point is that industries
should be srtificially stimulated in the States somehow by the incentive of
lower taxes, it is obvious that if the State is not suited for-industrial develop-
ment, the cost of bolstering up its industries must ultimately fall upon the
Provinces and other States. c :

94. As already stated, we are not in a position to make detaled recom-
mendaticus regarding the States. We recommend for this purpose the establish-

. ment of a States Cammigsion with five members who should possess wide

knowledge of the financial . administration of Provincal, Federal or State
Governments. Preferably, one of these members might be a member of the
Finunce Commission (for Provinces) referred to  earlier in  this  report.

. The Commission should advise the President, ag 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 a3
possible. One of the first tasks of the Commission will be to examine in
detail the privileges and immunities enjoyed by each State, and -also the con-
nected . liabilities, if any, and recommend a suitable basis 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 solutions 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 which come into the above arrangements would pay their
contribution for Defence and other Central services through tl'le share of the
net proceeds of Central taxes retained by the Centre, and nothing more should
be expected from those States. On the other hand, the States }-Vhlgh ‘acce%e Y
but do not come into the above arrangements, should pay a contribution to the
Centre, the amount of which should be determined by the States Conirmssxon
having regard to all the relevant factors.

96. The constitutional arrangements in this respect, particularly during the
interregnum of 15 years, should, in our opinion, be kept very flexible. The
President should be enabled by order to adopt any financial arrangement Le
mav find expedient with each State until such arrangement is altered by an
Act of the Federal Legislature after necessary consultation with the States.

97. While the outlines which we have indicated above are cgpﬂble of being
applied to most of the major or even middle-sided States, ii:: is, in our opinion,
necessary to group together a number of smaller States in sizable admnis-
trative units before they can be brought into any reasonable financ'al pattern.

98. We are sorry that we have not been able to contribute anything more
precise then we have done to this part of the terms of reference to us.

09. 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 en_]oyed 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 taxes in Federal Legisla-
ive List as recommended by the Union Powers Committee. (Para. 30)

(2) The limit of Rs. 50 to be raised to Rs. 250 for taxes on professions etc.
levied by Local Bodies. (Para. 30) {

(8) An entry to be made in the Federal Legislative List of a new item *'Stock
Txchanges and Futures Markets’ ete. (Para. 30) . :
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" (4) A few minor changes of a drafting nature to be made in the list of taxes
in the Provincial Legislative List; and no new items for insertion in the Pro-
vincial Legislative List. (Paras. 31-83)

(5) The Centre to retain the whole of the net proceeds of the following taxes,
viz. (a) Duties of Customs including Export Duties; (b) tax on capital value of
assets, ete.; (c) taxes on Railway fares and freights; and (d) Central Excises
other thun on tobacco. (Para. 34)

(6) The grant of fixed assignments for a period of years to the jute-growing
provirces to make up for their loss. of revenue. (Paras. 35-36)

(7) The net proceeds of the following taxes to be shared with the Provinci;il.
Governments, viz. (1) Income-tax, including Corporation Tax; (2) Central Ex-
cise on Tobacco; (3) Estate and Succession Duties. (Paras. 88-42)

_ (8) The suggestion that the Centre should be allotted only the excises on
specified commodities, not accepted. (Para. 41)

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

(10) Larger ﬁ:_;ed.' subven.tions than now, necessary for Assam and Orissa, and
subventions for limited periods for East Punjab and West Bengal, but no
precise figures recommended for lack of data. (Paras. 45 and 46) ’

(11) Grants-in-aid on the Australian model not favoured. (Para. 48)
(12) Merging the tax ou agricultural income in the Central Income-tax and

ilimi.larly the Estate and Succession Duties on agricultural property in the
[{similar duties on property in general to be examined in consultation with Provin-
] cial Governments and transfers made from the Provincial List of subjects, if
| necessary.. (Para. 49) i )

(18) Not less than 60 per cent of the net proceeds of T ome. : . #
Corporatfon Tax and tlge tax on Federa] emoluments,oto Egonzl?vggza lﬁg};lv}vtgfr
Provinces in the following manner: —

20 per cent. on the basis of population, 85 per cent. on the basi lec-
;%c;n and 5 per cent as an adjusting factor to mitigate h&rdshi;_ a&;:rg: ggxlue;d
(14) Not less than 50 per cent. of the net proceed -
g%be divided between Provinces on the basis of esf?in?azidﬂ::i zfs)ilc:z;t?;;, to(blf\;:z
(15) Not less than 60 per cent. of the net proceeds £ . '
Duties to be divided between the Provinces on th: f?l?;wshl]lm%bspn. algiug::&;iz
respect of real property on the basis of allocation of the rog tasm.—(—i— of the
balance, three-fourths on the basis of the residence of thg dper ¥, an o e
fourth on the basis of population. (Para, 58) eceased and -
(16) Net effect of the recommendations, to tra ,
order of Rs. 80 crores from the Centre to the Pr;:ifzie:nmzar}zaa 5sg)rn of the

17) A Finance Commission with a Hi )
as éha?irm.an and fou; 9ther members togglei%iiigggsvﬁ; etXL;H;g{ll Cqurt Jf 1111(31%?
tions:—viz (a) allocation between the Provinces of thei bare owfmg trall
admlmstered. taxes assigned to them; (b) to consider . ell}' ilparesf 0 centrainir
aid for Provinces and report thereon; (c) to consider Pplications for gran i-h
matters referred to it by the President.” (Paras, 65_67)a nd report on other

(18) The Commission to review the
circumstances, earlier. (Para. 70)

(19) A tax levied by the Centre unier its re
to the benefit of a non-acceding State unless it
in respect of that subject. (Para. 72)

Position every five years, or, in special

siduary powers, not to enure
agrees to accede to the Centre
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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 Constitution. (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 tc_> develop all the taxes in the Provincial Legislative
List and correspondingly give up taxes in the :Federal List. (Para. 87)

(26) Maritime customs and excises in States to be iaken over by the Centre.
the Stateg beirg 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) o _

~ (28) A States 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 rights
and liabilities. (Para. 94) X .

(80) States which do not come into the arrangements to pav a contribution
to the Cenire to be determined by the States Commission. (Para. 95)
(81) The interim Constitutional arrangements with the States to be 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.
We have attempted a draft of the necessary provisions in the Constitution to
give effect to the former; and these are set out in Appendix VL.

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.

NALINI RANJAN SARKER,
New Delhi, V. S. SUNDARAM,
December 5, 1947. M. V. RANGACHARL



APPENDIX I

CONSTITUTIONAL POSITION OF THE CENTRE AND THE PROVINCES IN RESPECT OF REVENUE UNDER THE GOVERNMENT

OF INDIA ACT, 1935 :
(a) Revenues of the Federation
m S . @ ® @

- i ‘Contributions - from
From Taxea Fxgr& g%m;lx;?rcm Sovercign Functions Btatos. -Assigad by

: ' His Majesty.
- 1. Posts & Telegraph. 1, goinage and Tributes and othex

2. Fodoral Railways. currency. payments.

2, Escheat and lapse
in aregs adminis-
tered by Federal -
Government,

8. Banking.
4. Qther Commercial
Operations.

-

A. Levied and collected by B. Levied and collected by the Federal Government of (. Levied and collected by

the Federation but be-
longing wholly fo the Pro-

vinces or Units.
1. Duties on Succession to

property other than agri- a. AssignedI by the Act.

cultural land.*
2. Stamp Duties on Bills of

Exchange, Cheques, Pro- 1. Income-tax other than 1, Duty on Sait.§
Corporation TaX. (Subject 2. Other duties of Excise 4. Surcharges montioned In
Yo Federal Surcharge)q
of Insurance, Proxies nnd 2. Jute Export Duty.§

notes, Bills of Lading,
Letters of Credit, Policies

Receipts. 1

3. Terminal Taxes on goods
or passengers carried by
Railway or air,

4. Taxes on Raliway fares
and freights *
{Subject to the right of the
Yederation to raise Fede~
ra]l Rovenue.by & sur-
charge on all the items in
this list.)

which a portion is or ma]y be assigned to the Provinces

Federation and, belonging
wholly to the Federatioa.

"1, Taxes in Lists A & B
%‘1 areas administered bz'
the Federal Government.

2, Customs. .

3. Corporation Tax.

|
b. May be assighed by
© Federal Law. )

on Tobaceo and on other Lists A & B. - :
Goous manufactured 5. Taxes on capital values of
or produced in India assets of individuals and
except companies.
(z) alcoholic liquor for @. Miacellaneous receipts
- human consumption, fron fees in_ respect of
{b) Opium, hemp, a:d matters in Federal TList
other narcotics and -  (including feestaken in the
noa-narcotic drugs. Federal Court.)
(c) medijcinal and toilet
preparations, || ’
8. Dutics of Export. |

* Not yet levied.

+ These duties continue to be both levied and coliected by the Provinces.
1 Levied so far only for the benefit of local bodics.

4 See notes under the other Table.
§ Duty now abolished.
it No share assigned to Provinces,

124
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{b) Revennes of the Provinee

1

C. Soverelgn lRights. .
Eschegt and Lapse,

A. By Taxes 'B. Commaercial Operations,

e
,.

A. Direcily raised by thc! Province. - B. Levied m‘td enllected C* Levied and Coﬂectefl by the Federation
by the Federation and but which s or may be allocated in part to
1. Land Revenue. wholly allocated to the the Provinces . .
2, Duties of exeise on aleoholic lquors, elc., Provinces. : } R e
exciuded from Federal revenues, .
3. Taxes on Agricultural income. . . L . 4o C | '
- 4, Taxeg on Jands and Buildings* Itemain List A of the {3) By ths Government {h) By Federal YLegislation.§
Hearths and Windows. other Table, of India Act. Balt,
5+ Succession to sgricultural land - ’ Federal Exclse Duty,
" 6. 'é‘ax;ats &n Mtineral rights. %;mme-(’lr;tx.: Tutey Export Dutieslf,
. Capitation taxes. . . port duty on Jul
g ngzes on Professions, Aris, Trades and o v
S iaand Boats.* '
190. Sale of Goods and Advertisements,

. troi. :
%é. :?ﬁm’on luxuries, entertainments, ete.®
Stamps—other than Stamps in Federal List.

18- haxes on Passongers and Goods in ilund

wat?fw?ys.
1165..1'11'1(8,06 saneous Receipts from fees neluding
fees taken in Courts (other than the Federsl

COUft-_)

o

D. Grants-in-aid and sub
ventions from the Center

* Thege taxes are now raised by Municipal and other Tocsl authorlt_iegifot t,hei: needs. . .

\

Now abolished—but before abolition wasg a source of Municipal Taxation.
of the net proceeds of taX on income other than Corporation Tax exclusive of proceeds attributable to Chief Commissioners’ Provinces and faxos in

I By order in Council 50%
umentg are distribufnble in aceordance with a prescribed ratio. . : N
stributed among jute produeing Provinees in proportion to the respective amounts of Jute grown in them.

respect of Federal emol
@24 assigned to Provinces by Order in Council di

Duty abolished.
§i| No {hare aliotted to Provinces,

id



APPENDIX II
FINANCIAL POSITION OF THE PROVINCES AND THE CENTRE FROM 1937-38 TO 1946-47
(a) Provincps )

(In lakhs of Rupees)
Province - Provincial g::gt}: g%r:n Total R’.I;(\)f:rlue %1;?11;::1219) 1]?3,:;:11}3: s]fi‘illllnd:s gmiffe
Revenue the Centre Revenue  Expenditure Surplus (+) on on
) ];:\S}laiizgts 31st, March 1947 31st March 1947

Madras . . . . . . 2,63,27 24,12 2,87,39 2,84,22 + 3,17 " 29,18 56
Bombay . . . . . . 1,92,62 26,51 2,19,03 ‘ 2,06,?9 +12,34 17,07 42
Bengal . . . . . . 1,65,35* 69,92 2,35,27 2,61,13* —15,86 25 2,48
United Provinces . . . 1,79,33 26,77 2,06,10 2,04,99 + 1,11 17,31 6,43
Punjsb . . . . . . 1,84,12 11,51 1,95,83 1,60,46 435,17 6,79 ' 57
Bihar . . . . . . '75,06 15,10 90,16 81,81 + 8,35 1 1,78 - 1,07
C.P. & Berar . . . . . 63,61 7,69 71,30 70,66 4+ 64 8,14 2,41
Assam . . . .. 35,64 7,89 43,43 42,89 o+ 54 1,02 1,64
N.W.F.P. . . . . . 11,94 11,65 23,49 22,96 + 54 156 63
Orissa . . . . . . 17,71 7,98 25,64 25,11 + 53 10 60
Sind . . . . . . . 55,19 - 10,27% 65,46 60,04 + 5,42 8,14 8

*Subsidy of 3,00 in 1943-44 taken by Bengal as reduction of Expenditure on Famino. Hence Revenue and Expenditure both have bee

increased by 3,00.
1The subventionwascapitalisedon 1st April 1944 anq the value set off against the Lloyd Barrage Debt,

Revised Estimates have generally been taken for 1946-47,

92
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(b) Central Government (1937-38 to 1946-47)
. .

(In lakhs of Rupees)

. Expenditure
Year Revenue A v Deficit(—)
Civil Defence Total Surplus (4}

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

1938-39 . . . . . . 84,52 38,97 46,18 85,15 —63.
1939-40 . . . . . . . 94,57 45,03 T 49,64 94,57 ..

1940-41 . . . . . . 1,07,65 40,57 73,61 1,14,18 —6,53
1941-42 . . . . . . 1,384,657 43,33 1,03,93 1,47,26 —12,69
L949.43 . . . . . . 177,12 74,28 2,14,62 2,88,90 —1,11,78
1943-4-£ .' . . . . . 2,49,95 81,44 3,58,40 4,39,84 —1,89,89
© 1944-45 . . . . . . 3,35,71 1,00,77 3,95,49 4,96,26 —1,60,55
1945-46 . . . . . . 3,6L18 1,24,38 3,60,23 4,84,61 —1,23,43
1946-47 (Revised-'Estimabe) . . 3,36,19 1,43,36 2,38,11 3,81,47 —45,28

Torar, . 19,68,07 7,31,562 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 Subventicns to them aro given bolcw :—

(In lakhs of Rupees)
Year Share of Jute Share of Grants-in-aid
Export Duty Income-tax and Subventions
193738 . . . . . . . 2,65 1,25 3,14
1938-39 . . . . . .. 2,51 1,50 3,05
1939-40 . . . . . . 2,66 2,79 - 3,04
1940-41 . . .. . . . 1,85 4,16" 3,04
1941-42 . . . . . B . 1,95 7,39 3,03
1942-43 . . . . . . . 1,40 10,90 2,76
194344 . . . .. L 1,38 © 19,50 5,75(@)
1944-45 . . . . . . . 1,49 ' 26,56 8,70(b)
194546 . . . . ... 1,57 28,75 9,70(c)
1946-47 (Revised Estimate) . . . 2,80 29,87 1,70
Torar . 20,16 1,32,67 43,91(d)

(@) Includes 3,00 Special Grant to Bengal.
{b) Includes 7,00 Special Grant to Bengal.
(¢). Includes 8,00 Special Grant to Bengal.
(d) Includes 7 roundly in all for Coorg.
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APPENDIX III

SUMMARY" OF PROVINCIAL SUGGESTIONS

Part I—Taxes

Provinces

Assignment
Tax existing or proposing
# ‘contemplated
1 : 2 . 3

Assignment proposed for
provinces

4

1. Income tax (other A maximum of50% Madras

than on agricultural of the net proceeds

income). to be distributed Bombay .
[Sec. 138 of the among provinces.

Government of India

Act, 1935 and item

54 in Federal Legis-

lative List.]

T.P. .

c.Pr. . .
West‘-’Bangdl

Bihar . .

Orissa

Distribution of

A minimum of 50% of net pro-

ceeds.

75% of income tax and corpora-

tion tax receipts for provinces
or 759 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 tax 3334% -should be
allotted to Bombay which
is the largest single contri-
butor to the revenue. ’

50% for provinces on popula-
tion basis.,

75%. Tax on -Agricultural in-

come also should be collected
by centre.

80% to be distributed in propor-

tion to the collection of these-
taxes in provinces.

Even on the basis of popula-

tion Bihar should have re-
ceived 17 crorves as against
13 allotted. In future none
of the poorer provinces should
get an amount lower than
that payable on the basis
of population. The diabri-
- ‘bution should b> govecned
not by residence of the
assessees but by the place
whera ths inzom3 is earned.
The basic factors must be,
population .and the place
where the income i3 earned.
If any modifications are
to be made they must be
dons with ths object of
* a3sisting the finanecially poorer
provinces among which - Bihar
i3 at the very bottom.
50%  may
continue as at present; but
the percentages should be
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
Otto. Due weightage to be
given 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.
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2, Corporation Tax, Wholly Federal .

(Item 46 in Federal
Leg. List.)

. 8. Central Excise

duties (on tobacco °

and other  goods
except alcoholic
liquors. (item 46.)

East Punjab  After the partition the East.

Assam

Madras

Bombay

U.P.

‘C.P.

There is provision for; Madras
sharing in full or Bombay

in part [Sec, 140}
(1)] but not so
far shared.

U.P.

C.P.

Punjab -Province faces a de-
ficit of about 3 crores ; its.
share of income tax proceeds.
should be very appreciably
increased 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 revénues.
of some others.

. Atleast 509 of the net proceeds-
to go to provinces.
7159, for provinces.

509 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 provinciaslized

Should be provincialized or not.
less than 5§09 of the net pro-.
ceeds in each producing wunit
to be allotted to that unit,

Should be entirely provincialized
and distributed on population
basis.

Should be provincialized or 759,
should be allotted to provinces.,
The duty should cover some
more articles such as rubber
goods, papers, etc.

West Bengal 25% of the federal excise should

Bihar

Orisss .

Assam

be allocated to provinces.

. A portion of the duty should be
distributed on the basis 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 of
their excise revenue.

At loast 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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4, Export Duties on
- Juteand Jute pro
ducts.

$. Export Duties .

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

62 § per cent. of net West Bengal.

proceeds) [Section
140 (2)]. ’

Bihar . .

Madras

Bombay
Uu.pP.. .

West Bengal.

Orissa .

Asgsam N

Provided for full’_ Madras

distribution to
provinces.  (Sec. ’ )
137).

U.P
C.P. . .
‘West Bengal .

Succession dut

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

75 per cent. should accrue to the
provinces growing and msanu-
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 neb
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 and
distributed on  population
basis. .

Export duty on minerals (Coa
and Manganese, etc.), ghould
be sallotted to C. P. (Jute
analogy).

25 per cent. of net proceeds of
export duties other than jute’

A portion may be distributed
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 export duty realis-
ed on her tea. .

It should be provided that
tho net proceeds £hall not form
part of the Revenues of the
Federation but shall be distrl-
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. °* _

jes in respect also
of agricultural land should be
transferred from the provincial
to the Federal list. The duty
should be on ad wvalorem
basis. -

The provincial governments
should be empowered to levy
them if the Central Govern-
ment do not levy them,
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Assam

7.8 tate Lotteries Federal (item 48 C.P,

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

ment.
9, Taxes

and

ments.

on  sales
advertise-

Federal List).
Provincial tax, Sec.

142.A, Item 46 in

Provincial list.

(Item 48 in Provincial
list).

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 II—Non-tax proposals

U.P.

C.P,

/

« (1) The inequity of the Niemeye
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 Indig
should share losses on the
food grains scheme as origi.
nally promised by them.

. A system of central grants
derived after taking into ac-

. count such factors as mnatural
resources, stage of industrial
development, taxable capa-
city, etc., is essential. An
expert financial enquiry should

be undertalken.

West Bengal. (1) Provision for federal aid to

Bihar .

Crissa .

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 grents-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 inmind. 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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East;Punjab

Assam

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

Enforcement .of the policy of
prohibition and judicial pan-
chayats will make the pro-
vincial administration im-
possible wunless the Central
Government multiplies its
grants and subventions very
liberally.

Abolition of the Zamindari sys-
tem would ceriously affect.
Land revenue and stamps.
Make every one pay accordine
to bis capacity. Provide focr

a well regularised houre tax
on a provincial scale; g tax
on passengers.

Nationalization of industry wiln
wash away the twin anchor
sheets of Central finance—
Income tax and Customs.

(1) Pairticularly as the East-

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

(2) A non-recurring subventiom.
for the capital of the province..
(Orissa was givensuch a grant)..

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

Assam 88 a frontier as well as
a backward rrovince of India
deserves special trc atment,

Its royalty of 5 per cent. on oil.
(as againet 10 times that
amount of central excise) is
unfair. Large amounts of”
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 centrak

revenues.
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APPENDIX IV

RIGHTS AND IMMUNITIES ENJOYED BY THE STA'IES

(A) annual value of the immunities enjoyed by the States under sea Customs
" currency and coinage. o

: . . Year to which Remarks
State the figures - Rs. (see footnote)
' Co relate in lakhs
(2), Sea Customs :
Kutch . . e e 1945.46 = 21-18 1)
Bhavnagar . .. .. . . . Do., .. .-19 (2) -
Morvi =~ .. . . . . . . Do. R 6-80 3)
Junagadh (excluding Mangrol) o . Do. . 12-65 " (3)
Nawenagar . . .« . . . Do. . 15-27 (3)
Porbandar - . . . . . . Do. . 3:63 (3)
Cambay = . B . . . . Do. . 2-00 (4)
Baroda . . . . . . 1943-44 22-98 (5)
Janjira o« e . o s e 1945-46 3:00 . (6)
Coochin e e e e e e 1944-45 22-70 (n
Travancore . . . . . . Do. . 17-99 (7
Sawantwadi . . . . . . Do. . 0-12 (8)
Mangrol = . . . . . . Do. . 2-33 (9)
Keshmir . . . . . . 1945-46 11-00 (10)
~ (41) Currency and Coinage ‘ )
Hydersbad . ... . . . . 1945-46 105-55

(6th October 1945—5th October 1946).

FooTnoTE] {

(i) In connection with Federation, the proposed mmethod of calculating
the immunity in the case of Kutch was as follgws:— .

To the trade figures supplied by the State the 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 figures 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 of the immunity in the case of Bhavnagar is the total of
customs collections made and retained by the State. The figures for 1945.46
is abnormal.

The figures for 1930-281 to 1935-36 were as follows:—

Year. Rs.
1930-31 _ 51,02,974
1081-32 75,01,018
1932-33 81,93,368
1933.34 99,532,628
1034-35 1,21,55,668
1035-38 61,62,300

(8) The value of the immunity in these cases is represented by the total
customs collections less the amount payable to the Central Government undex
the Agreements.
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. (4)— By the agreement of 1938 Cambay is allowed to .retain whichever is
greater of the following {wo amounts:— R - -
" (i) Bs. 2 lakhs; or o

(ii) ‘& proportion of the customs duties collected at the State ports on the

basis of population with suitable adjustments to correct difference
between the proportion of the urban population to the rural popu-
lation in the state and the whole of India respedtively.
Since the net customs revenue collected by the State during 1945-46
was only Rs. 6,993/- the State was entitled to receive from the
Central Government the 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. - :

(6) Annual payment under the 1940 Agreement,. which represents the State’s
immunity. - .

(7) The immunity of Travancore and Coclin is represented by their share
of the pool produced by the collection of duty at the British port ‘of Cochin, ab
Cochin ports and Travancore backwaters. In addition it is necessary to in-
clude for Travancore the annual collections of customs duty at their ports other
than the backwater ports; and in respect of commodities such as tobacco, on
which Travancore levies duty at rates other than British Indian rates, the
amourt of duty at those rates is substituled for the actual collections.

(8) The immunity is represented by the compensation payment of 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.

Ind(10) Drawback from customs on goods i'mported by sea through British
ia. .

PR

(B) Note preparel by the Ministry of ssttaefs on exciso arrangenients ith Indian
' ates = - : ;

the States. The main principle is that the whole of ¢ ‘he tax
collected in any State are made over to the genera] pool ﬁdpiﬁiefﬁog pg-};ieeds
of the pool divided between British India on the one hand and the various
States that agree to come into the pool on the other on the basis of population
regardless of whether matches are manufactured op not. in th o States Imporf,i
of matches from the States that haYe not joined thig ,a,rra,n ement is prohi-
bited. 'The conditions that a State is required to accept forga dmiseion 4 the

pool are— =

Matches.—In respect of match excise there ig g pooling arrangement with

(a) The State sbould levy duty .on matches produ;:ed in their territories
b British Indi _ in their territ
cZ nilgggspgil. ritis dian banderolg ang pey. the proceeds into thar
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{b) The British Indian procedure for the levy and collection of duty should
be followed. :

Licence fees and fines are not included in the pool. Deduction on account-
of collection-charges abt a uniform rate is allowed. The present rate ig 3 per .
cent of the net collections.” The total neb revenue is distributed among the
various States and British India on the basis of population. While the amount
‘contributed by States during 1944-45 to the pool was Rs. 44,388,970 the amount
actually paid to the States was Rs. 1,00,66,875. The British 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 producing
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 consumption 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. 8/20 per capita revenue, ) .

The sugar producing States are— .

A , B
Mysore " Baroda
Phalten ' Hyderabad.
Kolhapur ' Udaipur
Kapurthala ‘ Gwalior
Rampur - Aundh
Jaora | Nebha
Bhopal Kashmir
Sangli
Miraj

The States falling in category A above produce sugar in excess of their
requirements and those falling in category B less than their requirements. Of
the first mentioned States, negotiations were satisfactorily concluded with the
first five. Bhopal which is surrounded on three sides and Jaora which is
surrounded on all sides by Indian States, taking full advantage of their
geographical position did not accept the settlement at first, J aora, however,
agreed to surrender its surplus revenue from 1942-43. Sangli and Miraj States
only recently developed their sugar factories and have agreed to surrender the
surplus revenue on the basis of the formula at ‘A’ above but have protested for

revision of the arbitrary figure of actual con i
The A;natter is under consideration. - cpnsmu_lpt;qn '?epresgnted by B/20the
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The amount retainable by Indian States and the average duty collected are
as follows:— '

. Neme of State ~ Amount retainable Average collection

Rs. . (Rs. in lakhs)

Mysore . '« o« o & 12,091,135 17

Kapurthala . . . . . 2,562,000 8

Kolhapur . .l 2,33,592 4

Rempur . . e e e 11,43,532 16

Phaltan . e . . . 5,21,262 8 .

Sangli e e e i e 44,007 Not known

Miraj . . . T 6,944 Not known

Following ig the contribution by the above States to the Central Exchequer
in respect of the year 1945-46— .

. . Rs.
Mysore .. . .

Kapurthala . . . . . 6,47,368
Kolhapur . . e e e e 2,28,820
Rampur ¢« & o o & o -

Phaltan . s e . 11,40,585
Sangli - . . . . . " 1,07,869
Miraj” « . . e . . 59,268

Information regarding the amount to be surrendered by Mysore and Rampur, 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, worked 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 1st April to 81st
March, collected in British India and all the participating States
(i.e., the gross revenue less the cost of collection, licence fees,
penalties, fines ete.);

p, the population of the State concerned;

P, the population of British India and all the participating States.

Some States have not come into the scheme and the tobacco~of such States
on entry into British India is confiscated and released on payment of fine end
penalty. Although section 5 of the Central Excises and Salt-Act 1944 empowers
us to impose customs duty equivalent to the excise duty, the provisions of this
section have not been involved because it has been possible to realise an amouﬂl_
equivalent to the excise duty on State Tobacco under rule 82 of the Cenir?a
Fxcise Rules by mesans of confiscation. Hyderabad has not accepted the formu
snd does not share the revenre with the Government of India although it has
legislated on the lines of British Indis. No restrictions have been imposed 0D
the entry of Hyderabad Tobacco into British India. -
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- To facilitate movement of tobacco from and to the States; a special procedure
for the movement in bond has been devised. Under this procedure the duty
dsg 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 taken into account in the State’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 Rs. 1,48,07,552 respectively.

8. Vegetable Product.—The formula is the same as in respect of tobaceco.
The only States concerned at present are Mysore and Cochin although the other
-Btates were asked to legislate and have legislated on the matter. Of the two
Btates, namely, Cochin and Mysore, Cochin’s contribution to the Central
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.
v 9., Tea, Coffee and Betel Nuts.—The States concerned are:— .-

Tea:—Mysore, Travancore, Cochin; Tripura, Mandi; '

Coffee:—Mysore, Travancore, Cochin; Co . _

 Betal Nuts: Mysore, Travancore, Cochin, Tripur?», Sawantwadi and
-Janjira. ) ) o ’ ' ) . L L
The rates of duty imposed, by Travancore are as follows: — .. =,

Betal Nut, .. .. . As, 1/6 perlb, .
Coffee .. . .. . »s. 'I6 - . »
. Tea .. ' .. .. R ”- 1/9. -3 - . R L

The same formula as -in respect of tobacco has been adopted in respect- of
-these excises also, although the Board’s intention was tha ‘P’ in-respect of
‘these excises should denote the population of all India - and not limited to
participating States and British India as in the case of.fobacco. -Mysore and
‘Travancore, the two important States, have been clamouring for & revision. of
the formula. In the case of Travancore the following revised formula has been
woffered:— -

g

g -

“Where a denotes per capita consumption figure; ’ ‘ .
T, the total quantity of the article taxed in British India and in other
- participating units; S T '
P, the total population of British India and other participating States.
On the basis of the per capita consumption figure worked olt, the amounf
retainable by the State will be worked on the basis of the following formula.
) A = a‘Xpr
Where A = amounp retainable by the State;
a = per capita consumption figure of British India and the parti-.
cipating units; . ,
d = rate of excise duty levied by the State;-
p = Population of Travancore. .
“The excess over ‘A’ plus cost of collection will have. o be surrendered by
the State. The State’s acceptance of the formula.has.not yet been reczived.
In the case of Mysore, we have agreed in respect of -coffee that the amount
retainable by the State may be determined on the bhasis of the Coffee Con-
-troller’s statistics of coffee consumption in the State.. Mysore .has accepted
-¢his formula and is pressing for a similar formulg in ,respect of betel nuts.
'After & recent tour, the Board has stated that after the establishment of the

Betal Nut Marketing Board, it may be possible to adopt the coffee formula in
wrespect of betal nuts also.
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88
value of service postage stamps suppiied annually

free to States
8. No. Name of State Value
Rs..
1 Alwar . .« v e e e e e e 30,000
2 Baroda . .+ « « + .+ 4« e« « < . 'L25000
3 Bharatpur . . . . . . . . . . 12,000
4 Bhopal . . . . . . . . . . . e 8,380
5 Bikaner . . . . . . . . . . 37,000
6 Bushshr . . . . . . . . . . . 600
7 Cooch Behar . . . . . . . . . . . 9,000
8 Datia . . . . . . . . . . 5,000 .
) Dhar . . . . . . . . . . . 3,000
10 Faridkot . . . . . . e . . . . 1,000-
11 e 480-
12 Idar . . . . . . . 7. . . . . 550
13 Indore .. . . . . . . . . . . . 35,000
14 Jhalawar . . . o . . . . . . 2,400-
16 Jabbal . . . . . . . . . . . . 250-
16 Kalsia . &0+« 40 e e e e e 450
17 Kashmir . . . . . . . . . . . 20,000
18 Kotah . . . . . . . . . . . . 15,000
19 Loharu . . . . . . . . . . . . 300
20 Malerkotla . ‘> . . . v . . . . 900-
21 Mandi . . . . . . . - . . . . 706
22 Marwar . . . . . . . . . . . 39,000
23 Panna . . . . . . . . . . . . 900
24 Sikkim . . . . . . . . . . . 1,500
25 Sirmoor . . . . . . . . . - . . 1,276
26 Suket | . . . . . . . . . . . . 700

(D) Statement showing the

values of immunities granted annually to Irdian States in.

the shape of free conveyance of their official correspondence within the State limits

Name of the State

Value of the immunity " Remarks ]

(1) Mysore
(2) Hyderabad

.

(3) Ba.ngana,p‘a.lle
(4) Pudukottai
(5) Baroda
(6) Bhor
(7 Jawhar
(8) Bhopsal

.

Rs.
21,38,182

5,440 . Combined figure for the portions.

of the State in the Madras and:
Bombay_Circles.

365
37,960
14,705

68
£ 3,627
£40,177

1,72,380

(@ Rewah
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(E) Statement showing the amounts of telephore reverue accruirg m Irdia on

behalt oI Indian States and vice versa

Ammq of revenue accruing in India on behalf of States

- 1044-45 1945-46
Rs. Rs. -
1. Kashmir. o o o « o o 1912 3 0 2731 3 0
2% Jammu Tawi . . . . . . 3,880 0 0 4475 5 O

Amount of revenue accruing tn Siates on behalf of India

1944-45 1945.46
Rs. Rs.

15Kashmir. o o . . o 17702 5 0 2375 1 0
SJemmu Tawi o e . . . . 8608 1 0 413312 0

1946-47
Rs.

1,646 13
4,006 4

1946-47
Rs.

1,187 7
1,501 3

o

(X
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APPENDIX V

STATEMENT SHOWING REVENYUE AND THE PERCENTAGE OF LAND CUSTOMS
INCLUDED IN THE REVENUE OF CERTAIN STATES

(In lakhs of Rupees)

) Total . Land ., Pergent- . . - .
8.No. Name of State Revenue Custorns « age + + '~ Remarks
’ (Ordinary) . . . . .
1 2 "3 4 b 6
1 Hyderabad . 943 124 13-2 -
2 Travancore 611 89 14-8
3 - Kashmir 557 117 21-0 '
4 Gwalior . 303 41 18-85
5 Jaipir . . . " 197 23 11:6 R .
6 Barodsa . . . 434 20* 46 *Includes’Sed Customs, figures of
which are not separately avail-
able,
7 Jodhpur . . 224 40 17-8
8 TUdaipur (Mewar) . 81 1 1-3
9 Indore . . . 305 27 8-9
10 Bikaner b 252 29 11-5
11 Alwar . . 90 44 48-9
12 Bhopal . 124 -~ — 20— 168-1
13 Kotah . 48 6 12-5
14 Tehri-Garhwal . 23 4t 17-4 {Includes 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 Nawanagar . . 110 .- 19 17-3 }InculdesSea Customs, figures of
which are not separately avails
; able. b
20 Tonk . . . 34 11 32-3
21 Bundi . . 29 8 27-6
22 Sirohi . . . 21 -~ 4 19-0
23 Dungarpur . . 22 8 36-4
24 Banswara . . 13 3 23-1
25 Partabgarh . 8 3 37-6
-96 Jhalawar . . 7 1 14-3
927 Jaiselmer . . 6 3 50-0
28 Shahpura . . 4 1 250
29 Danta . 3 1 33-3
30 Palanpur . . 28 b 17-9
31 Idar .+ . . 45 17 87-8
32 Balasinor . 3 1 20-0
33 Lunawada . . 10 2 20-0
34 Sant . . . 12 2 16-7
35 Chhota Udaipur . 24 2 8-3
36 Radhanpur . 23 ¢ 17-4
37 Baria . . . 18 . 1 5:6
38 Dewas (Junior . 23 4 17-4
39 Panna . . . 10 1§ 10:0 §Includes Tributes &e.
40 Ratlam . . 17 6 35-3
41 Alirajpur . . 6 m 16-7 [lIncludes Sayar.
42 Bijawar A 7 19 14:3 9Includes Biyai.
43 Chhatarpur . . b 2 40:0
44 Barwani . . 12 2 16-6
45 Jaora . . 22 3 13- 6
46 Rajgsrh . . 12 1 P 8-3
. 47 Sailana . . . 6 1 16-6
Jhabua . . . 13 4 - 808
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. APPENDIX VI o
AMENDMENTS RECOMMENDED IN THE DRAFT CONSTITUTION
" Provisions relating to procedure in’financial matters
Clause 75.—To clause 75add the following, namely:—

“‘(4) There shall be endorsed on every Money Bill when it is trans-
mitted to the Council of States under Section 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’.... . Lo
~ New clause 80-A.—After clause 80, insert the following mnew clauss,
namely:— S : . ‘ .
. '“80-A Excess grants.—If iv any financial year expenditure from the reve-
nues of the Federation has been incurfed 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 year, 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 relatior to such deiand as they have effect in relation o a demand
for s .grand,’X . ' e '

/
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Clauge 145.—For sub-clause (1) of clause 145, substitute the following,.
namely :— v
“(1) Subject to the special provisions of this Part of this Constitufion
with respect to Money Bills, a Bill may originate in either House-
of the Legislature of a Province which has a Legislative Council.
(1a) Subject to the provisions of sections 146 and 146-A, a Bill shall not
: > 'be deemed to have been passed by the Houses of the Legislature
of a Province 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, substitute the following, namely:—

¢¢ 146. Passing of Bills other than Money Bills In Provinces having Legis~
lative Councils.—(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 is not, before the expiration of twelve months from its reception
by the Council, presented to the Governor 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 shall 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 joint sitting is passed by & majority of the total number 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 & joint sitting:—

(s) unless the Bill has been passed by the Legislative - Councik

. with amendments and returned to the Legislative Assembly, no
amendments shall be proposed to the Bill other than such amend-
ments, if 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 matters
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.”

Now clauses 146-A and 146-B.—After clause 146, insert the following
clauses, namely: — . )

i 148-A. Special provisions iu respéct of Money Bills.—(1) A Money Bill
shall not be introduced in a Legislative Council.

(2) After » Money Bill has been passed by the Legislative Assembly of
a Province having a JLegislative Council it shall be transmitted to the Legis-
lative Council for its recommendations, and the Legislative Council shall mtil_‘lﬁn
s period of thirty days from the date of its receipt of the Bill return the
Bill to the Legislative Assembly with its recommendations, and the Legs-
lative Assembly may thereupon either accept or reject all or any of the re-
commendations of Legislative Council.

(8) It the Legislative Assembly accepts any of the recommendations of the
Legislative Council, the Money Bill shall be deemed to have been passed by botg
Houses with the amendments recommended by the Legislative Council an
accepted by the Legislative Assembly, and if the Legislative Asgembly does not
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accept any of the recommendations of the Legislative Council, it shall be-
deemed tc have been passed by both Houses in the form in which it was passed’
by the Legislative Assembly without any of the- Amendments recommended:
by the Legislative Counecil. -

(4) 1f 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. Definition of ¢Money Bill’’.—(1) For the purposes of this Chapter,
Bill shall be deemed to be s money Bill if it makes provision— .

(a) for imposing or increasing any tax; or

(b) for regulafing the borrowing of money or the giving of any guarantee-
by the Province or for amending the law with respect to  any
financial obligations undertaken or to be undertaken by the Pro--

: vince; or _ ' .

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

(2) A Bill shall not 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 ib provides for the imposition or increase of any tax by any local authority
“or body for local purposes. ; -
(8) If any question arises whether a Bill is a Money Bill or not, the deci-
gion of the Speaker of the Legislative Assembly thereon shall be final.

 (4) There shall be endorsed on every Money Bill when ib 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 Assembly 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’".

Clause 151.—In sub-clause (3) of clause 151, for the words ‘‘succeeding sec-
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-
pues 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
‘$hat service and for that year, a demand for the excess shall be presented to-
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 s demand for &

ant. " -

& .Clause 153.—For clause 158, substitute the following clause, namely:—

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

(2 A Bil 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 the
- Provincial Legislature unless the Governor has recommended to that House
‘the consideration of the Bill.”
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4 .
Provisions relating to the Auditor-General of the Province,

Clause 174—For sub-clause (3) of clause 174, substitute the following,
namely:— - C :

© . “(8) The Auditor-General of a Province:shall be eligible for appointment as
-Auditor-General of the:Federation or-as: Auditor-General of any other Province
-but not for any other appointmeént either under the Federation or .under the
Government of a unit after he has eeased to hold his office.’” S :

.Provisions relating to distribution . of revenues between the Federation and units
- --and miscellaneous Financial provisions. SR

‘Clause 194-A.—For clause 194-A substitute the following namelj:—-—-

© ~¢194-A. Interpretation.—In this Part— o

(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,
rnamely:— '

3

196. Certain succession duties.—(l) Duties in respect of .sucoession to
;property other than agricultural land and estate duty in respect of property
other than agricultural land shall be levied and collected by the Federation, bub
.gixty per cent. or such higher percentage as.may be prescribed of the net
proceeds in any -financial year of any such duty, except in so far a§ those pro-
.ceeds represent proceeds attributable to Chief Commissioners’ Provinces, shall
not form part of the revenues of the Federation, but shall be assigned to the
unite within which that duty is leviable in that year, and shall be distributed

_ among the units in accordance with such principles of distribution as may be
prescribed. : : ' T

(2) If any dispute arises as to the distribution of the net proceeds of any
such duty among the units, it shall be referred for decision tp,sgch authority
as may be appointed in this behalf by the President and the decision of such
authority shall be final. . »

-A. in terminal taxes.—Ternniial taxes on goods o: pa3sseger
.ucargigg f:; zgielggynor air small be levied and collected by thegFederation, but the
net proceeds in any financial year of any su.ch tax, except in so fa_,r as those
proceeds represent proceeds attributable to Chief Commissioners’ Provinces, shall
ot 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 belprescrlbed.,

196-B. Certain stamp duties.—Such stamp duties as are mentioned in the
Federal Legislative List shall be.levied by the Federation and collected, in the.
case where such duties are leviable within any Chief Commissioner’s Prqvmce,
by the Federation and in other cases, by the units within which such dutlllesdare
respectively leviable, but the proceeds in any financial year of any suc. ; g;y
{eviable in that year within any unit shall not form parb of the revenues of the
Federation, but shall be assigned to that unit. o )

197. Taxes on Income.—(1) Taxes o1 ilcome other than agricultural income
shall be levied and collected by the Federation, but sixty per cent., or such higher
percentage as may be prescribed, of the net proceeds in any financial year of any
guch tax, except in so far as those proceeds represent proceeds attributable to
Chief Commissioners’ Provinces shall not form part of the revenues of the lf‘edera'-
tion, .but shall be assigned to the units within which that tax is leviable in thaf
year, and 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 any time, increase the said:
taxes by a surcharge for Federal purposes 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 duties and excise duties.—(1) No duties on salt shall be levied by--
the Federation. L

(2) Kederal 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 that.

duty, and those sums shall be distributed among the units in accordance with.
such principles of distribution 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 enumnerated in any of the lists in the Ninth Schedule.-1f"
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-
Yederal Legislative List, such tax shall be levied and collected by the Federation
but a prescrgbed percentage of the net proceeds in any financial 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 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. Grents in [ 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 thls Constitution, whichever is earlier, there shall be
_charged on the revenues of the Federation in each year as grants-in-aid of the-

‘revenues of the Provinces mentioned below the sums respectively specified againss.
those Provinces: .

Provigce

Sum
West Bengal . . . . . . 100 lakhs of rupees.
Bihar . . . . . . . . 17 lakhs of rugees.
Assam . . - . . . 15 lakhs of rupees.
Orissa . . . . . . . . 3 lakbs of rupees.

" 199. Grants from F eder. tion to certain Units.—Such sums as the President-
may, on the recommendation of the Finance Commission, by order fix shall be-
charged on the revenues of the Federation in each year as gr\ants:m-md of ’ghe~
revenues of such units as the President may on such recommendation deterz:qme-
to be in need of assistapce, ‘and differeént sums may be fixed for different units:

Provided that there shall be charged on the revenues of the Federabio'n.in each.:
year as grants-in-aid of the revenues of the Provinces of Assam and Orissa the-
sums of thirty and forty lakhs of rupees respectively or such higher sums as the-
President may on the reeommendation of the Finance Commission fix in respects
of either of these Provinces: '
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Provided further that there shall be paid out of the revenues of the F_ederatlon:
-ag 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 :
of development as may be undertaken by the Province with the approval of the .
Federal Government for the purpose of promoting the welfare of the scheduled
tribes in the Province or raising the level of administration of the scl.leduled areas
in the Province to that of the administration of the rest of the Province:

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

(a) the average excess of expenditure over the revenues during the three
years immediately preceding the date of commencement of this
Constitution in respect of the administration of the areas speglﬁed
in Part I of the table appended to paragraph 19 of the Bighth
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 Gove}’nment 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. —In sub-clause (2)0{ 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 relating to distribution of r\‘;’;'r’fe'fge:
daring the period a Proclamation of Emergency is in operati -n.—VY0or

proclamation of Emergency is in cperation whereby the President has decle}reg
that the security of India is threatened, then, notwithstanding anything containe b
in the foregoing provisions of this Chapter, the President may, by order, direc
that all or any of those provisions shall, until the expiration of the financial year
in which such Proclamation ceases to operate, have effect subject to such excep-
tions or modifications as may be specified in such order.”’

iClause 202 — For clause 202, substitute the following, namely:——’ I.

“202. Definition of ‘prescribed’ and calculation of ‘net proceeds etc.—(I)
In the foregoing provisions of this Chapter—
(a) ‘prescribed’ meang—— . '

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

(i) after the Finance Commission has been constituted,
order of the President on the recommendation of
Commission ; ' ds
(b) ‘net proceeds’ mesns in relation to any tax or duty the Przg:eof
thereof reduced by the cost of collection, and for the p?rp o ar
those provisions the net proceeds of any tax or duty, or © an%’a?n e
of any tax or duty, in or attributable to any area shall be aﬁcer c-erti-
* and certified by the Auditor-General of the Federation, Whose
ficate shall be final. . ig Chapter
(2) Subject as aforesaid, and to any other express provision 1 ;511111 ° Coﬁsrt)'itu:
sn order of the President may, in any case where under this Part of this t. provide
tion the proceeds of any.duty or tax are, or may be, assigned to any unit, E‘om or
for the manner in which the proceeds are to be calculated, for the tlr%e I
st which and the manner in which any payments are to be made, for the ma lk?g
of adjustments between one financial year and another, and for any otber
jncidental or emcillary matters.” '

prescribed by
the Finance
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New Clause 202-A end 202-B.—After clause 202, insert the following clauses

:namely:—
. ¢ 202-A. Finance Commission.—(1) There shall be a Finance Commission

‘which shall consist of a Chairman and four other members to be appointed by
-the President in his discretion. ' A

(2) The Chairman shall be a person who holds or has held judicial office nob

inferior in rank to that of a Judge cf a High Court.
j3);%ﬁe?§o‘ers of the Commission shuall receive such remuneration as the

“Fiosident may by order determine and shall hold office for a term of five years
.and may on the expiry of such term 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 time
be referred or assigned to it by the President. A

(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 Federal Parliament.”’

Clause 207.—To clause 207, add the following Explanation, namely:—

¢« Explanation —For the purpeses of {this sestion, 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,
ghall not be deemed to be a trade or business, carried on by or on behalf of
.such Government.’” -

Provisions relating to borrowing
Clause 210.—In sub-clause (8) of clause 210, for the word “Province”, in the
4wo places where it occurs, substitute the word ‘‘unit".
Ninth §chedu'19
Provincial Legisiative Lists.

In the Provincial Legislative List in the Ninth Schedule—"
(1) in entry 43, omit the words “‘hearths and windows'’;
(2) for entry 50, substitute the following, namely:— -
«t50. 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;’’

{8) in éntry_ 53, for the word ‘‘Cesses” substitute the word ““Taxes’’; and
{4) in entry 56, for the word ‘‘Does’ substitute the word ‘“Taxes”. -
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