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PART II 

CHAPTER I 

INTRODUCTORY 
In Part I of our Report we explained the scope of' federal 'financial Scope of Part li 

integration of States•, conceived as a. necessary consequence of the of Report. 

basic conception underlying the new constitution of the Unipn of 
India.,-that of Provinces and-States as equal partners. For facility 
of reference, we briefly recapitulate below the main principles to be kept 
in view in considering the integration schemes for individual .States 
(Chapters IV et seq of this Part of our Report). :E;urther, certain 
matters to which we made only brief references in Part I of our Report 
&re now elaborated; and others, which, being ID:atters more of detail 
•han of basic issues, were not previously touched upon by us, are also 
dealt with here. 

2. Federal Financial Integration must be based upon complete 
quality between Provinces and States in the following respects :.--

(1) The Central Government should perform the s~me' func
tions and exercise the same pow~rs in States as in 
Provinces; 

(2) The Central Governm~Jlt should function through its own 
executive organisations in States as in Provinces ; 

(3) There should be uniformity and equality in the basis of contri
butions to Central resources from Province_s and States ; 

(4) There should be equality of treatment as between Provinces 
and States in the matter of common servic~s rendered by. 
the Central Government, and as regards the sharing of 
divisible federal taxes, grants-in-aid, " subsidies " and all 
other forms of financial and technical assistance. 

Conse7uently :-

(a) All present and future revenues from "federal" sources and 
all expenditure on functions and services of a " federal " 
character, together with all Assets and Liabilities con
nected therewith, must be transferred from the States 
to the Centre ; so, too, the administration of all these De
partments. And all internal trade barriers must be abo
lished. 

*In this as in Part I of our report, the word 1' State" should be understood 
&II including " Unions of States" also, except where the context otherwise 
requires. 

Basic concep
tions; and main 
principles of 
federal financial 
in:egration. 
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(b) Subject to a. measure of gradualness in certain directions as 
regards the full effect of its impact, federal financial in
tegration should be complete in all respects from the out
set. 

(c) The principle of gradualness need be invoked only in respect of 
· the following matter~ :-

( i) the abolition of internal customs duties in one or two States 
may be spread over three to 'five years ; in all other 
States these duties should be abolished as soon as fina.n· 
cial integration becomes effective ; 

-(U) the rates oi Income-tax in States should be raised to the 
level of Indian rates in two or three stages ; 

(iii) the administrative 'transfer of certain" federal" functions 
and services to the Centre may be effected gradually; 

(it~) the transfer of the net " burden " of financial integration to 
the States (or the Centre) must be gradual; it should 

. take the form of appropriate financial adjustments 
between the Centre and the States, extending over such. 
transitional period,-ten years, or fifteen,-as may be 
provided in Article 258 of the new Constitution ; and these 
adjustments should be so devised as to cause no 
sudden dislocation of the finances of States or of 
Centre at the commencement of financial 
or during (or at close of) the transition :period. 

(d) Apart from the transitional financial adjustments referred 
to above, no "compensation" as such would be payable 
to the States for any assets 1 or revenues passing to the 
Centre upon federal financial integration ; but there would, 
of course, be an equitable apportionment of the liabilities 
of the States between them and the Centre. 

3. The-date offederal financial integration should be the 1st-April 
1950, except in regard to Travancore and Cochin where it would be ad
vantageous to the States if it were made effective from the 17th A ugus 
i. 949-the dat~ of commencement of their next financial year. 

(The expression " prescribed pate " wherever it occurs in this Be
pori denotes the date from which federal financial integration takes 
effect for the particular State under reference}. 

• 4:. 11; is necessary to adopt a. " basio period " extending over one 
or more financial years for each State with reference to which the nd 

. revenue result of the integration of its federal finances can be worked 
out ; all financial adjustments on revenue accoun\ during th& 
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transitional period would then be related to the actual (or averag 
of the actual) figures of the period so det~rmined. 

On this point, in explaining the basis upon which we ha.ve d r : p 
integration schemes for individual States, we stated in Part I of our 
Report (Paragraph 32) as follows:-

- . 
" •...•• the initial over-all net loss of revenue to the State resulting 

from financial integration is calculated. '!'his represent~ the loss from 
the aboli_tion of internal customs duties, together with the "federa . .,. 
revenues which would accrue to the Centre, mi-nus the "federa !" ex
penditure to be borne by the Centre, as a result of the integration. 

[For revenues, averages of the three completed financial years of 
the S.tate-(in the case of Unions, actuals of one completed year only)
immediately preceding integration are taken ; and for expenditure, 
the figures of the last completed year.]" 

The choice of the financial years referred to in the above passage, 
by reference to which the net revenue result of financial integration 
is computed for each State, requires some explanatipn. We consider 
that this ' basic period • should be fixed as· follows:-

-(a) In regard to Revenue, the three completed financial years of 
· the State immediately preceding the prescribed date. 

(In the case of Unions of States, however, it is obviously im
possible to adopt a three-year period; accordingly, only 
the last complete fuancial year before the pre~cribed date 
~an be taken as the " basic period ,. , except in Tegard to 
Railway revenue for which a three year period may be 
taken, as audited figures are likely to be available for all 
those years). 

(b) In regard to expenditure, only the last completed financial 
year of the State immediately preceding financial in ~ pa-• 
tion. 

Individual items of revenue are liable to fluctuate in either direc- · 
- tion; and a three-year average for revenues, wherever reliable 

accounts are available, is thus fully justified. 

In the case of expenditure, however, haTing regard to the trend 
in recent years, the level is hardly likely to go below that reached in I 
the latest year ; we have accordingly adopted that year as the basis 
for our purposes. 

The fixation of the basic period in the case of Rajasthan Union 
presents certain special difficulties ; these a!e deal~ with in the separa~ 
<I rter for that Union (Chapter VIII). 



Plan of Pan II 
ofRepon. 

Plan of •Boheme· 
Reports''; Seotion 
A a-

' 5. Certain a.dministra~ive, legal and other matters of general im-
portance will arise in most States in connection with the taking over 
by the Centre of all .. federal " revenues and expenditure, and of the 
administration of the Departments concerned therewith. These
with the exception of those relating to Income-tax-are dealt with 
in Chapter II; matters connected with Income-tax have been dealt 
. with in the Annexure appended $0 Part I of oar Report. 

The. basio principles governing th~ allocation and apportionment 
of assets and liabilities between the States and the Centre, as set out 
in Part I of our Report (Paragraph 25) are further elaborated in Chap• 
ter III by reference to a more detailed classification of assets and 

bi ities into appropriate categories. 

Then follow, in separate ChaJ>ters (IV to IX), the integration 
schemes for individual States. Each of these (hereinafter referred to 
as" Scheme-Reports") is in two Sections-A and B. The plan of these 
Sections is explained below. 

6. Section A or each Scheme-Report is concerned with:-. 
• 

(a) computing the net revenue effect upon the State, of federal 
:financial integration as a r~sult of-

.. 
. 

(i) the transfer of" federal " revenues and expenditure to the 
Centre; · 

ii) the termination of all " immunities " ; 

(iji} the abolition of internal customs duties; 

- ( b) evolving a scheme of transitional financial (revenue) adjust
ments between the Centre and the State, consistent with 
·the main principles (summarised in paragraph 2 above) 
and in accordance with the general plan recommended in 

Part I of our Report (paragraph 32) ; 

(e) dealing with certain specific matters relating to "federal" 
revenues or expenditure," federal "Service Departments, 

· internal customs, etc. which arise only in the particular 
State with·which the Scheme-Report is concerned. 

For-purposes of (a) above, Section A of each Scheme-Report is 
a.ccom~~nied by two computational "Statements "-described as 
Statements I and II. The first sh_ows the [revenues (or the revenue 
~alue of certain "immunities") which will be lost to the State as a 
result of federal financial integration; it thus include((i)" federal" 
revenues which will pass to the Centre, (ii) the value of certain "im
munities" which will be extinguished, thereby resulting in a corres
ponding " gain·, to the Centre, and (W) revenues which will be lost 

I 



' ~'he State withou' any corresponding gain to the Centre, e.g., revenue 
from internal customs duties. The second statement shows the ex
penditure which will be saved to the State as a result of federal finan
cial integration; it thus includes (i) the cost of collection of federal 
revenues, (ii) the expenditure hitherto incurred by the State on 

"''federal" Service Departments, and (iii) expenditure connected with 
departments (such as that of" internal" customs) to be abolished. 

The figure& embodied in these two Statement& are pvrely illustrati•e, 
4-nd are subject to the following limitati01t8 :-

(1) even from the purely computational point of view, man7 
of the figures in the~ Statements will require further 
scrutiny and correction in the light of the remarks em~ 
bodied in the " Notes" appended to them ; 

(2). furthermore, when decisions are taken c6nceming some of the 
matters referred to in Part I of our Report and in Chapten 
II and III of this Part, or on some of the specific issue I .. 
raised or recommendations made_ in particular Scheme-
Reports, further modifications of these figures may be ne
cessary; 

(3) finally-and most importantly the Scheme-Reports. for the 
States, are based upon the" actuals" of only that (lat~st) 
financial year for which figures were readily available, and 
those for Unions a.re baAed only upon the budget (or revised) . 
estimates of their latest financial year. 

Accordingly, when these Statements are prepared afresh in final 
form for each State, the figures to be inserted will be the ~t\lals of the · 
" basic " period recommended in paragraph 4 above, computed in 
accordance with the principles followed in preparing the present State. 
menta, having due regard to what is stated in sub-paras. (1) and (2) 
above. 

Nevertheless, the figures upon which we have worked in preparing 
the integration schemes for individual States, are, we believe, of a 
sufficient order of accuracy to constitute a basis for drawing valid con
clusions both as regards the magnitude of the net revenue-result of 

federal financial integration in each case and the nature of the correl!-
ponding transitional financial adjustments required to avoid sudden 
dislocation of the States' financial structure. 

!hough conforming to a general plan, the details of each scheme 
of transitional (revenue) adjustments between the Centre and the State 
must necessarily vary from State to State, if fundamental differences 
in basic facta are not to be ignored. 
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And Beetioo ·a. 7. Section B of each Scheme-Report contains a detailed working 

Legal Basis, 
.. Agreements" 
Under Article 
258(1). 

of the allocation and apportionment of assets and liabilities of th~ 
State, consequent upon federal financial integration, in accordanc~ 

with the detailed exposition of principles set out in Chapter III of 
thia Part. 

The&e workings are also merely illustratitJe, based as they are upon. 
the figures (actual or estimated) at dates different from the prescribed 
date ; they will, therefore, have to be computed afresh on the lines 
~here indicated. 

8. The legal basis for these scil.emes will be as " Agreements •• 
entered into between the Centre an~ the States under Article 258 (1) 
of the Draft Constitution. It is important that these Agreements 
should embody all the principal points concerning which we have made 
recommendations, either in the Scheme-Reports themselves or in Part. 
I of our Report read with Chapters II and III of this Part. 



CHAPTER n 

SPECIFIC MATTERS CONCERNING "FEDERAL" REVENUES 
AND "FEDERAL" SERVICE DEPARTl\IENTS 

9. With effect from the prescribed date, the Centre will take 
over all " federal " sources of Revenue and all " federal " items "of 
expenditure in States, together with the administration of the Depart• 
menta concerned. The Centre must also take over all current out
standings (including> ending assessments, refunds and arr~rs), lia.
bilities, claims, etc., and all productive and unproductive Capital 
Assets connected with these Departments. tThe question_ of conse
quential financial adjustments, if any, required on capital account 
between the Centre and the States is dealt with in Chapter III be
low). 

Even if, for administrative or other reasons, the actual taking over 
of some of the Service Departments is postponed fo~ some time, the 
financial responsibility for those Departments and, therefore, financial 

. -
control over them, must be assumed by the Centre as from the pres-
cribed date. 

10. Matters of general importance arising in most States in con-
nection with the taking over by the Centre of " federal " subjects,
with the exception of those relating to taxes on income-are dealt 
with below; problems connecte<l with taxes on income. have been 
dealt with in the Annexure appended to Part I of our Rep_ort. Mat
ters affecting particular States only are referred to ip. the respective 
Scheme-Reports. - . 

ll. Our recommendations concerning the general issues which 
will arise in connection with all " federal " subjects in most States 
are as follows :-

(1) The permanent staff wholly (or substantially) engaged on 
work connected with " federal, " subjects in States o~ the 
prescribed date should be taken over by the Centre in ap
propriate grades and upo 1ern:is not less advantageous 
'~an in the service of the States. Temporary staff so en
gaged should also be similarly absorbed so far as possible, 

"Federal" Reve
nues and Expend.i· 
ture, a.nd the · ad
ministration oi · 
federal depa.rt.
ments to iO to Ule
Centre.· 

Soope of this 
Chapter. 

Matters affeotin~ 
all "federal" Sll b
jects. 

Staff: 

having due regard to their suitability. The States at (h 
considerable importance to this point, and would be glad/ 
io release all such staff consistent, of course, with their 
own requirements in those departments (such as Excise) 
where ihe subjects dealt with are both " federal " and 
" provincial ". 



.States' rights 
to.,"feder&l." re. 
vennes to oease. 

Applio-tion of 
Indian rates of 
iaXes, · duties, 
fees, charges, etc. 
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One safeguard is however necessary in order to avoid any embar
rassment to the Centre in absorbing the State staffs in the manner sug
gesled. Simultaneously with the publication of this Report, the State 
Governments- should be requested to issue orders to the effect that no 
confirmations, promotions or new appointments (permanent or tem
porary) should ordinarily be made in any department dealing wholly 

· or substantially with " federal " subjects ; and that any promotions 
or new appointments which may be absolutely essential and unavoid
able should be expressly on strictly temporary terms and subject to 
reversal, cancellation or termination after the prescribed date. 
Also, no re'Vision of pay scales in "federal" departments, whether 
generally or in particular cases, should be undertaken, except in so far 
as it may form part of a general revision of pay scales in the State Ser-
vices as a whole. . 

(2) With effect from the prescribed date, all "rights and immu
nities " enjoyed or claimed by the States, whether expressly or by 
UI!Jage, and whether relating to " federal " revenues and taxes generally 
(present or future), or to specific matters such as Railways, Customs, 
Posts and Tele~raphs, Opium, Salt, etc. will terminate and must be 
extinguished. Thereafter, their constitutional position in respect of 
these matters should be the same as that of Provinces under the new 
Constitution of India. 

All existing arrangements with individual States for pooling, shar
ing, division or apportionment of " federal" r~venues, taxe.s and re
ceipts -e.g.; Customs, Central Excises, R~~:ilway revenues of" worked 
lines", interest on Railway "loans" (whether with or without a share 
of profits), Salt Duty" compensations", Opium" royalties", Telegraph 
receipts-and alJ existin ' rms of ad hoc payments and subsidies in 
respect of" federal " matters should ter~inate on the prescribed date. 

Th~re will then remain outstanding , at the prescribed date, the di-
Tision and apportionment between the Centre and the States (under 

existing arrangements) of 11fed~ral" revenues, taxes and receipts-such 
as those referred to above-collected up to that date. The amounts 
involved will, in the aggregate, be considerable. These" outstandings" 

· should be dealt with in accordance with the proposals made in para
graph 21 below. 

(3) Exeept as regards Income-tax (vide Annexure to Part I of our 
Report), we see no difficulty in the way of the Centre's imposing its 
full range of 11 federal " taxes, excises, duties, fees, charges, Post and 
Telegraph rates etc., in States, save where the administration of any 
particular "federal" Service (e.g., the "Anchal" post in the Travan
oore-Cochin Union) is continued through the agency of the ~ tE t£ '· 



(4) In most States, the Rulers, subordinate chiefs drawing "poli-
tical pensions", certain other individuals and corporations, and moe

tate-operated commercial or industrial undertakings enjoy various 
taxation immunities and privileges-of which the most important re
late to taxes on income. Our recommendations as regards the future 
treatment of the privileges and immunities connected with taxes on 
income are contained in the Annexure appended to Part I of our Re
port ; all other taxation privileges should be dealt with along similar 
lines. The broad principles which, we recommend, should be observed 
in this connection, are as follows :-

(i) The special privileges and immunities of the Rulers in the' 
' matter of federal taxation are largely· of a political nature 

and should be dealt with on that basis ; their financial value 
is comparatively small. 

"Immunities 
from "federal'• 
taxation. 

(ii) Any special financial privileges and immunities (affecting 
"federal" revenues) conferred by the States upon other in
dividuals and corporationsishoUld ordinarily be continued 
on the same terms by the Centre, subject .to a maximum 
period often (or fifteen) years, and subject also to limiting 
in other ways any suc,:h. concessions as may be extravagant 
or against the public interest. It goes without saying 
that any general concessions which the Centre itself may 
accord to persons and corporations in the Provinces should 
of course be available also on similar terms to presons and 
corporations in States, if they should be more favourable 
than those (if any) already accorded by the States them-
selves. ,, 

(iii) The special privileges and immunities of existing State
operated undertakings should be continued if possible ;
failing which, they should be terminated upon terms to be · 
mutually agreed. 

(5) Apart from the Constitutional requirements in connection with \1Legal r~quire
the integration offederal finances in States-vide paragraphs 37 and 40 £e~!f f?~re!e:1~; 
of Part I of our Report-certain important issues of a legal nature subjects. 

will arise in connection with the actual taking over of "federal" sub-
jects in the States by the Centre. 

This is a difficult subject upon which we are not qualified to offer 
competent advice. We have endeavoured, however, to indicate be
low the main features of what we conceive will be required in order 
to establish " continuity of proceedings" in regard to all " federal" 
subjects-whether relating to revenues, expenditure or· Service De
partments-at the point of their transiti~n (from the States to the Cen
tre; the special technical requirements of the departments concerned 
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with taxes on income are set out separately in the Annexure appended 
· to Part I of our Report. -

(a) Almost every "federal" subject is dealt with in the States, 
as in the rest of India, under powers conferred by appro
priate legislation consisting of relevant Codes, Acts, Ordi
nances, and Statutory Rules and Regulations. Subject to 
the limitations indicated below ,-which are designed to 
secure legal " continuity " of pending proceedings and 
"finality and validity " of completed proceedings under 
the pre-existing State legislation-we think the whole 
body of State legislation relating to " federal " subjects 
should be repealed and the corresponding body of Central 
legislation extended proprio vigore to the - States, with 

. effect from the prescribed date, or as and when the ad
ministration of particular " federal " subjects is assumed 
by the Centre. 

(b) ~·'or the above purpose, as well as for future "federal" ad
ministration in States, it may be necessary specifically- to 
extend not merely the legislative, but also the executive 
and administrative competence of the Centre, its officers 
and" authorities ", and the judicial authority of its 
Courts to the territories of the States. 

(c) Such State Courts (except Courts of final appeal from orders 
of the State liigh Courts) as may in fact correspond to 
particular grades and classes of " British Indian" Courts 
(Civil and Criminal) may have to be statutorily "recog
nised" as " corresponding judicial authorities " for pur
pose of dealing with cases arising in the States under the 
"federal" laws of the Union of India, and the Supreme 
Court in India will have to be made the Court of final appeal 
from decisions of the State High Courts to the same extent 
as in the case of Provincial High Courts. 

(d) Those sections of the various Indian Acts and Ordinances 
which set out their territorial" extent of application" will 
require amending' so as to include State territories with 
effect from the prescribed date. 

(e) It will be necessary to provide that all matters and proceed
ings pending under, or arising out of, the pre-existing 
State Acts shall be disposed of under those Acts, by, so far 
as m .. v be. t.be " 0< rresponding authorities", (nominated 
by the Chief Executive Authority), under the corres
ponding Indian Acts. 
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12. We now deal with certain matter's . arising in connection Speoi~o ma.t~r-

. · • £ d 1" b' t th th ·t · affectmg pa.rt1oula.l' With particular • e era su Jec s, o er an axes on mcome. "federal" subjeot£1. 

(I) Customs.-The administration of customs a.t all ports a.nd land
customs frontiers, where it is not already centrally B:dministered, 
'Should be taken over by the Centre on the· prescribed date. 

(2) Opium.-Opium i~ is cultivated in some of the Covenanting States 
in Rajasthan and Madhya Bhar?t. The cultivation and manufacture 
of opium being a feder!!-1 subject, the Centre should take it over from 
the prescribed date, whereafter:._ the issue o~ opium for sale in thet1e 
States will be done in the same way and on·the same terms as in 
Provinces. 

The opium revenue of these States is derived from-

( i) internal consumption in the States ; 

(ii) export to other States in rndia; and 

(iii) sale to the Government of India. :-

So much of the total opium-revenue as is attributable to cultivation 
and manufacture must be treated as" fed~ral "; as this is not separately 
accounted for, it has been computed (for th_c purpose of our Scheme. 
Reports) on the total productio~ at Rs. 3/. per seer which is the standard 
margin of" Royalty" or profit allowed by the Government-of India 
on its purchases of opium from the States. 

The establishments, if any, exclusively engaged in the States on the 
cultivation and manufacture of opium must be transferred to the 
Government of India and their cost to the States in the" basic period" 
tre:tted, for computational purposes, as expenditure which will be saved 
to the States on federal financial inte&ration. 

(3) Central_Excise Duties.~(i) In some of the covenanting States 
<>f the Rajasthan Union a system of" Roya1ties ''is in force in con
nection with certain industrial enterprises; similar arrangements 
may exist in other States also.- These should be dealt with as 
follows: 

·(a) "Royalties" on the exploitation of minerals,-whether base-d 
on the tonnage of ore lifted or on the tonnage of ore dispatch. 
ed or consumed. for manufacturing processes, -must b€' 
regarded as " provincial " revenue which the State is entitled 
to retain. 

(b) "Royalties" based on the value of sales-whether of minerals. 
. ' 

ores or manufactured products-are similarly "provincial"-
revenues (of the nature of Sales Tax} which the State is 

. entitled to retain either in that form or as part of the gener&l 
Sales Tax. 



(c) "Royalties" based~on production (other than mining of ores). 
or on the quantity of production Pold (other than ores or 
minerals sold as such), must however be regarded as an 
~xcise Duty of a "federal" nature:· Such duties cannot be 
imposed by, or for the benefit of the States after the 
prescribed date ; they must therefore be terminated with 
effect fr~m that date, and replaced by such Central Excise
Duties (if any) as may be levied by the Centre throughout 
India on such articles. 

(ii) Reference may be made here to the difficulty experienced by 
us in computing the " Central Excise " revenue of the States in cases 
where, under existing arrangements, the collections are pooled with 
those of the Government of India and shared according to an agreed 

- formula. The appropriate shares of the States have not yet been 

determined for the last three years in respect of certain commodities 
and the matter is stated to be still under consideration. We suggest· 
that the Government of India should take special steps to expedite a 

. final settlement in these cases. The computations in connection with 
the federal financial integration scheme cannot be completed until 
the exact amount~ ·to be allocated to the different States as their 
share of" Central Excise " are settled in respect of the " basic period >P 

adopted in our calculations. 

(iii). Certain Sta tea are deriving revenue in the form of miscella
neous licence fees in connection with the sale oftobacco. ·we have treat
ed such receipts as 'provincial', and have accordingly left them out of 
account in our computations of revenue t.hat would be lost on federal 

financial integration. 

•. 

(4)· Taxes (other than Stamp Duties) upon transactions in Stock 
Exchanges and "Futures" markets.-In Indore and Gwalior Sbates 
transactions in Stock Exchanges and in certain 'futures' markets aro 
aubjected to tax, other than stamp duties, in accordance with the 
pre-existing law of the States. Since this is a "fedora}" tax under 
the Draft constitution, its imposition must terminate with effect 
from the date of federal financial integration, all pending cases being 
disposed of in accordance with the pre-existing la.w. It will perhaps be 
best to entrust this to the Madhya Bharat Government itself as agents 

of the Central Government. 

In Saurashtra also, some revenue is derived by way of taxation 
of transactions in gold, not of the nature of sales tax or turnover tax, 
but rof the nature of "t-axes other than stamp duties'' on gold contracts. 
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We are not aware of any other States which similarly collect 
taxes in the 'federal' list other than those at present levied by the 
Central Government itself. If any such taxes exist, they must be dis
continued upon federal financial integration and pending cases disposed 
of under the pre-existing State law. . 

(5) .Salt.-There is no salt duty in any of the States covered by 
our Report ; and any expenditure which may be incurred in connection 
with the arrangements for procurement, manufacture or distribution 
of salt has been ignored in our computations. 

In most cases, the payments formerly made by the Government 
of India to various States in Northern India in connection with salt
manufacture and distribution have been coi).tinued under~the Stand· 
still agreements ; it is understood, however tha~ the original agreements 
in this respect are at present under review ·by the Government of 
India in view of the abolition of the salt duty within ''British India". 

The various 'Salt' payments and concessions made by the Govern
ment of India to the States may be classified . under the following 
heads :-

(a) Payments in lieu of duty on salt required for consumption 
in the States; supply or salt duty-free of at concessional 
rates. (There are also some small payments of compensation 

' ' . on account of loss of salt revenue to Chiefs and J agirdars 
these payments will also fall under this category). 

(b) Compensation for prohibition of salt manufacture within the 
States by any agency other than the Government of India, 
i.e., for surrender of rights of manufacture. 

(c) Payments for services rendered (prevention of illicit manu
facture, import and export etc.). 

(d) Payments relating to lease amounts and Royalty in respect 
of salt sources in Rajasthan. 

Item (a) represents compensation for refraining from levying salt 
duty and is bound to disappear in any case, irrespective of federal 
financial integration, as this is a "federal" subject and the Centre will 
not itself levy any salt duty ; on the other hand, it is possible to regard 
such compensation as revenue that will be 'lost' to the State somewhat 
in the same way as "internal customs" inasmuch as the State will be 
precluded from levying any duty on salt to make up for the loss ... The 
amount involved has therefore been take;D into account in our compu
tation of the effects of federal financial integration in such cases. 

Payments falling in categories (b), (c) and (d) have been left out 
of account in our integration calculations, as any revision of such 

"' 



payments will be matters for separate negotiation and settlement 
between the Government of India and the States, in the light of the 
policy of the Government of India in regard to the manufacture and 
distribution of salt by Union and non-Union, agencies. 

(6) Railways.-In cases where Railways owned by Indian States 
are worked as part of the Indian State Railway system, no adminis
trative problem will arise in connection with federal financial integration 
In all other cases the Central Government must take over the entire 
railway system including any " worked " lines together l'l-ith all 
the staff, assets, liabilities and Funds. The balances under all the 
the Railway Funds and connected Deposit and Suspense heads should 
be computed as on the prescribed date and brought on to the books 
of the Government of India. (Railway Board). The treatment of 
these balances un er the scheme of allocation and apportionment 
of Assets and Liabilities is explained in Chapter Ill. 

(7) States Postal Systems : Telecommunication Departments in States 
These Departments should be taken over on the same lines as recom
mended above in the case of Railways. In the case of Travanco e 
andCochin,however, wehaverecommended a sympatheticexamination 
of the State Governments' request that their "Anchal" (postal) service 
should be continued under agency arrangements with them even 
after federal financial integration. We have dealt with the question 
n some detail in our 'Second Interim Report. . 

In regard to agreements with private companies which operate 
telephone services in some States, the rights and o1ligations of the 
!'espective State Governments under the agreements must be trans

ferred to the Government of India. 

(8) Postal Imm.unities.-Certain States have b£en enjoying postal 
"1mmunities .. or concessions in the form of either a free supply of service 
postage stamps up to a prescribed annual limit and/or the free com·e
vance of the official correspondence of the State within State limits. 
These will cease from the prescribed date; for that reason, the annual 
value of these conc.essions has been taken into account in our Scheme
_ReporU! u " revenue " which will be lost to the State. 

(9} Cmrency.-Apart from Hyderabad, t.he on1y State which has a 
substantial circulation of local currency is Travancore, concerning 
which w~>< bave already reported in detail in our Second Interim 
Renort. Briefly, our proposals are that the State Mint should be taken 
ov:r by the Centre, together with all the assets, outsta.ndings and lia
bilities connected therr with (including stocks on hand m the form of 
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bullion, base metal and unissued coins) ; further issue of loca~ currency 
should be discontinued ; and Indian Rupees and subsidiary coins made 
legal tender, at a fixed rate of exchange with the local Currency , 
without immediately demonetising the State coins now in circulation 
When, as a result of free convertibility into Indian coins, a substantial 
part of the local coinage has been withdrawn, the question of demone
tising it may be taken up in consultation with the Reserve Bank. 

The loss involved by the gradual withdrawal of the local coinage 
and its ultimate demonetisation should be borne by the Goveniment 
of India as a "capital" loss of a" federal" character, reslllting from 
federal financial integration. 

Jaipur and Jodhpur are mhting gold mohurs; bu~· these are iu:it. 
legal tender coins. In certain other States there is some circulation' 
of local coins of small denomination but the volu:t;ne in ~irculation is: · 
not substantial and fresh minting has been discontinued: In the cir
cumstances, no special action is necessary in such cases ; the exist'ing' 
coins in circulation may be gradually withdrawn and ultimately ·demo
netised. 

(10) Defence.-It has ·been explained in paragraph .23 ·of· Part 1 
of our Report that the Military expenditure to be taken over by the 
Central Government upon integration of federal finances would be . . . . 
that relating to regular or I.S.F. Units only. This implies that the 

. # ·' . • 

State Governments may deal with any irregulars or non~I.S.F. units 
in such manner as they think fit, whether in .the matter of reorga
nisation or reduction in size of these units and/or their replacement 
in whole or in part by such non-military forces as the State 
Governments may think proper. 

' 
(ll) Civil Aviation.-Along with this Department, the Centre-

. ' 
must assume responsibility for the future development main~-

nance of aerodromes. The consti uction and maintenance of any but 
small and unimportant aerodromes will be beyond the resources of 
the States, as modern aerodromes of normal size are expensive to 
construct and maintain, having regard to the fact .that they have to 
be equipped with technical and residential bU:ildings, operation~l . 
equipment, flying control, etc. in accordance with the standards. , 
prescribed by the International Civil Aviation Organisation. . , .. · ·, 

The Government of India's scheme of financial assistance to flying · 
clubs must of course, be extended to the flying clubs in' the States. 

(12) Broadcasting.-In planning the development of an all-India 
net work of broadcasting stations, the Centre must include the reqwre-
ments in State territories on the same basis as in Provinces. ~~ 

'i I 

(13) Audit and Accounts.-In our separate Report relating to: .. 
Travancore and Cochin and in our Scheme-Report for Mysor, we. 



·16 

have assumed that the audit and accounts departments will conti
nue to be administered by the States. This is in accordance with their 
own wishes in the matter. The expenditure on audit and accounts 
.in these States has therefore been treated as a. " provincial " charge 
-with the exception of an estimated portion i'ela ting to "federal" transac
tions which must be borne by the Centre. If, at a future date, the 
Centre should take over the entire responsibility for audit and accounts 
.in these States, our computations in the Scheme-Reports concerning 
:them should be so revised as to include the entire cost of the Depart
ment as expenditure transferred to the Centre. 

In all other cases, we have assumed that the States would prefer 
to have their audit and accounts arrangements taken over by the 
Centre, and organised as an integral part of the Indian Audit and 
Accounts Department directly under the Auditor-General of India ; 
our Scheme-Report computations are accordingly based on the trans
fer of the entire expenditure on Audit and Accounts to the Centre. 

(14} Interest.-The net amount of income under the head "inter 
est" which will accrue to the Centre, and which will be lost to the 
.States, after federal financial integration will be-

(a} the amount of interest receivable on liquid investments 
actually allotted to the Centre under the plan for the al
location of assets and liabilities (vide Chapter III), minua 

{b) the amount of interest payable annually on interest-bearing 
liabilities and funded obligations assigned to the Centre 
under that plan. 

The net amount (which may be a. minus figure} will have to be 
taken into account in the final computations to be made in accordance 
with our Scheme-Report, as revenue lost to the States upon federal 
-financial integration. 

(15} Pensions.-The pensionary liability in respect of personnel 
belonging to the I.S.F. or to "federal" Civil Departments who have 
retired before the date of federal financial integration, will devolve on 
the Centre a.s the "successor" Government in all "federal" matters. 
From a. practical point of view, however, it will serve no useful purpose 
to disturb the existing arrangements in the States for such payments. 
We therefore recommend that these payments (a complete list of 
which should be compiled as on the prescribed date), should continue 
to be made by the respective States on the Central Government's 
account. Pensions in respect of personnel who retire on or after the 
date of financial integration will however be payable in the ordinary 

way Ly the Centre. 



CHAPTER·m 

ALLOCATION OF ASSETS AND LIABILITIES (GENERAL) 

~ 13. The basic principles to be followed in the matter of alloca-
tion and apportionment of assets and liabilities between the Sta.tes 
and the Centre have already been outlined in Part I of our Report 
(paragraphs ~5 and 30). . 

We now explain in detail the application of those principles to the 
various categories of Assets and Liabilities. 

14. Assets and Liabilities have to be considered. under the follow 
ing categories : 

Assets: 

(a) Specific Capital Assets, i.e., Specific assets of a more or less 
durable character, consisting of:-

(i) "Unproductive" Assets i.e., assets not capable of yield
ing any revenue ; and 

(ii) "Productive" Assets i.f., assets yielding '(or capable of 
yielding) revenue. · 

Any "specific debt" connected with these assets will go with 
them. 

(b) Current Assets, i.e., liquid as:3cts, such as Cash and Bank 
Balances, Investments, Securities, Current loans and 
advances, etc. 

Liabilities : 

(a) Current or Banking Liabilities which are of the nature of 
current obligations, essentially of a 'banking' character, 
payable to "outsiders" (e.g., Bank overdrafts, Savings 
Bank Deposits, Provident Fund Deposits, Insurance Funds 

Sinking Funds, Trustee Liabilities, etc.) ; 

(b) Liabilities in respect of various Funds and Reserves; 

(c) Permanent debt (Public Debt), excluding "specific debt" 
in connection with capital assets alr~ady referred to above. 

15. For the reasons explained in Part I of our Report, "produc
tive" and "unproductive" specific capital assets, together with the 

17 

ClaesiJioatioo 
of Asaeta and 
Liabilities 

Allocation 
Capital Assets. 



18 

. ••specific debt'' (if any) associated with them, must be allocated to the 
Centre or the State concerned on a 'functional' basis; no "compensa
tion" ,-in the form of payment of market value or cost according to 
books-will be payable. 

t l : 

No "account" can be prepared of unproductive capital assets 
to be so allocated, nor is it necessary to do so. They will consist most
ly. of lands and buildings, aerodromes, laboratory equipment, furni
tvre etc., actually in use by the various Departments. The Central, 
Government should take over, by inventory on, the prescribed date 
such of these assets as are connected with "federal" functions and 
services or with "federal" revenuea ; the State will retain the rest. 

Similarly, the Central Government should take over all specific 
productive capital Assets connected with "federal" functions or ser
vices or with "federal" revenues, e.g., Railways, Communications, 
Broadcasting, Mint, etc., together with any "specific debt" associated 
with them. The book values of these assets are known and must be 
ansferred as such to the books of the Central Government. 

The Funds and Reserves (e.g., Railway Depreciation Funds and 
Reserves), and other balances (Deposits, Advances, Cash Balances 
etc.) connected with the Capital Assets allocable to the Centre as above 
should also be ta.ken over by the Centre as from the prescribed date ; 
the treatment of these Funds and balances for the purpose of financial 
(ca.pita.l adjustments between the Central Government and the State 
is dealt with in paragraph 16 below. 

Some of the States (e.g., two Covenanting States of the 1\Iadhya 
Bharat Union) have been allowed to contribute towards the cost of 
parts of the Indian R ,;,ilway System lying within State territory. In 
som) ca1es, this took the form of an outright capital contribution 
on a profit-sharing basis ; while in others the States' contribution was 
treated as "Permanent Debt" of the Government oflndia, at a guaran
teed rate of interest, with or'\\ :thout a share of surplus profits. All such 
contributions constitute the "capital at charge" of these Railways. 
The ·entire amount so contributed was clearly intended to be, and 
must be regarded as, an investment in a permanent capital asset 
of a. "federal" nature. Moreover, the terms of the Agreements under 
which these arrangements were made require that the States should 
not part with their interest in these investments to any outside party. 
In the circumstances, these assets must clearly be allocated to the 
Centre as specific Capital Assets of a "federal" character which can
not remain with the State upon federal financial integration. 

All other productive capital assets, namely those associated with 
4 'provincia1" functions will remain with the States concerned. 
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16. We now consider the allocation of the liquid or 'banking' 
assets and current liabilities, Funds and Reserves. 

(a) The proper procedure here is first to allocate the" current" 
and funded liabilities of the State between the two " suc
cessor" Governments-i.e., the Centre and the State
on a " functional " basis. All current liabilities and 
deposits connected with or arising out of "federal" 
functions and Service Departments, or related_ to "federal" 
revenues or capital AssEts must be taken over by the Centre. 
The only exception would be where a contrary procedure 
would be justified on grounds of publie convenience. 
For example, the liability for ·Postal "Savings Bank 
Deposits" would have to be taken·<?ver by the Centre, un
less (for special reasons) the State postal department is not 
taken over by the Indian Posts and Telegraphs Department 
immediately upon federal financial integration ; in ·the 
excepted case, as also where the Savings Bank Deposita 
are in the State Treasuries, the liability may well be 
allowed to remain with the State on grounds of publio 
convenience. 

I ,• 

All funded liabilities should be similarly allocated to the Centre 
or to the State on a "functional" basis; e.g.," Village Uplift 
Fund'', " Famine Relief Fund", "Irrigation Fund" etc., 
being "provincial'' should remain with the State, while 
"Railway Develvpment Fund ", " Telephone Fund " 
etc., being "federal" must go to the Centre. 

"Non-specific" Funds and Reserves present some difficulty 
because their objectives are not always clearly classifiable as 
either wholly "provincial" or "federal". Where such is the 
case,-as for example, in regard to" Post-War Development 
Funds"-we recommend that these funds should be appor
tioned between the Centre and the State on some equitable 
basis, e.g., with reference to future 'needs' and/or the antici
pated liability in respect of development schemes in progress. 

'(b) Following these principles, we have included in the Scheme
Report for. each State an analysis of the liabilities of the 
State arranged in their " order of priority " under the fol
lowing categories, beginning with liabilities to " outsiders" 
and ending with nvn-specific Funds and General Reserves : 

Allocation of 
Liquid Assets 
Currmll Liabilities 
Reeervea and 
Funds: 
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(A) 'Banking ' or Current LiabilitiPs, 

e.g., Savings Bank Deposits, 
Insurance Funds, 
Provident Funds, 
Departmental Deposits, etc. 

(B) Specific" Functional" Funds and Reserves 

e.g., Faminf' Relief Fund, 
Police , Jail and Military Funds ete. 

(C) Specific Capital Reserve Funds etc. 

e.g., Railway Capital Res€rve Fund, 
. Electric Schemes Reserve Fund etc. 

(D) Non-Specific Funds and General Reserves, 
e.g., jRevenue Reserve Fund, 

Post-war Reconstruction Fund. 

The above classification does not cover Public Debt which stands 
in a category by itself. 

(c) The next step is to consider how the current or liquid asset8 
of each Stat-3 should be allocated and apportioned. These 
include mainly cash and bullion, bank deposits, shares 
held in companies, investments in Government Securities, 
current loans and advances ; an analysia of such assts for 
each State is included in the respectin Scheme-Reports. 

The primary rule should be that the Centre and the State 
should each ·be given sufficient liquid assets to meet the 
liabilities or Funds allocated to it on the lines indicated 
above ; and within this over-all limit, each Government 
must, so far as possible, take up those specific items or 
liquid assets or investments which are appropriate to the 
liabilities allocated to it and/or to its functions. 

In this connection, we make the specific recommendation that 
the allocation of any Reserve or Fund (in whole or in part) 
to the Centre must be regarded as entailing a special 
obligation on the Centre to ensure that the liquid assets so
transferred to it with such Fund or Reserve are expended 
within the State concerned on those objectives for which the
Fund or Reserve was intended. The States naturally attach. 
a great deal of importance to this principle. 

(d) The treatment of Depreciation Funds requires special mention. 
Where such funds are specifically invested, they must be 



·allocated as such between the Centre and the Stat~ on 
a" functional "basis, together with the liquid assets in which 
they are so invested. ·For the rest, we conE~ider that the 
amounts at the credit of such funds should be taken in 
reduction of the book values of the assets concerned, except 
to the extent that investments (in the shape of"current" or 
liquid assets) are actually availabe, after providing for al~ 
curent liabilitit>s and funded obligations. 

17. The allocation of items of liability or funds to the Centre or to 
the State in accordance with the foregoing principles will not confer 
any financial advantage or disability upon either, so long as an equi
valent allocation of current or liquid assets can be made to meet such 
liabilities: It is therefore necessary at this stage to consider the 
modus operandi in the event of there being- . 

(a) a surplus of current or liquid assets, after providing for all 
liabilities including Funds ; or 

(b) an excess of current liabilities, Funds or Reserves over 
liquid aslets ; 

on the date of federal financial integration. 
below. 

This is dealt with 

18. Any surplus of liquid ass~te or investments after providing 
for all liabilities, Funds and Reserves, must first provide for uninvested 
Depreciation Funds in full[Para. 16(d) above]; and against the balance 
must be set off the Public Debt, if any. If there should still be 
a net surplus at this stage, it should be apportioned between the two 
" successor " Governments on some equitable basis, after making 
adequate provision for the depreciation in value of commercial invest-• 
menta such as shares, debentures, etc. 

After a careful search for a proper basis for such apportion
ment, we are satisfied that the answer lies in the relative " needs" 
for expenditure in the "federal" and "provincial" fields respec
tively. While the surplus would mostly be required for expenditure 
in the " provincial " field on schemes of reconstruction and develop
ment, the" federal" needs in thE.: States concerned cannot be wholly 
ignored. We accordingly recommend that the share to be appor
tioned to the "Centre " should be fixed at 10 per cent. of the residual 
net surplus. This amount must, of course, be ear-marked for ex
penditure by the Centre upon schemes of " federal " character such 
as would be of direct benefit to the people cf the State concerned ; 
and in the choice of schemes, the State Government should be con
sulted. 

Apportionment 
of over aU 
·~Ius" of 
liquid asset. 



Apportionment 
.of "uncovered" 
liabilities. 

16. many States, there are already "sanctioned" schemes in 
progress or about to be started in the·near future both in the" federal" 
a.nd in the "provincial" fields; in auoh cases, we suggest that the 
over-all net residual surplus of current assets should first be regarded 
as ear-marked against sanctioned schemes, to the extent of the 
estimated future liability in respect of those schemes , before ar
riving at the figure for "surplus" liquid. assets available for appor
tionment on the ad hoc basis proposed by us., 

19. We indicate below the procedure to be adopted in the event 
of there being an excess of liabilities over available liquid assets. 

(i) Depreciation Funds (not specifically invested)-There can, 
in such circumstances, be no question of providing any 
liquid assets against Depreciation Funds ; such Funds 
should. therefore be taken in reduction of the book values of 
the assets concerned. 

(ii) Other Funds and Reserves.-As regrads, the remammg 
liabilities, it is clear that uncovered liability in respect of 
" Funds and Reserves " must be distinguished from lia
bilities owing to " outsiders·" in respect of moneys or bene
fits " had or received". The former is not a debt due to 
anyone ; the latter is. The true nature of the liability 
in respect of Funds of this type is a liability to incur expen
diture, (a) for the purposes for which the Funds were 
created, and (b) to the extent to which liquid assets are in 
fact available. When assets are not available, the Funds 
must be regarded as exhausted or extinguished to that 

extent. 

But even if this last point were ignored, on the ground 
that assets must have existed when the Funds were creatt>d 
and that, to the extent of the shortage, those assets must 
have been properly spent (e.g., by being spent on unproduc
tive assets, both " central" and " provincial ") though not 
accounted for as such, then clearly the matter is merely 
one of accounting procedure, which can now be rectified by 
tracing back the expenditure so incurred and writing it off 
aaainst the " uncovered " balance of tho Funds. There will 

0 

then be no "uncovered" balance of this type of liability 
to be " allocated " ; and nothing more will remain to be 
dona since, on the principles already stated, there can 
be no question of the Centre having to pay anything for any 
unproductive " federal " assets allocable to it on a 

functional basis. 
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There is, therefore, no " allocation " to be made in respect 
of such uncovered " liability " · ; and no financial adjust
ments need accordingly be made between the Centre and 
any State on this account. All that is required is a proce
dure for extj'lguishing these '' unrequitable " Funds, 
in the rev en._, order of priority. 

It will be seen from the order of priority in which the 
) . 

liabilities have been grouped in paragraph 16 (b), that those 
falling under Secti~ns (A) and (B) are either" outsider" or 
" earmarked " liabili~ies which must be met, whereas 
those under Seetions (C) and (D) are in the nature of 
F.nJ.ds or Reserves. It follows that any excess of lia
bilities (as thus grouped) over current assets must first be 
treated as exting~ishing the Funds ~ouped under Sectio~ 
(D) and next those under Section (C). In so eXtinguish
ing these Funds and Reserves, the 'federal' portion 
if any, of each such Fund or Reserve may, as a matter of 
justifiable concession, be" treated as extinguished before the 
' provincial ' portion~ 

(iii) Pu~lic Debt and Liabilities to " outsiders ".-The only re
maining items to be. considerc 1 are the net amount of 
"uncovered" liabili.~ies to outside~s. together with the net 
public debt (other than specific debt relatable to particular 
C.lpitaJ Assets), after deducting any sinking fund pro
vision already made. The Centre must accept a share 
of this li..obility ; and we recommend that in all such cases 
the Centre's share shoul.d be worked out in propo1~ion to 
the net book values (after deducting " specific " debt and the 
" uncovered " Depreciation Funds, if any), of the specific 
" productive " Capital Assets allotted to the Centre and to 
the State, respectively. 

20. \Ve recommend that all Lmning, or "continuing" liabilities 
and outstandings in each "fc jeral" Department (whether on Capi
hl or Revenue account) should be"taken over by the Centre. They 
will consist of all outstanding claims for and against Government, 
including refund claims, pending bills for supplies, stores, contracts, 
services and contingencies etc., and all uncollected "federal " re
venues, whether assessed or not. In view of the " cash basis" of ac
counting followed by all Governmente, there will ordinarily be no 
"account" balance 3 t0 l J brought on to the books of the Centre in 
respect of these items ; but an inventory, so far as possible , should be 
prepared by e~ch D3partment at the time of hking over. , 
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We must point out here that Capital expenditure on speci£ 
"productive " assets which may have accrued (but not been pai< 
on the date of federal financial integration, and which would be pai 
after that date by the Central or State Governments as the case may l 
in accordance with the foregoing recommendation, should be takE 
into account in determining the book value of these assets for tl 
purpose of apportionment of any uncovered" public debt " and oblig< 
tiona to " outsiders", in pursuance of the recommendations made : 
sub-para (iii) of the preceding paragraph. 

· 21. The list of accounted assets and liabilities will not ordinari 
include certain important items of current inter-governmental ou 
standings. Thus, it is possible that Central Excise collections woU: 
h.a.Te 'been taken to the credit of State Revenues, pending payme1 
of the amount due to the Government of India under the poolli 
arrangements. Similarly, a State's share of Customs Revenue, 
of net receipts from Railways, ("worked lines"), accrued upto t: 
date of federal financial integration but not actually paid by tl 
Centre, would not normally be iucluded in the State's statement 
assets. There are likely to be several items of this kind which, thouJ 
not important individually, may amount in the aggregate to 
substantial sum. Outstanding items of this nature clearly fall in 
different category from ~he "unaccounted" arrears of revenue a 
pending obligations to outsiders, referred to in the preceding paragra1 
and they cannot obviously be merely " written off ". We reco1 
mend that all inter-governmental claims of this description betwe 
the Centre and the States, in respect of transactions up to the p1 
scribed date (whether accounted for or not), should be settled in d 
course, by cash payment on either side, notwithstanding the comi 
into force offederal financial integration. 

22; The liability for refundable Deposits, if any, (and for the 1 
fundable portion of E.P.T.) received by the States in connection wi 
E.P.T. assessment (whether provisional or final) should be taken o, 
by the Centre as a current or banking liability of a " federal " cl 
racter, paragraph 16 (a) above), except where, as in some Stat 

only Deposits were received but no assessments were made ; in 1 

excepted cases it would be more convenient to the public if su1 
deposits were repaid or dealt with by the States themselves in ace 
dance with the arrancrements under which such deposits were fi 

0 

received. 

Amounts collected in States under " provisional " assessmen 
n1' tmder "Pav-as-you-Earn" Schemes,-whether credited 
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lfevenue or not-should be treated not as an outstanding liability (for 
inter-governmental adjustments). but as "revenue" creditable to the 
States prior to the prescribed da~e.. The Centre will, however, be under 
-obligation to give credit to the assessees in respect of such payments 
in the assessments concerned. · 

23. Some States have raised the question of the payments now being 
demanded by the Central Government in respect of building and 
-other capital Assets in " retroceded " areas such as the Mysore 
Assigned Tract and the various " Residency areas ". While the 
daims for such payments were doubtless in order in the circumstances 
in which these retrocessions occurred, we are of opinion that in the 

-context of federal financial integration, the issue must necessarily be 
approached on the " functional " basis, founded upon the concept 
<>f Provinces and States as equal partners in the future Union of India 
to which we have already referred. So considered, there can, we think, 
arise no claim for" compensation, in favour of the Centre in respect 
<>f assets previously used (by the Centre) in the areas concerned for 
functions which were " provincial " according to the Constitution. 

24. Certain points of detail which arise in connection with par
ticular items of Assets and Liabilities in certain States are dealt with 
i.n the respective Scheme-Reports. Reference must, however, be 
made here to Savings Bank ~.chemes, Life Assurance. Schemes and 
Accident Insurance Funds, administered by some States. We assume 
that constitutionally there would be no objection to the States conti
nuing to administer these schemes, after federal financial integration, 
if they should prefer to do so, except in the case of State Postal Saving 
Banks which must of course be taken over by the Centre along with the 
.State Postal Systems. 

We consider, however, that the interest rates on State Savings 
Bank Deposits and on future issues of State Savings Certificates (if 
such separate issues be permitted) should be assimilated to the Gov
-ernment of India rates. Existing " tax-free " rights, if any, attached 
to interest on Savings Bank Deposits may also be continued in res
pect of accounts and deposits existing on the da.te of federal financial 
integration. 

The Central Government should also recognise and allow the 
-continuance of " tax-free ,rights " attached to any Public Loans 
of the States outstanding on the prescribed date. 

25. The question was raised by certain States as to whether 
federal financial integration would affect their powers to borrow in 
the open market. In our opinion, there should be no difference in 
this respect between State Governments and Provincial Governments. 

, 
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The States must, however, accept all such 'working limitations" 
upon unrestricted borrowing as the Central Government and the 
Provinces generally (including the States) may mutually agree upon 
in order to eliminate u.:ll.coordinated or· competitive Governmental 
borrowing.· 

26. With· the taking over by the Centre of the responsibility for 
direct administration of Departments c.onnected with Central Reve
nues and Central Services, it will be necessary to extend the States. 
the Rules and Regulations connected with Banking and Treasury pro• 
cedure of the Central Government in so far as transactions of 
" Central" Departments are concerned. It will alsJ be desirable _ 
that the Banking and Treasury arrangements of the States themselves 
in respect of " Provincial " transactions should be similar to those
prevailing in Provinces. We have not examined this aspect of the
matter in detail ; some of the State Governments represented that 
their existipg arrangeme.nts were adequate and were working smc Jth
ly ; but we desire especially to draw the attention of the Goveinment _ 
of India to the fact that the existing arrangements appear to be far 
from stisfactory in some of the Unions. We recommend that con
sideration of the question should be taken up by the Government 
of India separately, as soon as possible, in consultation with tho~ 
Reserve Bank. 

27 .. There is one other matter which may be conveniently referred 
to here, namely, the effect on the 'ways and means' position of the 
individual States of the various changes introduced as a result of 
federal financial integration. All collections of ' federal ' re-venue> 
would be credited direct to the Government of India after the pres
cribed date, while the State Governments themselves would have t:> 
finance, in addition to their own current expenditure, all expenditure 
on 'federal' subjects entrusted to them for administration on an 
"agency" basis. Further, most States would also have heavy 
commitments in respect of foodgrain purchases. It will therefore be 
necessary to provide for regular quarterly ' on-account " payments 
being made by the Government of India to the States based on the 
pest estimates of (i) the guranteed annual payments referred to 
in our Scheme-Reports for the indiviqual States (;i) any food 
subsidies ~ respect of imported foodgrains and (iii) the amount b be 

reimbursed in respect of expenditure on ' federal ' subjects enh asted 
to them for administration on an " agency " basis. The ' on-account ' 
payments thus made will be subject to final adjustment in due 
course, after the accounts for each year are closed and figures of 
the actual amounts payable become available. 
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CHAPTER IV. 

MYSOB.E 

A. "REVENUE-GAP" ARISING OUT OF FEDERAL FINANCIAL 
INTEGRATION 

28. Statements I and II appended hereto are designed· to bring 
out the net revenue effect on the finances ofMysore of complete integra
tion of its ' federal ' finances with those of the Central Government. 
The figures in the statements relate to the ' actuals ' of the State 
financial year 1946-47 and are subject to certain limitations, as 
explained in paragraph 6 of Chapter I. These figures have been 
referred to in the following paragraphs to illustrate the scheme' of 
financial (Revenue) adjustments required for· Mysore; the final 
computations must be made in due course, on th~ same basis and 
following the same principles, when the actuals for the ' basic period ' 
are known. 

29. The net dependence of Mysore on " federal" revenues during 
1946-47 was as follows:-

(i) 'Federal' revenues collected in the State (Sta
tement I) 

(ii) 'Federal' expenditure in the State (Statement 
II) 

Net " Revenue-gap ",resulting from federal financial 
integration 

Financial adjustments required. 

Rs. in lakks 

321·59 

51·64 

269·95 

30. We recommend the following scheme of financial adjustments 
on revenue account as appropriate to the circumstances of the· case; 
the scheme has been evolved after full discussion with the Mysore 
Government and "ith their general concurrence. 

(l) There should be a guaranteed reimbursement by the Govern
ment of India to the Mysore Government of the net 'federal ' revenue
gap of the State (amounting to Rs. 270 lakhs in round figures, cf. 
para. 29 above), for the first .five years after federal financial integration. 
Thereafter, the guaranteed amount should be gradually reduced under 
a. tapering arrangement to 60 per cent. of the net' revenue-gap', in the 
lOth year. 
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Thus, if' R' represents the net' revenue-gap' as ultimately com
uted with reference to the actuals of the " basic period ", the guaran

teed amount will be : 

Rs. R per annum for the first five .years 
Rs. 23/25 R per annum' for the 6th year 
Rs. 21/25 R per annum for the 7th year 
Rs. 19/25 R per annum for the 8th year 
Rs. 17/25 R per annum for the 9th year 
Rs. 15/25 R (or 60 per cent of R) per annum for the lOth year 

(2) The above guarantee of reimbursement should be implemented 
by the Central Government as follows :-

(a) By paying to the Mysore Government its share of divisible 
Income-tax (and of all other divisible federal taxes, such as 
they may be from time to time ) computed in the same 
manner, on the same basis and in accordance with the same 
principles as applicable to the Provinces of India ; and . 

(b) to the extent that the amount payable under (a) should 
fall short of the guaranteed amount, in any year, by paying 
to the Mysore Government an amount equal to the short
fall, as a special ad hoc grant-in-aid in that year ; 

(c) on the other hand in any year in which the amount payable 
under(~) does ·not fall short of the guaranteed amount, the 

';". •··- .1 ...• ~ -- • • • • • • • 

Mysore Govrnment will receive the amount due under (a) 
and the guarantee will be inoperative for that year. 

(3). If the_ Colll;ltituent ~emb~y sh~mld ultimately accept the 
amendment already tabled by the Drafting Committee for an extension 
of the transition period prescribed in Article 258 .of the Draft Consti
tution to 15 years, the guranteed amount, as it would be in the lOth 
year under the above scheme, i.e., 60 per cent. of R, should be continued 
for a further period of 5 years. 

(4) With effect from the prescribed date, the Mysore Government 
should, as a direct consequence of federal financial integration, be 
entitled to receive food subsidies, at the enhanced rate of 75 per 
cent. of the loss on the sale of imported foodgrains, as in the case of 
Provinces. These subsidies, and all grants-in-aid, 'bonuses' and other 
forms of financial and technical assistance from the Centre, whether in 
cash or kind, whether on revenue or capital account, and whether by 
way of loans or outright grants, should be payable to thE:' l\Iysore 
Government by the Government of India quite independently of the 
above scheme of transitional adjustments, i.e., in additio!l to the 
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amounts guaranteed under sub-paras (1) to (3) above, and computed 
on the same basis and principles as applicable to Provinces. 

(5) PrivY Purse 

It has been assumed in the foregoing computations and in out pro·J 
posals for rJvenue adjustments that no portion of His Highness the 

~ Maharajah's Civil List will be treated as a 'federal' charge after the. 
prescribed date. A reference is inviteJ. in this connE:ction to the re-
marks in paragraph 24 of Part I of our Report on the subject of Privy· 
Purses of Rulers. In the case of :M:ysore, there is no question of fixing
a 'Privy Purse' for tre Ruler; but if it is ultimately decided, in the 
case of Unions of States, that the Central Govern:r;nent should assume. 
financial responsibility for ' Privy Purse ', it would follow that in;: 
regard to :Mysore also, there should be a classification of the existing; 
Civil List payments under two heads, one corresponding to allowances 
payal::le to the Rajpramukhs of Unions or to Governors of Provinces, 
and the other correE<ponding to " Privy Purse " of Rulers of covenan
ting States ; the former will b€ a charge on the revenu~s of the State~ 

• while the latt~:r must'be taken up by the Central Government. 

The computations relating to the net revenue-gap of Mysore would 
:·, then require a corresponding revision, with reference to the figure for 

the' Privy Purse 'of the Ruler to b'e'taken over by the Centre; Assum
ing a figure of Rs. 'P' for this purpose, the net revenue-gap of Mysore 
would be reduced to Rs. (R-P) lakhs ; and this would be the figure to
be adopted in sub-paragraph (1) above for purposes of computing the 
transitional financial adjustments. No other change in the scheme 
of transitional financial adjustments will be called for. 

31. Gradualness in taking up the burden 

The foregoing scheme, in effect, requires the Mysore Government. 
to take up gradually from the 6th to the lOth year of federal financial 
integration a portion of the net revenue-gap working up to 40 per cent. 
thereof. By the J Oth or the 11th year, if not earlier, we expect that 

, . Mysorc's share of divisible federal taxes will exceed the guaranteed 
·1 amount. 

As already inclic·ated, if in any year during the transitional period, 
the l\lyEore Gonrnment's share of divisible federal taxes should 
exceed the reimbursement guaranteed for that year, it would be the 
larger sum that they would receive. 

For the rest, our propo3als are designed to secure for the 1\Iys<..re 
• Gon:rnment an imm€.diate financial parity of treatment with the Pr<..

vinces of India, in all respects, by the Central Government. · 



On the termination of the transitional period under Article 2.'58, 
there would be no guaranteed reimbursements ; in other words, there 
would thereafter be no distinction at all between the financial rights 
of the Mysore Government and those of any Province vi.~-a-?:i.~ the 
Central Government. 

32. Scope for development of 'Provincial' Revenues in Mysore 

\Ve are satisfied that a scheme of federal financial integration on 
the above lines will not cause any sudden dislocation cf the finances 
of the Mysore GJvernment, nor will it necessitDto reversal of any 
well estatlished and desirable administrative and social policies in 
this State. The present dependencE' of Mysore on "federal" sources 
of revenue is indeed considerable and the immediate scope fvr the 
development of' provincial' taxes is rather limited. Having regard 
to these factors, we an satisfied that a maximum period of five 
years during which the entire net 'revenue-gap ' would be guaranteed 
in full is justified. The possible directions in which the ~Iysore 

Goveri1roents 'provincial sources of revenue' might be developed 
are indicated below ; it can be confidently expected that Mysore will 
take up its share of the burden from the 6th year onwards without 
_difficulty and also be able to improve its financial position generally. 

!i) The question of introducing Agricultural Income-tax requires 
examination. It should be posl!ible to devise a scheme which will 
not press harshly on the poorer sections of the people. To begin 
with, the rates need not be higher than those at pre~ent in force in 

Ccchin. 

(ii) We understand that Resettlement of Land Revenue is long over
due in as many as 33 out of 82 Taluka~, and that the :Mysore Govern
ment have themselves set up a Committee to enquire into the matte:-. 

(iii) Sales Tax is already levied in 1\Iysore; the general rates struc
ture is similar to that in Madras. The list of exemptions is however more 
liberal, and a careful review of this list might be undertaken. J udgin!l 
by past experience in the Provinces, the revenue from Sales Tax is 
bound to show a progressive increase ; and there is. every reason to 
expect that in a few years' time, the yield of Sales Tax in )lysoJ'E' 

would substantially go up. 

(iv) The rates of registration fees and stamp duties in Mysor~, are, 
generally speaking, appreciably lower than those prevailing in l\Iadras 
Province. The question of the gradual enhancement of the rates shou1ci 

be examined. 

(v) There is some scope for an increa~e in the revenue uuder the 
huttd "Mot,or Vehicles Tax,. by gradually raising the level of taxation 

to that in Madras Province. 
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B. ASSETS AND LIABILITIES 

33. The practical application to 1\Iysore of the general principles 
relating to allocation of assets and liabilities, discussed in paragraphs 25 
and 30 of Part I of our Report andfurther elabouted in Chapter II 
of this Part is illustrat.:ld below, with reference to the position at 
the close of the State financial year 1947-48. The final allocation and 
apportionment should be made on the same lines, on the basis of a 
complete E-tatement of assets and liabilities to be compiled as at the date 
of federal financial integration. 

(1) "Unproductive" Capital Assets 
The Central Government will take over by inventory all ' unproduc

tin ' capital assets connected with 'federal' revenues and 'federal ' 
functions and servic~s. The 1\Iysore Government·~ill retain the rest. 

(2) Specific "Productive" Capital Assets 
(a) The Central Government will take over all sepcific productive 

Capital assets connected with" Federal" functions as at the date of 
federal financial intfgration. The book value of these aspets as at the 
close of the Stai:e financial year 1947-48 was as follows: 

Particulars 
1\Iysore State Railway, including Kolar Gold Field 

Railwa,y and Nanjangud..LChamrajanagar 
Railway and excluding Tramways 

'Telephones 

Less amount at credit of Depreciation Funds : 
Railways 70 38 
Telephones 3 ·82 

Rs. in lakh& 

733·07 
16·19 

749·26 

74·20 

675·06 

Note.-The figure of Rs. 70 · 38lakhs for the Railway Depreciation 
Fund has been arrived at after ded1.1cting " Special " contribution ; 
the latter have been separated from the Depreciation Fund and treated 
as a Special Railway Capital Reserve, vide paragraph 34 (2) below. 

(b) The 1\Iysore Government will retain all productive Capital 
assets connected with 'Provincial' functions. The book value of these 
assets at the end of 194 7-48 was as follows : 

Particulars 
Krishnaraja Sagar Irrigation Works • 
Irrigation Works not charged to Revenue 

Tydro-Electric Works . 
industrial and other Works . . . 
Iron and Steel Works and Cement Plant. 

Rs. in lakhs 
507·40 

24·94 
l055·47 
200·87 
235·25 

2023·93 
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Less amount at credit of Depreciation Funds . 

Electrical Works Depreciation Fund 
Sandal Oil Factory 
K. G. F. Water Works 
Chamraj Sagar Water Works 
Soap Factory 
Mysore Iron & Steel Works and 

Cement Plant Deprechton Fund 
Other Industrial Concerns Deprecia

tion Fund 

Rs. in lakhs 
165·13 

8•05 
10·61 
19·61 
2·67 

198·89 

15·95 

(3) Current Assets, Liabilities, Reserves and Funds 

420·91 

1603·02 

The proper procedure here "'ill be to allocate first the current and 
funded liabilities of the State, as between the Centre and l\Iy1wre and 
to place at the disposal of each equivalent " curent " assets, so far as 
may be available. The allocation of the liabilities themselves should be 
upon the functional basis, subject to any modifications necess'lry on 
grounds of public convenience. 

These liabilities, Funds and Reserves, enumerated in their ordu of 
'Friority ', stood as follows at the end of 1947-48. (A more detailed 
analysis is given in Statement III) 

Central Otlters To tal 

(I) Current and banking 
liabilities, Trust 

Funds, sinking funds 

etc. 2232·16 2232 ·16 

(2) Specific Functional 

Funds 69·41 69·41 

(3) Reserve Funds for 

Assets 146·39 0·9J l47 ·34 

(4) Non-Specific General 
Funds & R ..... ~>erves . 830·91 830·91 

146·39 3133·-!3 3279·82 

'fhe t.otal liquiil assets and investments whit·h were a>ailabe on the 
Ist July 19-!8 amounted toRs. 3382 ·55 !akhs ns detailed in Statement 
IV. Th.'re was thus a surplus of eurrent assets over rnrrent lictbilities, 
Funds and Reserves, to the extent of Rs. 102 · 73 bkl:s. The rt'rres
ponding surplus, if any, on the date of federal financial integration 
must be earmarked pro-rata againt earh of the Depreeiaton Funds 
mentioned in sub-para (2) above. The balance of the amounts at the 
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<:redit of the Depreciaton Funds, that is to say, the amounts not covered 
by" current" assets, will alone be taken in reduction of the book value 

<>f the assets. 

If, however, there should actually be an over-all shortage of " cur
rent " assets on the date of federal fin'lncial integration, as comp~red 
with the total of " current " liabilities, Funds and Reserve, the 
avr.ila.ble " current "assets should be utilised to make provision for 

(i) " current " liabilities, 

(ii) Specific Functional Funds, 

(iii) Reserve Funds for Assets, and 

(iv) Non-Specific General Funds and Reserves, 

in that order of priority. Sufficif:nt ' current ' assets are in any case 
likely to be available to cover the first three categories in full and the 
last in part. The shortage of " current ' assets will thus have to be 
treated as extinguishing a corresponding amount of the ' non-specific 
Gen9ral Funds and Reserves ' of which there is only one in Mysore, 
namely, the '' Special Reserve Fu:n.d ". 

(4) There will then remain for apportionment the Public Debt. This 
amounted at the end of 1947-48 toRs. 1620·97 lakhs less Sinking 
Fund Rs. 356·05lakhs, i.e., Rs. 1264·92lakhs net. This Debt must 
be shared by the Central Gov<;.rnment and the Mysore. Government 
in the ratio of the net book value of Specific Productive Capital 
Assets allocated to each Government. 

:34. Specific matters concerning assets and liabilities 
(1) Exclusion of certain Capital'Works from the list of productive 

assets (Provincial) 

The Mysore Government have requested that in computing the 
ratio of productive capital assets,' federal' and' provincial', for the 
purpose of apportionment of Public Debt, 

(a) the Krishnarajasagar Irrigation Works, the yield from 
which has not covered the interest on capital so far, should 
be excluded from the list of' provincial ' productive assets ; 
and 

(b) that " productive" works which are in the course of cons
truction and are likely tc become remunerative cnly ·after 
a period of several years should also be excluded. 

\Vith regard to (a) above, we notice .that the normal net return 
from the works in question is of the order of Rs. 4 to 5 lakhs a year. 
The capital cost according to the books amounted toRs. 507 ·40 lakhs 
at the end of 1947-48. We agree that the works are over-capitalised 

"' 



and in our opinion it would not be reasonable to take a figure of more 
than Rs. 150 lakhs as the" productive" capital expenditure in respect 
of this asset. 

With regard to (b) above, we regret we -are unable to agree to the 
exclusion of important productive capital assets, merely on the ground 
that they have not yet reached the full revenue earning stage. Such 
assets can properly be financed from loan funds and there is no justi
fication for ignoring them in considering the apportionment of Public 
Debt. 

(2} Railway Depreciation Fund 

The Mysore Government have pointed out that the balance at the
credit of this Fund includes a sum of Rs. 146 ·39 lakhs representing 
special contributions made to the Fund during the period 1941-42 
to 1947-48. They desire that this special contribution should be 
distinguished from the normal contributions to the Fund, as calcu
lated with reference to the formula adopted by the Government oflndia 
(Railway Board)- We see no ~bjection to this course and have 
accordingly included the total amount of the special contributions 
(Rs. 146 ·39 lakhs) as a Special Railway Reserve in Statement III. 
This Reserve being of a" federal" nature will be taken over by the 
Central Government upon financial intfgration, with the specific 
obligation that it will be aprlied to special Railway expenditure of 
a Capital nature within the Mysore State. 

An alternative suggestion was also made by the :Mysore Govern
ment that they should be allowed to withdraw the special contribu
tion altogether from the Fund and utilise it for their general'(" Pro
vincial ") purposes. We consider it altogether wrong in principle
that any such withdrawal should be authorised at this juncture. 

(3} Mysore State Insurance Fund: Mysore State Savings Bank 

The l\lysore Government desire to continue under their own 
management their State Insurance and S:wings Bank Schemes. lf e 
see no objection to this course vide our remarks iu this connection 
in paragraph 24 of Chapter III. 

(4) Loans and Advances 

The l\lysore Government desire to make some allowance for 
irrecoverable advances in the amount of " loans and ad>ances ,. 
(Rs. 297 ·94 lakhs) included as item 7 in the list of current assets 
(Statement IV). We consider that this may he rermitted, (when 
the final statement of Assets and Liabilities is drawn up as at the 
date offederal financial integration), up to the same percentage f i'-



the amount actually written off during 1948-49 may bear to the total 
amount of" loans and advances " made during the year. 

(5) While accepting the principle of non-payment of compensation 
for ' federal ' capital assets traruferred to the Centr~ upon federal 
financial integration, theM ysore Government represented that certain 
Residency Buildings, for which (upon retrocession) they had already 
made payment to the Central Government, should have come to them 
free ; and that the amount already paid by them to the Central 
Government on this account should be refunded. It was contended 
that the matter should be reviewed in the context of the impending 
federal financial integration. 

We recommend that the :Mysore Government's contention should 
be dealt with on the lines inllicated in paragraph 23 of Chapter III~· 
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MY SORE 
STATE.l\JENT I 

.Particulars of Revenues which will be lost to the State as a result 
of federal financial integration 

Serial Particulars Amount Reference 
No. (R8. in to 

lakh8) footnotes 
State Fin-
ancial year 
1946-47. 

(ending 
30-6-47) 

A. " Central " revenue8 which 
will merge with the revenue.g of 
the Government of India. 

1 Customs duties on foreign trace 

2 Corporation Tax 25·18 (I) 

3 Income Tax (other than agricultural in-
come tax and Corporation Tax) • 144·90 (I) 

4 Central Excise 60·26 (2) 

5 Railways (Net Receipts) 66 ·71 

6 Posts and Telegraphs 21·38 (3) 

7 Telephones (Net Receipts) 3·16 

8 Currency and Mint 
-{) Interest on Federal Investments (4) 

Total of Section A 3:?1·59 

B. Taxes which will be abolished 

on financial integration. 

10 Salt 
II Import-Export duties on Indian 

(Internal) trade 
-----

Total of Section B 

GRAND TOTAL 321·5!) 
------
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MYSORE 

Notes relating to Statement I 

'(1) Corporation Tax and Income Tax. 

The distribution of the total income tax and super tax receipts as 
between " Corporation Tax " and" Income Tax "on the Indian model 
has been worked out on an approximate basis in consultation with De- · 
pa.rtmental Officers. The figures include revenue collected in the My
·sore "Assigned Traci!' during 1946-47 (Corporation Tax, Rs. 8 ·37lakhs, 
and Inc'lme Tax, Rs. 45 ·29 lakhs). The actual income tax collections 

in that area were Rs. 46 · J 9 lakhs, but a slight adjustment has b9en 
made to allow for the reduction which would have occurredifthe 
1\fysore rates and not the Government of -~ndia rates had been in 
force in the " Assigned Tract " during that y.ear. 

The figures will require modification in two respects when the final 
computation is made . 

. ,(i) As revenue from Excess Profits Tax (which has since been 
abolished) has been ignored for the prupose c f this State
'ment, it has been agreed that the Corporation Tax and 
Income Tax revenue should be increased by an a.mount 
representing the additional revenue which would have 
been collected if Excess Profits Tax had not been allowed 
as a deduction fro!b·•taxable inc:>me . .. 

{ii) It has also been agreed with the Mysore Government that. 
the figures for Corporation Tax and Income Tax should be 
revised to represent the amounts \\-hich would have been 
collected if the revised agreement recently entered into by 
the Mysore Government with certain Gold-mining Compan
ies had been in force during the " basic period ". 

{2) Central Excise. 
This figure includes the following amounts in respect of various 

commodities on which Central Excise Duties are levied in Mysore: 

1\Iatches 
Sugar 
Tobacco . . 
Vegetable Products 
Coffee 
Tea . 
St3el ingots 
Power Alcohol 

-4dd Assigned Tract Revenue 

Rs. in lakhs 
8·58 
9·95 

30·2!) 
2·17 
6·03 
1·76 
1·20 
0·05 

60·00 
0·26 

60·26 



as 
As regards matches and sugar, the amounts represent the final 

''appropriate "figures for 1946-4 7 accruing to the State unct~r the exis
ting arrangements with the Government of India. The figures for 
tob::tcco, vegetable products, coffee and tea will however have to be 
revised when the " appropriate " amou~ts representing Mysore 
Government's share for the year are settled in consultation with the 

Government of India. 

There is no Central Excise" pool" in respect of excis;, duty on power· 
alcohol. and steel ingots ; the figures do not accordingly require any 
modification. 

There are no "Provincial" measures of taxation on tobacco in force
in the Mysore State. 

(3) Posts arid Telegraphs 

Mysore has no postal system of its own but is in enjoyment of an 
immunity in the shape of free conveyance of their official correspon
dence within the State limits. The value of this immunity (which will 
cease on federal financial integration) has been taken as Rs. 21·38 
lakhs ( the figure adopted by the Expert Committee on the Financial 
Provisions of the Union Constitution). 

(4) Interest on 'federal' investments 

The figure to be taken against this entry should be computed on the 
lines indicated in paragraph 12 (14) of Chapter II. 
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MY SORE 

STATEMENT II 

Particulars of Expenditure which will be saved to the State, as a resu'* 
of federal financial integration 

Amount Reference 
(Rs. in lakhs) to 

Serial 
No. Particulars 

A. Expenditure to be taken over by thf'
Government of India. 

1 Cost of collection of taxes : 

(1) Customs duties on foreign trade 
(2) Central Excise duties 
(3) Income tax 

2 National Highways 
3 Defence (I. S. F. only) 
4 Aviation 
5 Broadcasting 
6 Meteorology 

7 Arch~ology 

8 Geology (Survey) 

•.·' 

9 Patents, Copyrights, Trade Marks, Joint 
Stock Companies etc. 

10 "Federal" Civil Works 

11 Pensions of Military and other " federal " 
personnel . 

12 Acc:mnts and Audit in respect of' federal' 
transactions 

Total of Section A 

B. Expenditure which will cease to be in
curred on federal financial integration 

13 Cost of collection of Internal Cus-
toms . 

Total of Section B 

GRAND TOTAL 

State footnotes 
Financial 

year 
1946-47 
(ending 
30-6-47) 

1·47 
1·86 
9·90 (I) 

37 ·17 (2) 

1 (3) 

0·33 (4)' 
0·18 
0·31 
0·40 (5) 

(6) 
(7) 

0·02 (9) 

51·64 

51·64 
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MYSORE 

Notes relating to Statement n 
(I) National Highways 

It is understood that 330 miles of roadway in Mysore State are 
eligible for claseification as " National Highways ". The annual 
-expenditure chargeable to revenue for this length of roadway has been 
estimated at Rs. 9·90 lakhs at Rs. 3,000 a mile (the all-India. 
average furnished by the Ministry of Transpcrt). 

(2) Defence 

The figure excludes the cost of" Palace" troops (non-1. S. F. Units) 
but includes Rs. 1·70 lakhs representing expenditure on military 
pensions and ~atuities. 

(3) Aviation 

The expenditure on aviation during 1946-47 was not booked s3-
parately. The exact figure has to be ascertained and entered in the 
.Statement. 

( 4) Broadcasting 

The figure given in the Statement represents net expenditure after 

-deducting receipts 

(5) Geology 

An amount of Rs. 0 · 40 lakhs has been taken as covering " Central " 
functions which would be taken over by the Geological Survey of 
India after federal financial integration. The 1\Iysore Government 
a.re still considering whether this would be a fair estimate . 

. (6) Patents, Copyrights, Trade Marks, loint Stock Companies, etc. 

The net expenditure under these heads after deducting receipts 

was negligible during 1946-4 7. 

(7) Central Civil Works. 

The expenditure during 1946-47 was negligible. 

(8) Pensions of Military and other "federal" personnel 

As stated in note (2) above, a figure of Rs. 1·70 lakhs for military 
pensions has been included under Defence. The pensions of other 
"'' federal " personnel are difficult to estimate but the amount is likely 
to be very small and may be set off against the reduction to be made 
.from military pensions on account of non-1. S. F. personnel. 

(9) Audit and Accounts 

Estimated cost of audit and accounts in respect of " federal " 
transactions alone has been included here, as the Mysore Government 
desire to continue their existing arrangements in respect of "Provincial" 

transactions. 
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(The cost of Railway Audit and Accounts has been separately 
taken into account, in arriving at t~e figure for net receipts 
from Railways, entered in Statement I). 

(10). General 

During 1946-4.i dearness allowance in respect of all depart
ments was booked under a separate head. A proportionate addition 
on this account has therefore been made to the cost of the various.· 
departments included in this Statement. 
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MY SORE 

.STATEMENT ill 

Analysis of Liabilities as at 1st luly 1948. 

Refer-
Serial 

No. 
Particulars " Fede- " Pro- " Total " ence 

ral" vincial " to foot
notes 

(Rs. in lakh8) 

A. Banking or Current Liabilities 

1. Insurance Fund 443·37 443·37 

2. Provident Funds . (?) ll5·09 ll5·09 

3. Savings Bank Current 
Deposits 263·36 263·36 

4. Savings Bank Fixed 
Deposits and Savings 
Certificates • 195·49 195·49 

5. Endowment and other 
Accounts 83·80 83·80 

6. Sinking Fund for Loans 356·05 356·05 

7. Local and other Funds . 430·27 430·27 (I) 

8. Deposits (?) 224·45 224·45 

9. Miscellaneous 120·28 120•28 

TOTAL OF SECTION A . (?) 2232.16 2232.16 

B. Specific Functional Funds 

10. Famine Insurance Reserve 69·41 69·41 

ToTAL OF SECTION B . 69·41 69·41 

C. Reserve Funds for Assets 

ll. General Reserve of 0·95 0·95 
Industrial concerns. 

12. Special Capital Reserve 
for Railways • 146·39 146·39 

ToTAL 0..1!' SECTION C 146•39 0·95 
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------···- ···-- ·---

Serial 
No. 

Particular~; " Fede- " Pro-
Refer

"Total" ence 
to foot

notes 
ral " vincial 

D. Non-specific General Fund.s 
and Resert·es 

13. Special Reserve Fund 

ToTAL OF SECTION D 

E. Public Debt 

u. Public Debt (Permanent 
Debt) 1620·97 
Lus sinking fund . • 356·05 

1264·92 

ToTAL OF SECTION E 

GB.A.ND TOTA.L 14:6·39 .. ·' 

(Rs. in lakhs) 

830·91 830·91 

830·91 830·91 

lakhs 
, 

, 
1264·92 1264:92 

1264·92 1264•92 

4398·35 4544·74 

YOTE (1) A few functional funds (e.g., Road Fund) have been included 
in the total given for' Local and other Funds'. 



Serial 
No. 

4-:1 

MYSORE. 

STATEMENT IV 

Analysis of Current Assets as at 1st luly 1948. 

Particulars Amount 
(Rs. in 
lakhs) 

Current Assets (Cash antl Investments) 

I. Cash Balance 379·29 
2. Treasury Bills and Temporary Deposits in 245·40 

Banks. 

3. General Investment Account • 1654·48-
4. Loan Sinking Fund Investment Account • 356·05 
5. Famine Insurance Fund Investment 60·50 

Account. 

6. Depreciation Fund Investment Account . 309·34 
7. Loans and Advances 297·94 

8. Departmental Balances 4·17 

9. Food Supply Department Transactions 75·38 
not met from Revenue 

3382"55 

Refer· 
ence to 
foot
notes 

(I) 

NoTE (1) Food Supply Department Transactions not met from Revenvc 

The amount will include : 

(a) cost of foodgrains stock on hand; 
(b) accumulated losses, if any. 

Before the final statement of liabilities is prepared, as on the
date of federal financial integration, the amount of the loss (ex
cluding amounts recoverable from the Government of India toward& 
their share of the loss on sale of foodgrains) should be written o~ 
against the revenues of the State. 
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CHAPTER V 

SAURASIITRA 

A. "REVENUE-GAP" ARISING OUT OF FEDERAL FINANCIAL 
INTEGRATION 

35. Statements I and II appended to this Chapter bring out the 
net rzvenue effect upon the finances of Saurashtra. of 

( i) the transfer of" federal "revenues and" federal" expenditure 
to the Centre, and 

(ii) the abolition of internal customs d':lties as a. result of 
federal financial integration. 

The figures in Statements I and II are base~ upon the Budget. . 
Estimates for the financial year 1949-50 and have been utilised here 
merely to illustrate the scheme of financial (revenue) adjustments 
discussed in the following paragraphs. Moreover, these figures are 
subject to the general limitations indicated in paragraph 6 of Chapter
!. The correct final computations must therefore be made, in due
course, on the same basis ae: in Statements I and II and following the
same principles, when the actuals for the year are known. 

As pointed out in paragraph 4 of Chapter I, the basic period in the· 
case of Saurashtra, both for rev1lp.ue and expenditure computations,._ 
will be their financial year endllig 31st March 1950, excpet in regard 
to the railway revenue for which the average of the three complate 
financial years immediately preceding federal financial integration 
should b'3 taken. 

36. The net dependence of Saurashtra on "federal" revenues and_ 
internal customs duties may be analysed as follows (in round figures):-

Loss of Revenue 
Saving in Expenditure 

In tarnal " Federal" Total 
customs Revenues 

(Rs. in lakhs) 
85 295 380 
5 63 68 

80 232 312 

T'ne total net revenue-gap resulting from federal financial integra
tion is thus Rs. 312 lakhs. 

Financial adjustments required 

37. (1) Internal Customs :-It became clear during our discussions
with the Saurailitra Government representatives, that the total aboli
tion of internal customs in theStatewould be most desirable and were
commend tba t this should be done with effect from the prescribed date. , 
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The main alternative source of revenue, namely Sales Tax, would 
bring in a substantial yield,. but only from the second year onwards;· 
in the first year it might not be sufficient to recoup the loss in full. 

.'This is there{ore clearly a case where the· Central Government can 
reasonably be expected to offer aome direct financial assistance in the 
first year, in order that the Saurashtra Government may be enabled 
to abolish their internal customs at one step, instead of over a period 
-of years. 

In estimating the amount of assistance required, however, we can
not overlook the fact that the Saurashtra Government would receive 
.an. indirect benefit from the Central Government, when. food subsidies 
are enhanced, al'l from the prescribed date, from the present rate of 
.DO% of the total loss on imported foodgrains to 75% as in the case 
of Provinces ; but the additional amount thus receivable will, on 
]l~esent expe.ctations, be rdatively small in the case cf Saurashtra. 

· We therefore recommend a measure of direct financial assistance 
f"rom the Central Government only in the first year of federal financial 

O-F 
integration in the shape of an ad hoc grant-in-aid equal toRs .. ----

2 
where ! C 'represents the net internal custc:,ms revenue during the basic 
"P~riod (1949-50), and' F' represents the additional amolmt receivable 
by the State in the ji•st year of federal financial integration, on account 
of food subsidies (in respect of less on the sale of importfd food
grains) on the 75 % basil;' as compared with the amount receiveable 

on the 50 % basis. 

·We realise that the proposal for the grant of Central assistance 
-constitutes a'departure from our main recommendation in respect of 
internal customs contained in paragraph 22 of Part I of our Report; 
but having regard to the relatively small amount involved and the 
advantages to be derived fro~ the immediate and outright abolition of 
the inu;rnal duties, we consider that there is ample justification for 

-our proposal. . 

· In order that the Saurashtra Government may be encouraged to 
.abolish all internal customs duties even earlier, l.e., during the:, financial 
year 194.9-50 itself, we recommend that in the f. vmt of such abolition, 

• the basic period for the purpose of computing the net loss of revenue 
from this source should be a period of 12 complete moaths preceding 
that in which the abolition is. actually given effect to. We also re
-commend that direct financial assistance from the Centre should be 
·given in that connection in the first year of federal financial integration 
i~ the sa~e way as if internal customs duties were abolished on 

thf' prescribed date. 
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(2) We have now to c::msider the further financial adjustments 
necessary in regard to the b:J.hnce of the net revenue-gap namely that 
relating solely to the transfer of ' federal ' revenues and e~penditure 
to the Centre. This has been estimated at Rs. 232 lakhs. We 
recommend the following scheme : 

If ' R ' represents the total net revenue-gap, inclusive of a loss of 
·• 0 ' on internal custom8, then 

( i) if C exceeds 40 % of R, the Central Government must gua
rantee to re-imburse to the Sau~ashtra Government, 
throughout the transitional period, Rs. (R -C) per 
annum: 

(ii) if C should fall short of 40% of R by arr amount X, the 
Central Government must gua.rantee 'to re-imburse to 
the S3.urashtra Government. 

Rs. (R -C) per annum for the first 5 years ; 
Rs. (R-C-X/5) in the 6th year; 
Rs. (R-C-2/5X) in the 7th year ; 
Rs. (R-C-3f5X) in the 8th year ; 
Rs. (R-C-4/5X) in the 9th year ; 
Rs. (R-G-X)* in the lOth year. 

(3) The guarantee of reimburscme'nt should be implemented by 
the Central Government as follows :-

(a) By paying to the Saurashtra Government its share of divi
sible Income-tax (and of all other divisible federal taxes, 
such as they may b3 from time to time) computf·d in the 
same manner, on the same basis and in accordance with 
the same principles as applicabh to the Provinces of 
India; and 

~b) to the extent that the amount payable l,nder (a) should fall 
short of the guaranteed amount in any year, by •further 

paying to the Saurashtra Gov:lrnmentan amount equal 
to the short-fall, ar a special ad hoc grant-in-aid in that 
year; 

(c) in any year in which the amount payaule under (a) does 
not fall short of the guaranteed amount, the Saurashtra 
Government will rec3ive the amount due under (a), and 
the guarantcf' will be inoperative for that year. 

(4) If th~ Constituent Assembly snould ~timately accept the 
am~ndruent already hbbd by the Drafting Ccmmittee for extension 
of the transition r-eriod pr=scribed in Article 258 of the Draft Consti-

(*This is equal to 60% of R). ,. 



tution to 15 years, the guaranteed amount, as it would be in.. the lOth 
year under the above scheme, should be continued for a further 
period of 5 years. 

. 
(5) With effect from the prescribed date, the Saurashtra Govern-

ment should, as a dirt"ct consequence of federal financial integration.
be entitled to receive food subsidies, at the enhanced rate of 75 % ol 
the loss on the sale of imported foodgrains, as in the case of Provinces. 
These subsidies, and all grants-in-aid, ' bonuses ' and other forms ol , 
financial and technical assistance from the Centre, whether in cash or· 
kind, whether on revenue or capital account, and whether by way 
Ofloans or outright grants, should be payable to the Saurashtra Gov
ernment by the Government of India quite independently of th& 
above scheme of transitional adjustments, i.e., in addition to th& 
amounts guaranteed under sub-Faras. (2) to (4) above, and computed. 
on the same basis and principles as applicable to PrOfJinces. 

(6) Privy Purse.-It has been assumed in the foregoing proposals: 
that the Privy Purse (approximately Rs.t69 lakhs) will be a charge 
on the revenues of the State. If, however, a decision is ultimately 
taken that the Privy Purse should be a "federal" liability the compu
tations of the ne_t revenue-gap should be modified accordingly. In: 
other respects no change in the scheme of transitional financial adjust
ments will be neces!!ary. 

If ' p ' represents the amount of the • Privy Purse ', the total net 
revenue-gap will be reduced to (R-P), and this figure would have to
besubstitutedfor'R' inthe illustrationgiveninsub-para. (2) abov& 
for the purpose of computing the financial adjustments. No other 
modification in the scheme of transitional adjustments will be called 

for. 

38. Se~ Customs (foreign trade) 

It is necessary to refer here to the taking over by the Govern
ment of India in July 1948 of the Customs rights and administration 
at Saurashtra Ports. At that time our Committe had not been ap
pointed; indeed the question of federal financial integration in States

was not then under consideration at all. 

During our discussions with the Saurashtra Government represen
tatives, they referred to the circumstances, in which the Customs 
administration and rights of the Saurashtra Union were surrendered 
to the Government of India, and added that the amount of the " com. 
·pensation "to be paid in consideration thereof, as also the factors to

be taken into account in assessing the compensation, were matters 
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'Still under discussion with the Government of India. It was also 
pointed out that the whole que&tion might even have to be tyferred to 
arbitration as provided in the Agreement under which the surrender 
took place. In the circumstances they desired that for purposes of 
financial :integration calculations, the figure for Customs revenue 
in Statement I should be computed only after the whole question had 
first been decided in the manner provided under the Agreement. 

We have explained to the Sauraehtra Government that for the 
purposes of financial integration, we could not treat Saurashtra dif. 
ferently from any other maritime State and that the figure to be taken 
into account for the purpose of financial adjustments could under no 
circumstance-! exceed the actual net Customs revenue collected at 
Saurashtra Porte. The Committee as such was not concerned with 
any question of" compensation " for "surrender of rights", as no such 
question could, in our view~ arise so far as fed~ral financial in-
tegration was concerned. On the other hand, it would be open to the 
Government of India (or the Arbitrators) in dealing with the question 
of" compensation "as it arose in July 1948, to take note of the fact 
fh!lt for the purposes of financial integration under the new Constitu
tion, it would not be P,Ossible to take into account anything more than 
·the net actual collections at Saurashtra Ports during the • basic period' 
and also that no que~tion of • compensation' as such could arise or 
be raised in that connection (vide paragraph 31 of Part I of our 
Report). , .·' 

It was pointed out to us that the settlement of the question of 
·"compensation" v;ith reference to the circumstances which prevailed 
in July 1948, might even be reached on the assumption that the 
customs rights of Saurashtra were completely extinguished as from 
tlUJt date, and that Saurashtra should for purposes of customs duties 
on foreign trade be considered a non-maritime State thereafter. If· 
such a settlement involving the outright payment of a capital sum to 
Saurashtra should be reached, we wish to make it clear that for pur
poses of computations relating to federal financial integration, the 
annual customs revenue of Saurashtra during 1949-50 should be taken 
in Statement I as nil. It would be beyond our terms of reference to 
go into the merits of the question as to whether a settlement in such 
termrs oould at a arise from the conditions on which the customs ad-

ministration was taken over by the Government of India in 1948. 

Gradualness in taking up the burden 

30. The foregoing scheme in effect requires the Saurashtra Govern· 
ment to take up the entire loss arising from abolition of internal cus
toms duties with some financial assistance from the Centre in the first . 
year of integration; and, to the extent to which the loss on internal 
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customs does not come up to 40 % of the total net revenue;gap, th& 
Saurashtra Government is required to take up a further small portion 
of the loss gradually, between the 6th year and lOth year after in
tegration. But, if the net loss on internal customs should equal or 
exceed 40 % of the total net revenue-gap, ·the entire gap less the 
loss on internal customs, is wholly to be guaranteed by the Centr& 
throughout the transitional period:· 

BytheiOthor llthyear,ifnot earlier, we expectthat Saurashtra's 
share of divisible federal taxes will exceed the guaranteed amount. 
In that event the guarantee will merge into such share. 

For the rest, our proposals are designed to secure for Saurashtra 
immediate financial parity of treatment with the Provinces of India,. 
in all respects, by the Central Government. 

On the termination of the transitionaJ period under Article 258, 
there would be no guaranteed reimbursement ; in other words, there
would thereafter be no distinction at all between the financial rights 
of the Saurashtra Government and those of any Province vis-a-ris the
Central Government. 

Scope for developement of 'Provincial' Revenues in Saurashtra 

40. As in the case of ~Iysore, we are satisfied that the scheme of 
federal financial integration proposed by us will not cause any sudden. 
dislocation of the finances of Saurashtra nor will it necessitate reversal 
of any well-established and desirable administrative and social policies 
in the State. 'Ve have taken into account the State's immediate fi
nancial difficulties in proposing, as in the case oHiysore, that the net 

'"revenue-gap (excluding internal customs) should be fully guaranteed 
• during the first five years. From the sixth year onwards, the normal -development of" Provincial" revenues will enable Saurashtra to bear 

its share of the burden of financial integration and to improve its 
overall financial position. 

:M~eanwhile, as indicated in paragraph 37 (1) above, the State will 
havetodependupontheimmediate introducti(nofSales Tax to ob
tain sufficient revenue to cover fully the loss arising from the aboli
tion of internal customs. Other Provincial ta:tes for which there is ap· 
preciable scope for development in Saurashtra, by a gradual increase· 
in' rates, in due course, to the level prevailing in Bombay Province, ar .. 
Enterta.in.Inent tax, Electricity ~ty, Stamp dUties and Court fees 

and Sales Tax on petrol. 
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B. ASSETS AND LIABILITIES 

41. The practical application to Saurashtra of the general prin-
ciples relating to allocation of assets and liabilities (cf. Paragraphs 
25 and 30 of Part I of our Report and also Chapter III of this Part) 
is illustrated below with reference to the position as at 31st March 
194:9. The final allocation and apportionment should be made on 
the same lines, on the basis of a complete Statement of assets and 
liabilities to be compiled as at the date offederal financial integration.-

(1) "Unproductive" Capital Assets 

The Central Government will take over all unproductive capita! 
assets connected with" federal" functions, Services and revenues; the-. 
Saurashtra Government will retain the rest. 

(2) "Productive" Capital Assets 

(a) The Central Governme.nt will take over all productive-
capital assets connected with ' federal " functions. 
Their book value as at 31st March 1949 was as follows:-

Railways 
Telephones 

Particulars 

Posts and Telegraphs 

Total ·• 

Rs. (Lakhs) 

1025.57 
12.70. 
1. 00 (Estimated) · 

1039.27 

There is no " specific " ~ebt connected with these assets. 

(b) The Saurashtra Government will retain all other produc
tive capital assets. Their book value on 31st March 
194:9 was as follows :-

Particulars 

Electricity Schemes 
State Transport 
Ports . 
Productive Irrigation Works 

Total 

Rs. (Lakhs) 

75.00 
4.75 

389.45 
? 

469 . 20 pl'll)j ,. 

There is no " specific " debt connecteds \Vith these assets. 
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(3) Current Assets, Liabilities, Reserves and Funds 

(a) It is necessary to deal with liabilities, Funds, Reserves etc. 

first. The Central Government must take over such of 
these as are functionally theirs ; the rest will remain 
with, or be discharged by, the Saurashtra Government. 
These liabilities etc. arranged in thier order of" priority" 
stood as follows on the 31st March 1949. (A detailed 
analysis is given in St~tement Ill appended to this 
Chapter). 

"Federal" Others Total 
(Rs. in La.khs) 

.A. Banking or current Liabilities, ~ 

Trust Funds, Sinking Fmd )to. 
B. Specific " Functional Funds " • 
C. Reserve Funds for Assets • 
D. Depreciation Funds · 
E. Reserve for contingencieS (un· 

traced liabilities and Funds) 
F. Public Debt less Sinking Fund • 

Total 

' 
188·27 

188·27 

125·79 125·79 
212·30 212·30 

205·03 393·30 

50·00 50·00 
47·00 47•00 

640·12 828·39 

{b) The total liquid assshs available amounted toRs. U72.57 
lakhs, as follows : (A detailed analysis is given in State
ment IV appended t:> this Chapter). 

Cash and Bank balances 
:Bank lJeposits 
'Shares 
Investments (Earmarked} 
Investments (Not earmarked} 

Tota] 

Rs. 

(Lakhs} 

210·85 
73·04 

271·34: 
615·00 
302·34 

14:72·57 

Clearly, there are sufficient investments (earmarked and non-ear
marked) to meet all the liabilities and Funds in full. They should, 
therefore. be first allocated between the two Governments to the 
extent equivalent to the liabilities, Reserves and Funds allotted to 

4 each on a functional ' basis. 
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(c) There will remain a surplus of liquid assets over liabilities 
amounting toRs. (1472·57-828·39) lakhs equal toRs. 644·18lakhs. 
·Of this, approximately Rs. 90 lakhs may have to be written off from 
the book value of shares in commercial concerns, which have deprecia.· 
ted considerably since they were acquired. The balance of the sur. 
plus, approximately Rs. 554 lakhs, will have to be divided between. 
the Centre and the Saurashtra Government in some equitable manner. 
We recommend that tenper cent of this surplus should be a.llocated 
to the Centre for Capital expenditure on "federal'' objectives in Sau. 
rashtra ; and in the choice of schemes upon which this sum may be 
~xpended, the Saurashtra Government should be consulted. 
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SAURASHTRA 

STATEMENT-I 

Particulars of revenues which will be lost to the State as a result 
of federal financial integration. 

Sec
tion 

& 

(Figures based on the budget estimates for the year ending 31st. 
March 1950). 

Particulars 
Remarks 

Amount or reference 
(Rs. in to Foot-
lakhs) notes 

S. No . 

..4. " Federal " Revenues which will merge with the revenues of 
Govemment of India. 

I Customs duties on foreign trade . 90.00 

2 Corporation tax 16.52 
3 Income-tax (other than Agricultural 

income-tax and Corporation tax) 73.48 

4 Taxes on stock exchange transactions 
other than Stamp duties 0.75 

5 Central Excise 37.34 

6 Railways 78.40 

7 Post and Telegraphs :} (--) 1.67 
8 Telephones 
9 Currency and Mint 

10 Interest on federal investments 

Total of Section A 294.82 

B. Taxes which will be abolished on financial integration 
11 Salt • 0.06 

Internal trade • 34.40 >- 84.76 
12 Import-export duties on 22.39 Jl 

27.97 

Total of Section B • 

Grand Total • 

84.82 

379.64 

(1) 
(2) 

(2) 

(3) 
(4) 
(5) 

(6) 

(7}. 

(8)· 

(9)_ 

the 
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Notes Relating to Statement I 

The amount of Rs. 90 · 0 lakhs represents the latest estimate or 
net Customs Revenue at Saurashtra ports (derived from foreign trade) 
during 1949-50. · 

(2) Corporation Tax and Income-tax 

The amount represents the Saurashtra Government's estimate ot · 
collections during 1949-50 on the assumption that the Income-tax 
Bill of the Saurashtra Government and the rates as now proposed will· 
ultimately he enacted. · ' 

(3) Taxes on Stock Exchange transactions 

The amount of Rs. 0 ·75 lakhs shown against item 4 represents. 
the estimate of receipts from transactions in gold, not of the nature of· 
sales tax or turnover tax, but of the nature of taxes (other than stamp 
duties) on gold contracts. 

(4) Central Excise 

The amount represents estimated net collections from various· 
Central Excise duties which are not subject to any pooling arrangement 
with the Gonrnment of India. ..liost of the Excise duties are at the 
same rates as those levied by the Government of India but some are 
different. 

(5) Railways 

The- amount represents estimated net railway contribution to
general revenues after making adequate provision for renewals but 
without charging interest upon capital at charge. Railway Deprecia
tion Fund and Reserve Funds are not specifically invested separately 
but there are enough liquid resources and investments to cover such 
funds as actually exist. Interest upon such investments is credited 
direct to revenue and not to the Funds themselves. 

In the final computation, the average net revenue for the three: 
years ending 31st March 1950 should be entered against this itemr-

{6) Posts and Telegraphs and Telephones. 

There is an estimated loss of Rs. 1 · 67 lakhs on Posts and Tele
graphs and Telephones systems. The Saurashtra Government enjoys 
no immunities in the matter of Posts and Telegraphs other than the 
running of postal depar1m€nt in certain. States. 'Ihere are no 'Ide-

phones or P. & T. Depreciation or Reserve Funds of any kind.·=--



·(7) Interest 

Interest on investments which may be ultimately taken over by 
"the Central Government less interest on liabilities which may be ul

timately taken over by the Central Government will have to be entered 
against this item. It is not possible to compute this figure at this stage 
:[vide Para. 12 (14), Chapter ll]. 

(8) Salt .. 

The revenue of R~. 0·06lakhs from salt represents revenue from 
excise duty and import duty on salt which will be lost upon federal 

.'financial integration. 

c(9) Import-Export duties on Internal trade 

The three amounts separately shown against this item represent 
'·the following revenues : 

Rs. 22·39lakhs-frcm import-export duties on Indian (internal) 
·trade by sea ; 

Rs. 34 ·40 lakhs- from Import-export duties upon Indian (internal) 
· trade by land ; 

Rs. 27 · 97 lakhs-estimated export duty upon export of ground
nuts to India by land and sea. 

If internal customs are totally abolished in Saurashtra during 
1949-50, the figure to be entered in the final computation against 
this item will be the "actuals" for the 12 months immediately prece
ding that in which intarnal customs are abolished. 
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STATEMENT ll 

Particulars of Expenditure which will be saved to the State as a 
result of Federal Financial Integration 

Figures based on the budget estimate for the year ending 31st Marchl95(), 

Serial 
No. 

Particulars. 
Amount 
(Rs. in 
lakhs). 

Reference 
to foot

notes. 

A.-Expenditure to be taken over by the Govef"!lment of India. 

1 Cost of collection of taxes : 
(1) Customs duties on foreign trade • • 0·15 (1) 
(2) Central Excise duties : 

Tea and Coffee • } 4-·64 Matches . 
(3) Inccme-ta:x • 2·90 

2 National Highways 2·61 (2) 
3 Defence (I.S.F. only) • 38·74 (3} 
4 Aviation • 0·49 
5 Lighthouses . I _I 0·18 
6 Broadcasting • • (-)0·41 
7 Meteorology • 
8 Archaeology • 0·45 
9 Geology (Survey) . 0·18 

10 Patents, Copyrights, Trade Marks, 
Joint Stock Companies 0·07 

11 "Federal" Civil Works • • 
12 Pensions of Military and other "federal" 

personnel • • 8·70 (4~ 
13 Accounts and Audit 4·61 (5). ' 

Total of Section A • 63·31 

. B.-Expenditure whick will cease to be incurred on 
federal financial integration. 

14 Salt ... 
15 Internal Customs . • 4·83 (6) I 

Total of Section B 4·83 

Grand Total 68·14 
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Notes relating to Statement II 

'(1) Cost of collection of Customs duties 

The expenditure shown here is merely the residual expenditure 
incurred by the Saurashtra Government on foreign customs. The 

· :wtual expenditure which is much more than that shown here is now 
incurred indirectly by the Government of India who administer the 

-foreign customs of the Saurashtra Government since July 1948. 

(2) National Highways 

No stretch of road has yet been declared as a National Highway, 
but it is understood from the 1\finistry of Transport (Roads Organisa
tion) that a road mileage of 87 in Saurashtra will qualify for such 

. declaration. · 

(3) Defence 

The expenditure shown in respect of Defence forces relates to 
. I.S.F. units only; moreover, it excludes the charge for military pen

sions. In the final computation, any contributions paid by the 
Government of India should be deducted from the actual booked 

expenditure. 

(4) Pensions 

The figure for pensions in respect of military and ch·il "federal" 
personnel is not readily available and has been estimated at !.:) % 
of the total e~penditu~e (ot~er than pensions) shown in Statement 

II. 

(5) Accounts and Audi~ 

The expenditure in respect of account~ and audit is shown in this 
Statement for the reaso~ that the Saurashtra Government desirE upon 

·federal financial integration that the Accounts and Audit Department 
should be a Central department exactly as in the case of PrO\~ine~;. 

(6) Internal Customs 

The expenditure in respect of internal customs which is shown here 
is not expenditure which the Central Government will have to incur, 
but represents expenditure which will be saved to the Saurashtra 

. Government as a result of abolition of duties upon trade with India. 

. consequent upon federal financial integration. 
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STATEMENT ill 

Analysis of Liabilities as at 31st March 1949. 

Section 
& Serial No. 

Particulars Federal Pro- Total 
vincial 

.A. Banking or Current Liabilities 

1 Ways and Means Advance 
(overdraft Treasury Bill, etc.) 

2 Sinking Funds • 
3 Savings Bank Deposits 
4 Life Insurance Fund • 
5 Other Insurance Funds 
6 State Prm·idt'nt Fund 

(Rs. in lakhs) . 

... 
2·00 2·00 

' 
50·00 50·00 

Reference 
to 

footnotes 

(1) 
(Estimated). 

7 Departmental and other 
Deposits 

8 Eilllowment Funds 
!) :'lf<:morial Funds (Smarak 

Funds) 
10 Gantlhi ~Iemorial Fund 
II Rdil'f :Fund for familiPs of . 

deceasPd officials 
1:! H.emittances and Suspense . 

T0tal, Section A. 

B. Spwfic Functio11al Funds 

I \.illage Uplift Fund . 

!! Road Development Fund 
3 Distress Reli<:f (Public 

Health distress and Culti
Yators' amelioration) • 

4 Famine Rdid . 
5 Technical Institution and 

Education and Village In
dustries 

6 Foreign Education 

Total, Section B • 

C. Re.!ert·e Fund.8Jor .Assets. • 

' 
' .• ... 

t 

' . 

! (2) 
45·98 45·98 

21·31 21·31 
5·00 5·00 

1·50 1·50 

125·79 125·79 plus t 

ll0·08 110·08 

46·74 46·74 
24-~5 24·15 

29·84 . 29 ~s4 
1·49 1·49 

212,30 212·30 

. •. 
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STATEMENT lli-contcl. 

Analysis of Liabilities as at 31st March 1949 

Section Particulars 
& Serial No. 

Federal Pro
vincial 

Total Reference 
to 

footnotes. 

D. Depreciation Funds 
(Separately invested). 
Port Depreciation Fund 
Railway Depreciation Fund 

Total, Section D 

(Rs. in lakhs). 

188·27 
205·03 205·03 

188·27 

• 188·27 205·03 393·30 

E. Non-specific General Funds and Reserves 
Reserve for untraced Funds, 
Liabilities, etc. 50·00 50·00 

(Estima-
tad.) 

Total, Section E. 50·00 50·00 

. F. Public Debt. 
Porbandar Water Works 35·0~ 

Bhavnagar State Bonds 
(General) 14·00 

. 49·00 
Less Sinking Fund 2·00 47·00 

Total, Section F 47·00 

Grand Total 188·27 640·12 

(3} 

47·00 

47·00 

828·39 

Notes relating to Statement m 
(1) State Provident Fund 

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

(2) Departmental and other Deposits 
Deposits of, or in connection with, "federal" departments and 

"provincial" departments should be shown here in their respective 

columns. 

(3) Reserve for untraced Funds, liabilities etc. 
This may be treated as "provincial" in the first instance; but 

when complete information becomes available regarding "untracrd 
funds and liabilitiE.s" the allocation must be made on a 'functional 

basis, in respect of each Fund or liability. 
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STATEME...'IT IV 

Analysis of Current Assets as at 31st March 1949 

Serial 
No. 

Particulars Federal Pro- Total Referenoa 
vincial to 

footnotes. 

(Rs. in lakhs). 
1 CJ.sh Balances; Bank Balan-

ces, etc. 210·85 210·85 

2 Investments in gilt-edged 
securities 302 · 34 302 · 34 

3 Bullion 

4 Shares in Industrial Deve-
lopment concerns 

5 Shares in Banks and other 
concerns . 

6 Deposits in Banks (Fixed 
Deposits) . 

7 Investments relating to "Sta
tutory" Sinking Funds 

8 Investments relating to other 
"Trust" Funds (e.g. Endow
ment or Memorial Funds) • 

9 Investments relating to 
"functional" Funds • 

10 Investments relating to De-

271·34 271·34: 

73·04: 73·04: 

2·00 2·00 ..... 

45·98 45·98 

56·82 56·82 

preciation Funds 188 ·27 205 ·03 393 ·30 

11 Investments relating toRe
serve Funds 

12 Remittances and Suspense • 

Total 

116·90 116·90 

188·27 1284·30 1472·57 

Note relating to Statement IV 

(1) Investments relating to Reserve Funds 

(I) 

The figure shown against this item apparently includes certain 
amounts pertaining to "functional" funds; it ~ be soon from the 
analysis of liabilities that non-specific reserve fund8 amount only to 
Rs. 50 lakhs. 



CHAPTER VI 

PATIALA AND EAST PUNlAB -STATES UNION 

A. "REVENUE-GAP" ARISING OUT OF FEDERAL FlNANCIAL 
INTEGRATION . 
. "' e ~ .:,. 1

• r r • 

42. Statements I and II appended to this Chapter are designed t() 
bring out the net revenue effect; on the finances of the Patiala and 
East 'Punjab States Union of c'omplete int~gration of its federal finan• 
ces with those of the Central Government. The computations 
are ~ased on the budget estimates of the State for its financial year 
1949-50 which ends on the 12th April 1950 and are subject to the general 
limitations indicated in paragraph 6 of Chapter I. The figures have 
been used for illustrative purposes in the following paragraphs but 
the final computations must be based on the 'actuals' for 1949-5() 
except in the case of ra~way revenue for which the average of the 
three complete financial years immediately preceding federal finan
cial integration should be taken. 

43. The position, as it would emerge upon integration of the 'fede
ral' finances of the- Patiala and East Punjab States Union with thos& 
of the Central Government in India may be summarised (in round 
figures) as follows:-

Loss of 'federal' revenues 
Saving of 'federal' expenditure 

Net gain to Patiala and East Punjab States Union 
resulting from federal financial integration 

Rs. in lakhs 
112 
148 

36 

In arriving at the above figures, allowance has been made for a 
sum of Rs. 44 1akhs representing the additional expenditure on th& 
Union's Defence ~orces which the Government of India have already 
been requested tor bear. ·After making this allowance and deducting 
the expenditure on non-I.S.F. Units, the ~et defence expenditure of 
the State has beEm taken as Rs. 133 lakhs. The Patiala and East 
Punjab States Union Government however contend that their "nor
mal" military expenditure should be taken as only Rs. 80 lakhs. W & 
are unable to accept this; indeed we.,cannot adopt any definite figure
in the sense proposed until a decision is reached in consultation with 
the Government of India as to the exact amount to be contributed 
by the Central Government as its legitimate share of the cost of 
the Patiala and East Punjab States Union Defence forces during 

.. 1949-50. I~ any eve~t, the proper "normal" expenditure would hav& 
to be computed by reference to the normal E~trength of I.S.F. rnit for 
the Union as a whole at present scales of cost. However, if the final 
decision is that the normal expenditure of the State on Defence Forces 
should be taken a.s no more than Rs. 80 lakhs, the net gain of Rs. 36 



·' 
lakhs indicated above as the resrilt of federal financial integration 
would be converted into a lass to the State of Rs. l7 lakhs. 

Financial adjustments required 
44. (1) A recurring gain to the Patiala and East Punjab States 

Union as a result of integrating its federal fuances with th'ose of the 
Government oflndia will mean that a corresponding burden is. thrown 

, upon the Centre. We have considere4 w~et~er any ~~~nsitional 

financial adjustments in favour of the Centre would be justified in that 
event, so that the burden may be taken up ~adually over a period of 
years. After disc~ssion with' the representatives of the Patiala and 

' ' . ' ' : ' ~ , . ' 

East Punjab States Union Government, we have come to the conclu. 
sion that the C~ntral Governm~nt ~ho'uld ~afVe any claims for such 
transitional adjustments. · · · ·: 

The result will be that there will be no transitional £nuncial adjust
ments either way in this ~case; and the Patiala aJ?.d East Punjab 
States Union Government would be entitled, upon federal financial 
integration, to their appropriate share of the divisible 'pool of income 
tax (and other divisible federal taxes such as they may be from time 
to time); the State should also rec~ive grants-in-aid (whether on Capital 
or Revenue account) and all other forms of financial and technical 

' ;, j • • • • i I I ' . i I I ~· '., , . ' ' .• l 
assistance, exactly m the same manner and on the same basis and' 
principles as applicable to. th~ Provk'ces :~£ fudia. '·' 

. ·, I I I 1 .•, I. I :·; ; I 

(2) If, however, in consequence of the financial settlement which 
may be reached on the questio~ of th~ contributi~n to b~ ·made by the 

' ' I • , 't C , ' J 

Government of India towards the cost of the Patiala and East Punjab 
States Union Defence Forces during 1949-50, the result of federal' 
financial integration should be a net loss to the State, it would be 
necessary for the Centre to'guarantee tO re-imburse to the Union, the 
entire n~t revenue-gap (Rs. ·· 17 lakhs according to the figures now . 
before us) for an initial period of 5 years; thereafter, the guaranteed 

re-imbursement should be gradually r~duc~~ under 2 ~~J?e~~g-~~wn· 
arrange~ent to 60% of~he net ~evenue-?~~· m ~.he.IOtll ~~~~· · 

(3) In the event of the Constituent Assembly accepting the amenq-
ment to Article 258 of the Draft Constitution, extending t:P,e transiti~n~l 
period to 15 years, the amount to be guaranteed in the. ~Oth y~~r 
under (2) should continue to be so guaranteed for a ~ur~her perl~~i 
of 5 years. ·· ·· · 

(4) The guarantee should be operated in the same manner as· 
recommended in the case of other State~ (e.g., Mysore). Thus, if R 
be the amount of the net revenue~gap,' the CentraJ.: Gove~nient's. 
re-imbursement guarantee will be- ' r1. -. 

Rs. R per annum for the first 5 years; 
Rs. 23/25 R in the sixth year; 



Rs. 21/25 R }n the seventh year; 

Rs. 19/25 R in the eighth" year; . . 
Rs. 17/25 R in the ninth year; 

Rs. 15/25 R in the tenth year. 

'The Centre should implement the guarantee:-

(a) By paying to the Patiala and East Punjab States Union 
Government its share of divisible Income-tax (and of 
all other divisible federal taxes, such as they may be from 
time to time) computed in the same manner, on the same 
basis and in accordance with the same principles as appli
cable to the Provinces of India; and 

{b) to the extent that the amount payable under (a) should 
fall short of the guaranteed amount in any year, by 
paying to the Patiala and East Punjab States Union 
Government an amount equal to the short-fall, as a special 
ad hoc grant-in-aid in that year; 

{c) on the other hand, in any year in which the amount payable 
m;tder (a) does not fall short of the guaranteed amount, 
the Patiala and East Punjab States Union Government 
will receive the amount due under (a) and the guarantee 
will be inoperative for that year. 

The size of the net revenue-gap is likely to be so small in 
the case of the Patiala and East Punjab States Union that 
its share of the divisible pool of Income-tax will ex
ceed the gap, possibly even from the first year of financial 

integration. 

(5} The foregoing calculations are based on the assumption that 
"Trivy Purse' will continue to be a charge on the revenues of the 
·state as hitherto. If, however, it should be decided that the 'Privy 
Purse' (amounting to about Rs. 32 lakhs) should be a charge upon 
Central revenues, the net recurring gain to the Union will be increased 
to that extent; the Central Government cannot however be expected 
to take up this wholly new burden all at once. We therefore consider 
it necessary to recommend transitional financial adjustments for this 

_ purpose. They should take the form of the Patiala and East Punjab 
States Union being required to reimburse to the Centra 1 Government 
theo full amount of the 'Privy Purse' in the first year of financial in_ 
tegration, 90% thereof in the second year, SO% in the third year and 

. ·a.o on, so that the entire burden would be passed on to the Centre 

·m the 11th year. 
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B. ASSETS AND LIABILITIES 

45. The practical application to the Patiala and East Punjab 
States Union of the general principles relating to the allocation df the 
assets and liabilities discussed in paragraphs 25 and 30 of Part I of our 
Report and further elaborated in Chapter III of this Part is illus
trated below. The final allocation and apportionment should be made 
on the same lines, on the basis of a complete Statement of assets and 

1 
liabilities to be compiled as at the date of federal:financial integration. 

(i) Unproductive Capital assets 

The Central Government will take over by inventory all unpro
ductive capital assets connected with 'federal' revenues and 'federal" 
services. The State will retain the rest. 

(ii) Specific productive capital assets 

(a) The Central Government will take over all productive capital 
assets connected with 'federal' functions. These are : 

Rs. {lakhs) 

Railways (Book value) 183·93 (on 31-3-47) 

Telephones 

Posts and 
Telegraphs 

" 

" '··' 
TOTAL 

There is no "specific" debt connected with these assets. 

, 

, 

(b) The Patiala and East Punjab State· Union Government will 
retain all other productive capital assets. T:1ey are :-

*Electricity schemes • 
*State Transport (other than Railways) 
*Industrial and Commercial concerns 
Productive Irrigation works 

TOTAL • 
*Departmentally operated 

• 

Rs. (lakhs). 
1 

1 

There is no "specific" debt connected with these assets. 

(iii) Current assets, liabilities, Reserves and Funds. 

(a) As in the case of other States, we must deal first with current 
liabilities, Funds, Reserves etc. Such of these liabilities and Funds as 
are functionally of a "Central" chracter will be allocated to the 
Central Government; the rest will remain With, or be discharged by. 
the Patiala and East Punjab States Union Government. All non. 
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-specific Funds will have to be appor~ioned b::J~waen the tN.> 

:ao~e~e~ts . . . 
,. ·.· These liabilities, Funds, et~ .• so far as known, may be ~ouped:as 
follows:-

(Rs. in lakhs) 
Particulars "Central" "Provincial" Total 

.A. Bo>nkiniJ or current ii<lbilities ~ 1 

. B. Specific Funds: 

Civil List Reserve Fund 20·57 20·57 
' '' 
Village Improvement Fund ·- ' . 

25·00 25·00* . ' 
Relief Fund • • • • .. 30·00 30·00 

Backward Classes Fund 10·00 10·00 . 
Hospital Fund ·15·22 15·22 

0. Non-specific Funds : 

Development Fund ~ 60·00*1 

D. Depreciation Reserve Funds • 0·30 2·00 2·30 

Note8.-*For facility of illustrating the principles involved, the 
expenditure proposedfrom these Funds in 1949-50 has been 
ignored. 
tThis will have to be apportioned between the Central Govern

ment and the Goveriunent of the Patiala and East Punjab 
States Union in accordance with the needs for development expendi
ture on "Central" and "Provincial" purposes respectively in the 

·state. 

(b) The total liquid assets and investments likely to be available 
at the end of 1949-50 have been estimated as follows:-

Particulars 

1. Cash and Bank balances 
2. Govt. and other authorised securities 
.a: Debentures 
4. Shares 
5. Properties (movable only) 

6. Loans (Mortgages) 
Loans (Bank~g) 

7. Other Loans and advances etc. 

(Rs. in lakhs) 

l8·J:81 
381·30 

33·37 

Advances for purchase of Foodgrains, will be included underitem 7. 
The amount of such advances will be represented actually by 

(i) cost of stocks of foodgrains on hand; and 

(ii) accumulated losses which should however be written off 
to Revenue before the date of federal financial integration 

"' 
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Clearly, there will be sufficient investments an.d cash resources to 
meet all the liabilities and Funds in full. ,They should, ~herefore, 
be first allocated between the two Governments to the. extent of the 
liabilities and Funds allocable to each. In this connection, We recom
mend that 10% of the general Development l?und, which now standS 
at Rs. 60 lakhs, should be allocated to the Centre for capital 
~xpenditure on "federal" .PID,'P9S~s,~th~ t~e . State; a:y.4,_ .. in the 
<:hoice of schemes the State Government should be consulted. 

I ' f . -; . I • t ; , ; I t ~ ' . .' 11 "'. ' 

(c) There will then remain .a surplus of liquid or Current Assets 
.~ver liabilities. , This will haye t~ pe alloc~ted b~tw!'l~~ the Centre 

••. : ) ' •. ; ' ·. ..J- .· ' 

~nd, the State on some eq~itable 1 basis1 ~th, . ,:re~e~~~9~ to the 
relative needs for Capital and developmental expenditure upon 
"federal" and ''provincial" objectives respect~vely in the State. 
This is considered in the following paragraph. · 

. . '. !. ; ,. 

46. In the c'our~e of ~ur discussi~ns with the Patial;}. ~iJ.ci E~st 
Punjab- States Union Gove~nment; they stated that in their view it 
would not be fair to thek people' if no payment~ sho~id be made for 
the transfer of 'federal' ~ssets to the Centr~~ They we~e however 
p~epared to fall in line with other States in accepting the p~kciple · 
~f •no compensation' for such assets, if the Committee would accept 
their proposals for two concessions which they considered ju~tified in 
view of the special needs of their State. The first was that the Central .. • 
-Government should not be allotted any share out of the net Surplus 
of liquid assets and the second that the Central Government should 
guarantee for a period of five years the net revenue-gap of about 
Rs. 17 lakhs which would arise upon federal financial integration, on 

the assumption that the normal military expenditure of the State 
should be Rs. 80 lakhs only. 

We have already dealt with the second request in Section A of this 
Scheme-Report and have recommended that the Central Govern
ment should guarantee the net revenue-gap, if any, in full for a period 
of five years, and thereafter on a gradually diminishing scale for the 
next five or ten years, as the case may be. As we have pointed out in 
that conn~ction, however, the question as to what should be the normal 
military expenditure for the Union is one "hich should be settled by 
the Patiala and East Punjab Statea Union Government in direct con
sultation with the Government of India. 

With regard to the request rolating to the apportionment of the net 
surplus of the liquid assets, we are satisfied that there is urgent need 
for the rapid development of roads in this area which is of special 
strategic importance; this would, in our opinion, justify the 
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allocation to the State of a larger share of the net surplus than in the 
case of other States. ·we accordingly recommend :-

(a) that the CE"ntre should be allotted only five per cent of the 
net surplus of liquid assets, for capital expenditure on 

. sch~mes of a 'federal' character within the State; and that 
in the choice of schemes, the Patiala and East Punjab 
States Union Government should be consulted; and . 

(b) that a further five per cent of the net surplus should be ear-
marked for expenditure by the State on roads of strategic 
importance; and that in this matter the Patiala and 
East Punjab States Union Government should act in 
consultation with the Central Government of India.' 
in the choice of particular Road development schemes. 

General 

{ 

47. While the Scheme-Report for this State has been drawn up 
after full discussion with the Patiala and East Punjab States Union 
Government and after a consideration of the detailed comments and 
suggestions offered by them, Wt' must add that the Patiala and 
East Punjab States Union Government have made a specific re
servation that they should not be regarded as committed to the 
acceptance of the principle of federal financial integration from a 1 

political point of view, pending further discussion with the Govern

ment of India. 



6~ 

PATIALA AND EAST PUNJ'AB STATES UNION 

STATEMENT I 

Particulars of revenues which will be lost to the State as a result 

of federal financial integration. 

(Fig~res based on the budget estimates for the year ending 12th 

April1950) 

Serial 
No. 

Particulars Amount · Reference 
(Rs. in lakhs) :·" to 1 

A.-"Federal" revenues which will merge u>ith 
the revenues of the Government of . 
India. 

1 Customs duties on foreign trade . 
2 Corporation Tax . 

3 Income-tax (other than agricultural 

income-tax and Corporation Tax) 
4 Central Excise 

5 Railways (Net receipts) 

6 Posts and Telegraphs '··· 
7 Telephones (Net receipts) 

8 Currency and Mint 

9 Interest on federal investments 

Total of Section A 

B.-Taxes which will be abolished on 
financial integration. 

Salt 

} 

11 Import-Export duties on Indian (Internal) 

trade 

Total of Section B 

GRANO TOTAL 

.1 , foot notes. . ' 

4·93 (I) 

55·07 (1) 
15·00 (2) 

34·50 (3} 

2·27 (4) 

(5) 

1 (6} 

111·77 

111·77 
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PATIALA AND EAST .. PUNJ'AB STATES UNION 

Notes relating to Statement I 

{!):Corporation tax and Income-tax 

Income-tax Is now imposed · thr.)ugh out the territorie fOf the 
Union. Estimates of collections ~nder 'Provisional' assessments are 
included under revenue (Rs. 14lakhs). 

(2) Central ExciSe 

This is analysed as follows :

Rs. in lakhs. 

Sugar 
Matches 
Tobacco 

. ~ ·00}: Estimat~d ~h~re under "pooling" 
• 4·00 arrangements with the Government 
• 8 · 00* of India. 

15·00 

*The tobacco revenue estimatss are Rs. 12·50 lakhs but this re
presents a .consolidated income from "Tobacco Contracts" which 
are of the nature of Excise Duty cum vend-fee licences. It is 
estimated that "vend-fees" properly so called would not yield more 
than Rs. 4 ·50 lakhs; excluding this amount as "Provincial" revenue, 
the balance is treated as "Central Excise". 

{3) Railways 

The amount shown against this item represents net revenue from 
State lines worked by the Indian Government Railways. The Patiala. 
and East Punjab States Union does not itself operate any Railways. 

As audited figures are likely to be available for the three years 
ending 1949-50, the average net receipts for these three years must be 
taken against this item in the final computation. 

Posts and Telegraphs and Telephones 

The amount represents net revenue from Posts and Telegraphs 
(share from Government of India), Telephones and Radio licences. 
The value of Postal "immunities" enjoyed by the Covenanting States 
has also been included (Faridkot Rs. l ,000, Kalsia Rs. 450, and )Ia.ler
kotla Rs. 900, representing annual value of Service Postage Stamps 
sunnlied free to these states by the Government of India). 
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(5) Currency and Mint 

The "Tank-sala" in th~ Patiala and East Punjab States Union is 
not a mint for coining legal tender. 

(6) Interest on federal investments 

Against this item must be entered interest receivable (in future) 
upon any liquid investments whic.h . may. be. __ all~ca!;ed ~to the __ 
Government of lnqia less interest pa_y;a~l~ by them upon .~J:l:l' 
liabilities or FundS aJlocable to them. The amount to be thus entered 
-cannot be filled up now [vide paragraph 12 (14) Chaper II]. 
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PATIALA AND EAST PUNJ'AB STATES UNION 

STATE~IENT II 

Particulars of Expe:::~.diture which will be saved to the State as a result of 

federal financial integration. 

(Figures based on the budget estilnates for the year ending 12th 
Aprill950). 

Serial 
No. 

Particulars Amount Reference 
to 

(Rs. in lakhs) footnotes 

A.-Expenditure to be taken o,ver by the 
Government of India 

1 Cost of collection of taxes: 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 

12 

(1) Customs duties on foreign trade. 
(2) Central Excise duties 2·00 
(3) Income-tax 2·25 • 

National Highways 
Defence (I.S.F. only) 133·00 

Aviation 
Broadcasting 
Meteorology 0·15 

Archaeology 
Geology (Survey) 
Patents, Copyrights, Trade Marks, Joint 

Stock Companies . Negligible 

"Federal" Civil Works 
Pensions of Military and other "federal" } 8·40 

personnel.. 1·00 

Accounts and Audit 1·00 

Total of Section A 147·80 

B.-Expenditure which will cease to be incurretl 
on federal financial integration. 

·13 Cost of collection of internal customs • 

Total of Section B 

GRAND TOTAL 147 ·8() 

(I) 

(2) 
(3} 

(4) 

(5) 
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PATIALA AND EAST PUNJ'AB STATES UNION 

Notes relating to Statement II 

(1) Central Excise ~uties 

The amount against this item is estimated on a. pro-rata. basis in 
proportic.n to revenue. 

(2) National Highways 

Under the existing arrangements, the entire mileage of National 
Highways in the Union is already maintained at the cost of the 
Central Government. There is therefore no expenditure to be taken 
into account for the purposes of this Statement. 

(3) Defence (I.S. Forces) 

, 

Budget figure (gross) 

Deduct Home Guards, etc., 
Other Non-I.S.F. Units 
(A.H.Q., and Narendra 

, 

Guards) 
Contribution expected from 

Govt. of India 

12 

9 

44 ... ---
Net expenditure (as in Statement II) • 

Rs. (in lakhs) 

198 

65 

133 

The Patiala and East Punjab States Union Government, however, 
contend that their "normal" military expenditure should be taken at 
only R! . 80 lakhs ; we cannot however adopt this figure until a deci
sion is reached in consultation with the Government of India as to the 
exact amount to be contributed by the Centre as its share of the cost 
of the Patiala and East Punjab States Union Defence forces during 
1949-50. 

(4) Pensions of military and other "federal" personnel 

The non-effective military expenditure including pensions has 
been taken at Rs. 8 ·40 lakhs; the civil pensions expenditure has been 
estimated at IJ9th of the civil expenditure shown in Statenent II. 

(5) Accounts and Audit 

The figure represents expenditure on accounting and audit not 
only of "federal" transactions but also of the "Provincial" transac
tions, on the assumption that the entire Accounts and Audit Depart
ment will be "centralised" after integration of federal finances. 
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CHAPTER VII 

VINDHYA PRADESH 
' I; ~ f • '. I • ~ • ~ • , ~ < A •• : • 'I 

A. "REVENUE-GAP" ARISING OUT OF FEDERAL FINANCIAL 
INTEGRATION - ' · 

48. 4ccording to the Budget Estimates for the State financial year 
commencing from the 1st October 1948, the average annual revenue
expected to be realised in Vindhya Pradesh from "federal" ta~es and 
other sources of revenue of a "federal" character~ amounts toRs. 5·61 
lakhs (gross) ; vide Statement I appended. 

It will be further no~iced from Statement I that the State expects 
to realise during 194~-4~ a revenue of Rs. 47•00 lakhs (gross) from 
import-export duties on 'internal' trade with the rest of India. 

,l ' • ' •'' 

Statement II shows particulars of expenditure which will be saved 
to the Vindhya Pradesh Union after federal financial integration. 
The amount of expenditure that will be taken over by the Central 
Government will be Rs. 22 lakhs and the amount that will be saved j 
by the abolition of internal customs will be Rs. 8 · 26 Iakhs ; these figuresj 
are also based on the Budget Estimates for 1948-49 and are, for the 
present, useful only for illustrative purposes. 

The final computations in respect of Statements I and TI must be
made in du~ co~~e when th.~ ac.t~als for the 'basic period' are known. 
This period in the case ofVinqhya fradesh will be the State's financial 
year, 1948-49 (vide paragraph 4, Chapter 1). 

49. The position as it would emerge upon integration of 'federal' 
fina:hces. of Vindhya Pradesh may be summarised, in round figures 
aS follOws :- ' . l . I r ' • 

Loss of Revenue 

Saving of Expe~diture 

(Rs. in lakhs) 

Internal "Central" Total 
customs Revenues 

47 

8 

6 

22 

53 

30 

39 (-)16 23 

- There is thus a "profit" of Rs. 16 lakhs on the integration of 
"fede~al" revenues and expenditure proper ; nevertheless, the net 
o~er-8.li re~ult is. a r~~enue-gap of Rs. 23 lakhs, contributed wholly 
b. y 't:h~ loss of re~enue from internal customs duties. 

, ' I t j I 1 ' ' ,' \ ~ ! 
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Financial adjustments required 

50. We now proceed to consider the scheme of financial adjustments
which would be required on the basis of the abo~e. figures during· the-

, • ,j ' • .' • • I ,! .1. •, 

transitional period: ,, ' 

(1) Internal Customs.-The (net) loss of revenue which would result 
from the total abolition' of internal customs dutie~ (Rs. 39 lakhs) is not 
strictly the consequence of federal financial int~gratioli as ~uch,' bu~ . 
arises from the operation of Articles 16 and 244 of the Draft Constitu.:' 
tion. The loss must therefore ordinarily be made good wholly by 
the Vindhya Pradesh Gove~ent itself.· As it happens,' however, the
State'will gain' to the extent of R~. i6lakhs by the transfer of 'fede~~· 
revenues 'and 'federal' exp~nditure to the Government '~f lndia._ . · T)lls-

- ' . ( ' . ' . ' ' . l' . . ' ., 

gain will at once be available to meet a substantial part of the loss re~ 
. .· . • . .'I t· ,,_ 

suiting from the abolition of internal customs duties. ; for the rest, the 
, I , , · , · " · 1 • r : • · • 1 • : ~ · • 

State will have to develop other sources of revenue, mainly Sales Tax, 
- .... -' I, ' 

to cover the balance of the loss (Rs. 23 lakhs). · · · · -· - · 

The revenue from Sales Tax is not however likely to develop rapidly 
enough to cover this loss fully for about two years. · The· alternatives 
open to the State are therefore, either to spread the abolition of internal 
customs over a period of 2 or 3 years, or to 'abolish the iil.temal 
customs in toto from the' prescribed date and look to the Centre for an 
ad hoc grant-in-aid to supplement the revenue from S~les Tax for th 
first two years. w ~ unhesit~tingly recommend 'the latter ~lternative, 
as the amount of assistance required-'is not considerable and there are
obvious advantages to be secured by a total abolition of internal cus
toms immediately 'upon federal ~a~cial integration.'· ··" 

We suggest that the scale of financial assistance from the Centre 
for this purpose should be Rs. I6lakhs in the fir~t year and Rs: Slakhs 
in the second year,' as an ·aa, hod grant-m-aid .. By that' tune, S~le~ 
Tax and other 'provinCial' so~ces of revenue should have developed 
sufficiently to make up the entire loss. ' ' -

(2) F!om the Central Government's point of view there will be 
- . - ... , I 

a net burden of Rs. 16 lakhs, immediately upon federal fin-ancial 
· · . I· · • · · • ' '• J ; " l 

integration ; to this figure must be added the grants-in-aid for the 
aboliti~n of internal ·customs r~ferred to above.· ! 

' ' ' 

(3) There will be a fur ther burden onthe Centre, if it is decided 
that the res:poil.sibility for the "Privy Purse" of about R.s. 23 lakhs 
must be assumed by the Central Government as their liability. In that 
event, we recommend that there should be a transitional arrangement 

of a "tapering down" nature for a ten-yea~ period, during which the 
Vindhya Pradesh Government would reimburse to the Central Govern--
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m~t th~ entire amount of 'Privy Purse' in the first year, 90% 
thereof m the second year, 80% in the third year, and so on; from 
the 11th year onwards there would be no reimbursement and the 
expenditure would be wholly borne by the Central Government. 

The grant-in-aid referred to in sub-para. (1) above will be set off 
against the amount to be reimbursed on account of Privy Purse in 

[ the first two years. 

(4} The Vindhya Pradesh Union will be entitled to receive its app-
: ropriate share of income-tax (and other divisible 'federal' taxes 
if any) as from the date of federal financial integration. The Union 
will also be eligible for all grant-in-aid on Capital or Revenue account 
and all other forms of financial and technical assistance from the 
Central Government, on the same principles and on the same basis as 
applicable to Provinces. 

(5} General Remarks.-The foregoing scheme (which has been 
drawn up after discussion with the Council of Ministers, Vindhya. 
Pradesh) throws a somewhat heavy burden on the Centre which is 
perhaps inevitable in the special circumstances of the case. On the 
other hand, apart from the necessity to replace 'internal customs' 
revenue by Sales Tax, no financial dislocation of any kind will be 
caused to the State as a result of federal financial integration. 

Specific matters concerning "federal" revenues and "federal" Service 
Departments 

51. (1) Corporation Tax and Income Tax.-No taxes on income · 1 

are levied in the State ; the introduction of these taxes will be in accor. 
dance with the general plan described in the Annexure to Part I of 
our Report. 

(2) Central Excise.-The administration of Central Excise duties 
in Vindhya Pradesh has not been satisfactory in the past; indeed collec. 
tion of Tobacco Excise was completely stopped soon after the ex-Minis 
try took office in 194:8. The most satisfactory arrangement for Vin
dhya Pradesh would be to hand over to the Central Government 
straight away the collection of Central Excise dutie& in that area. The 
amount collected up to the prescribed date less cost of collection may 
be paid over to the Vindhya Pradesh Government, subject to any ad
justments necessary under the pooling arrangements with the Govern
ment of India ; thereafter, the revenues will accrue wholly to the Central 

Government. 
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(3) Administration of "federal" Departments.-We consider it. 
desirable that the Central Government should assume direct adminis
tration not only of "federal" taxation but also of all other "federal'!' 
functions in Vindhya Pradesh as from the date of federal financial 
integration. 

(4) Audit and Accounts.-As the existing arrangements in the 
Vindhya Pradesh Union for 'audit and accounts' are not at all satis- . 
actory and as a great deal of organisational work has still to be done, 

it is particularly desirable that the Auditor-General of India should 
assume responsibility for 'audit and accounts' in Vindhya Pradesh. 
as from the prescribed date. 



J8 

B. ASSETS AND LIABILITIES 

52. No consolidated accounts showing the transactions and balances 
under Capihl, Remitta.nce, Ddbt an:l Ddposits hea.ds have been 
prepa.re:l :>r pu')lish~:l so fa.r, for the Vindhya Pra.desh Union as a 

whole. The replie3 furnished by the Union to the Committee's 
Questionnaire show that :-

('~) there are no specific productive capital assets 'federal' or 
'provincial'; 

(b) current assets (cash bala.nce and investments), current loans 
and advances etc. totalled Rs. 304. 64 lakhs, taking into 
account the balances of Rewa State at the end of September 
1948 and those of the other Covenanting States at the time 
of handing over. The po3ition at the end of March 1949 
was as follows:-

Cash and Bank Balances 
Investments 

Rs. in lakhs 
106·16 

87·11 

(c) a. figure of Rs. 77.96 lakhs has been given in the answer 
to the Questionnaire as representing current liabilities, but 
full information is lacking as to the exact amounts at the 
credit of particular deposit heads or Funds. 
It has been further ascertained that-

(i} a sum of Rs. 3.5 lakhs at the credit of the Coal Mines 
Labour Welfare Fund has been kept out of the Govern
ment accounts altogether; 

{ii) the amount creditable to the Coal Mines Stowing Cess 
Fund has been merged in the General Revenues and 
separate accounts have not been kept; 

(iii) Central Road Fund allotments have not also been accou n 
ted for separately; 

(iv) Investments to the extents ofRs. 15lakhs are held on account 
of a Civil List Investment Fund. 

53. The allocation of assets and liabilities will be made on the 
following lines. 

Any "unproductive" assets actually in use by the Departme•· · 
. eoncemed with "federal" subjects will ~ taken over by the Cent• • 
Government by inventory. No valuation is necessary or need be 
attempted. 

"""-...1 1" There are apparently no "productive" capital assets of a ~euera. 

eha.ra. o ter to be similarly transferred. 
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The " current " liabilities relating to "federal" matters (such 
as Provident Funds of personnel taken over by the Government of 
India. in connection with the administration of "federal" subjects) 
and funded liabilities of a. "federal' character such as Coal }fines Labour 
Welfare Fund, Coal }fines Stowing Cess Fund, will have to be taken 
over by the centre, together with a corresponding amount of "liquid" 
assets. 

For the rest, the. net surplus of cash and liquid investments, after 
providing for all current and funded liabilities is · likely to . be 
very small, and we recommend that the Centre may, as a. matter of 
concession, refrain from claiming any share of such ~ssets on federal 
financial integration. 
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VINDHYA PRADESH UNION 

STATEMENT I 

Particulars of Revenues which will be lost to the Vindhya Pradesh Union 
as a result of Financial Integration with the Central GovernmenL 

(Figures based on Budget Estimates for the Financial Year-1st 
()ctober 1948 to 30th September 1949). 

Serial No. Particulars Amount 
(Rs. in 
lak.hs) 

Remarks or 
reference to 
footnotes 

A. "Federal" Revenues which will merge with the revenues of the 
Government of India. 

1. Corporation tax and Income-tax 

2. Opium . 

3. "Central" Excise 

(i) Matches • 

(ii) Tobacco 

4. Salt 

5. Railways 

6. Posts & Telegraphs • 

7. ·:Miscellaneous • 

Total, Section A. • 

3·30 

1·00 

1·31 

5·61 

(1) 

(2) 

(3) 

(3) 

(4) 

B. Taxes which will be abolished on financial integration.-

8. Import-Export duties on inter
nal trade 

GRAND TOTAL • 

47·00 

52·61 
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VINDHYA PRADESH UNION 

Notes Relating to Statement I 

(1} Corporation tax and Income-tax 

No Income-tax or Corporation Tax is levied in Vindbya 
Pradesh. 

(2) Opium 

Opium is not cultivated in Vindhya Pradesh. 

(3) Central Excise 

( i) Matches.- The figures of Rs. 3 · 30 lakhs is based upon past 
actuals for Rewa State (Rs. 2 ·15 lakhs pertaining tq 
the year 1946-47 but received in 1947-48) and for Bundel
khand States (Rs. 0 ·56 lakhs for 20 St~~es in respect of 
1946-47). Figures for other States in Bundelkhand are not 
available. The figure of Rs. 3 · 30 lakhs has been adopted 
by the Vindhya Pradesh Government in their Budget 
Estimates for the year 1948-49. There is only one match 
factory in the whole ofthe Union yielding about Rs. 4,000 . 
as duty, but this is not relevant for the purpose of this 
Statement. 

(ii) Tobacco.-Tobacco Excise is not at present collected in the 
Union except in Datia where the earlier arrangem~nts are 
being continued. The Government of India are however 
pressing the State Government to collect duty on tobacco 
at the same rate as in the rest of India, and it is likely that 
necessary arrangements will soon be made. A figure of 
Rs. 1 · 00 lakhs is the estimated revenue for a year for the 
whole Union. 

(4) Posts and Telegraphs 

The figure of Rs. 1 · 31lakhs is made up of 
Rs. (lakhs) 

(i) Surplus revenue from the telegraph office at 
Rewa • 0·23 

(ii) Broadcasting licence fees. 0·02 
(iii) Value of free service stamps supplied to Datia 

and Panna 0 · 06 
(iv) Free carriage of official dak within Rewa State 

limits valued at 1·00 

1·31 
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With regard to item (iv), a monthly subsidy of Rs. 430 is paid t() 
the Indian P & T Department in connection with this arrangement. 
It is noticed from the earlier records that the concession· of free carriage 
of official mails within the State limits was granted in return for a 
monthly contribution of Rs. 180. This figure was subsequently 
increased toRs. 430 at a later date. On a strict view of the matter. 
the arrangement cannot be regarded as an "immunity", but the 
Davidson Committee considered that the cost of the service (then 

. estimated at Rs. 54,400) less Rs. 5,160, the contribution made by the 
State, should be treated as an "immunity". More recently, the Expert 
Committee on the financial provisions of the Draft Constitution have 
estimated the value of the immunity at Rs. 1· 72 lakhs, but the State 
authorities agree with us that this estimate is too high and that it 
would be more appropriate to take a figure of Rs. 1 · 00 lakh for the 
purpose. 

In addition to the above-mentioned items, an expenditure of Rs. 
1·00 lakh is incurred on the State Postal ServiC"e. We have ignored 
this item as there is no postal service in the State in the proper sense 
of the term for the benefit of the public but only local arrangements 
for the carriage of official dak to places not served by the Indian Post 

Office. 

We understand that there were postal systems for the use of the 
public in one or two of the Covenanting States in Bundelkhand but 
those services have since been discontinued. 

There is also a small amount of Rs. 5,000 which is paid by the 
Indian P & T Department for the carriage of mails of the Panna Post 
Office from Satna. As this constitutes a payment for services 
rendered, it has not been treated as an immunity. 
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VINDHYA PRADESH UNION 

STATEMENT IT 

Particulars of Expenditure which will be saved to the Union 
Government after Federal Financial Integration· 

(FigurEs baf'ed on Budget Estimates for the Financial year-1st 
October 1948 to 30th September 1949). 

Serial No. Partirulars Amount Remarks•o.r 
(R.s. in reference 
lakhs) to foot-

notes 

A. Expenditure that will be taken IJver by the Otn(ral.Gcvetr:ment. 
'. 

I. Cost of collection cfCmtral ExciEe 
duties 0·25 

2. National Highways (120 miles at Rs. 
3,000 per mile) • 3·60 

3. Defence (excluding cost of non-I. S. F. 
Units) 15·00 

4. Aviation . 
5. Broadcasting 
6. Meteorology 
7. Archaeclogy •.·' 
8. Geology (Survey) 
9. Patents, Copyrights, Joint Stock Com

panies, etc. 
J 0. Pensions-of mi1itary and "federal" 

o-19 

personnel • 0 · 37 
11. Audit in respect of 'federal' transac-

tions 3·00 

Total , Section A. . 22·41 

(1} .. 

(2} 

(3} 

(4J. 

(5). 

B. Expenditure that will cease to be incurred on federal financial inte
gration.-

1. Internal Customs 8·26 

GRAND TOTAL . 30·67 
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VINDHYA PRADESH UNION 

Notes relating to Statement II 

The cost of collection has been estimated with reference to the 
actuals of Rewa State for 194 7-48. 

(2) National ffighways 

The total "National Highways" mileage in Vindhya Pradesh as 
furnished by the Ministry of Transport is 168; of this the responsibility 
for the maintenance of 48 miles is already borne by the Central 
Government under the existing arrangements. The cost of main
tenance of the balance of 120 miles has been estimated at Rs. 3,000 
per mile, the all-India average figure furnished by the Ministry of 
Transport. 

·(3) Defence (excluding non-I.S.F. Units) 

A lump sum of Rs. 16·20 lakhs has been provided in the budget; 
this will cover the cost of non-ISF units, the responsibility for which 
will not be taken over by the Central Government upon federal financial 
integration. Allowing for this factor, the figure for expmditure 
on I.S.F. units may be taken as Rs. 15·00 lakhs. 

(4) Pensions 

The amount shown against Pensions has been estimated 
with reference to the actua.ls for Rewa State for 1947-48, 
which amounted to Rs. 0 · 27 lakhs inclusive of pensions for non-ISF 
unit!'. There are also Indian States Forces stationed in Datia and 
Panna. The sit:e of these fc.rces is about one-fourth of those in Rewa. 

(5) Audit and Accounts 
The entire cost of audit and accounts (roughly estimated at 

Rs. 3 ·00 lakhs) has been taken into account on the asmmption that 
-the Government of India will have to take over the responsibility for 
audit and accounts of all transactions of the Union, as in the case of 

~rovinces. 



CHAPTER VIII 

RA1ASTHAN 

A. "REVENUE-GAP" ARISING OUT OP FEDERAL 
FINANCIAL INTEGRATION 

54. Statements I and II sppended to this Chapter bring out the 
net revenue effect upon the finances of Grea.ter Rajasthan of-

(i) the transfer of "federal" revenues and "federal" expenditure 
to the Centre; and 

(ii) the abolition of land custom~ duties as a result of federal 
financial integrathn. 

The figures in Statements I and II are l:ased mainly upon the 
Budget or Revised Estimates of the various covenanting States of 
Rajasthan for thier respective financial years 1948-49 and are subject 
to the general limitations indicated in paragraph 6 ~f Chapter I. They 
have been utilised here merely to illustrate the scheme of financial 
{revenue) adjustments discussed in the following paragraphs. The 
final computations must be made, in due course, on the same basis as 
in Statements I and II and following the same principles with refer
fnce to the actuals of the prescribed "basic period". 

55. The choice of particular accounting periods to make up the 
~'basic period" for the Rajasthan Union as a whole presents c:mEider- · 
able difficulty. We have stated in paragraph 4 of Chapter I that in 
the case of Unions generally it will b~ necessary to take only . one year 
-namdv, the last completE-d financial yEar before federal financial 
integration-as the basic period, except in the case of Railways for 
which audited figures ue likely to be available for a three year period. 
The present United State of Rajasthan will not however complete 
its first financial year before the 1Ft April, 1950. Consequently, 
it is necef sary to prepare the computations with reference to the last 
-completed financial year (before the prescribed date) of each unit 
within the Unicn namely, 

(i) Former Rajasthan Union, 
(ii) Jaipur, 
(iii) Jodhpur; 
(iv) BikanET, 
(v) Jaisalmer, 
(vi) Matsya . 

.Allowance ruust be made, however, for one important factor, namely 
Internal Customs, the revenue and expenditure relating to which 
would be affected hy the abolition of inter~statal customs barriers, 
consequent on the merger of these units to constitute the present 
Rajasthan Union. Accordingly, the figures in the illustrative 
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Statements I and II attached have been compiled with reference 
to the following accounting periods after making an allowance for 
inter-State customs duties : 

Former Rajasthan Union 
Jaipur 

l-10-1948 to 30-9-1949 
l-9-1948 to 31-8-1949 

Jodhpur 
Bikaner 
Jaisalmer 
Matsya 

_l-10-1948 to 30-9-1949 
l-4-1948 to 31-3-1949 
l-ll-1948 to 31-I0-1949 
l-4-1948 to 31-3-1949 

NoTE.-(i) Although Bikaner and Matsya are following the same 
financial year as the Government of India and would 
therefore c<J\mplete their financial year 1949-50 on the 31st 
March 1950, it is not possible to adopt that year as the 
basic period for these two Units, as separate accounts 
are not likely to be maintained for them for the 
whole year 1949-50 in view of their merger into Greater 
Rajasthan. The financial year 1948-49 has accordingly to 
ba adopted as the basic period for 9.11 covenanting 
Units. 

(ii) For Railway revenue, in respect of which audited figures 
for earlier years are likely to be available, the average 
net receipts for the three completed financial years of 
the Railways concerned immediately preceding the pre
scribed date should beadoptedforpurposes of Statement!. 

56. The effect of federal financial integration on the Revenues 
and Expenditure of Greater Rajasthan, as brought out by Statements 
I and II, may be summarised as follows : 

Loss of Revenue 
Saving of Expenditure 

Net loss. 

Abolition of Transfer of 
internal cus
toms and 
Salt duty 
compensations 

''federal" 
Revenues & 
Expenditure 
to the Govt. 
of India 

Total 

Rs. (in lakhs) Rs. (in lakhs) Rs. (in lakhs) 

332 225 557 
30 248 278 

--- --- ---
302 (-) 23 279 

Although complete information in regard to a few items was not 
availble to the Committee, it is not likely that the figures given 
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here will require any considerable modification, so as to affect the
general plan of adjustments discussed in this Chapter. 

It would seem that there will be a net 'gain' of Rs. 23lakhs to the
United State of Rajasthan upon the integration of their 'federal' 
revenues and 'federal' expenditure with those of the Central Govern-. 
ment ; the State will, however, be faced with a very serious problem 
as a result of the a. bolition of internal customs which at present yields 
nearly three crores of rupees per annum. 

Financial adjustments required 

Land Customs 

57. (I) As already explained (paragraph 22 of Part I), the loss of 
revenue resulting from the abolition of internal customs duties arises 
from the operation of Articles 16 and 244 of the Draft Constitution 
and must be made good by the State itself by rec<;n;trse to alternativ~ 
forms of taxation. Similarly, the loss on account of the discontinu
ance of the Salt Duty Compensations (Rs. 15 lakhs included in the· 
figures ofRs. 302lakhs shown in paragraph 56) must also be borne by 
the State, as no "federal" revenue by way of duty is being actually 
raised from salt. 

After discussion with the Rajasthan Government, we are convinced 
that, in view of the very large amount involved, it will not be :possible 
to secure the immediate abolition of internal customs in this Union. 
Steps must, however, be ta en to ensure that the abolition will be· 
achieved in stages, over a period noi exceeding five years. . The abo
lition of duties on some items, the scaling down of duties on others. 
and the introduction of a carefully devised system of Sales Tax must 
therefore be taken in hand at once. If the revenue from Sales Tax 
should reach the level ofRs. 3 crores earlier than in the fifth year, the
complete abolition of the internal customs duties must be corres
pondingly accelerated. 

As an immediate step, th~ Rajasthan Government should (espe
cially with effect from the date from which federal financial integration 
may become effective) observe the principles laid down by the Expert 
Committee on the financial provisions of the Union Constitution (vide· 
paragraph 22 of Part I of our Report). 

"Federal" Revenues and Expenditure 

(2) As indicated above, our ()amputations show that Eo far as 
'federal' revenues and 'federal' items of expenditure are concerned, 
there is likely to be a net gain of the order of Rs. 23 Iakhs to the 
Rajasthan Union. We do not consider it necessary to suggest any 
transitional financi:al adjustments in respect of this relatively small 
burden which would be thrown on the Centre. 
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The Rajasthan Government will therefore with effect from the date 
.cffederal financial integration, be entitled to their appropriate share 
of Income-tax (and other divisible 'ft:deral' revenues such as they may 
be from time to time) and also be eligible for all grants-in-aid, on 
Capital or Revenue account, food subsidies at the enhanced rate of 
'75% of the loss on the sale of imported foodgrains as in the case of 
Provinces and all other forms of financi~l and technical assistance 
from the Centre, on the same basis and on the same principles as appli
cable to Provinces. 

(3) If, however, when the final computations are made, with refer• 
-ence to the actuals of the prescribed 'basic period', it should be 
found that the Rajasthan Union has incurred a net loss instead of a 
gain as a result of federal financial integration, it will be necessary 
io provide for a measure of gradualness in regard to the taking up of 
that burden by the Union. 

The following will be the scheme of financial adjustments in that 
.event: 

(i) The Central Government must guarantee the reimbursement 
to the State of the entire amount of the net revenue-gap of federal 
revenues, resulting from federal fin~ncial integration, for the whole 
transitional period of 10 years. The guarantee must be continued for 
a further period of five years if Article 258 of the Draft Constitution 
is amended so as to extend the transitional period to 15 years. 

NoTE.-The loss from the abolition of land customs duties itself 
accounts for more than 40 per cent of the initial over-all net loss ; 
there is consequently no reduction of the amount of the guarantee 
from the fifth year onwards-vide note below paragraph 32 of Part 
1 of our Report. 

(ii) The Centre should implement the guarantee: 

(a) by paying to the Rajasthan Government its appropriate 
share of divisible Income-tax (and of all other divisible 
federal taxes, such as they may be from time to time) 
computed in the same manner, on the same basis and in 
accordance with the same principles as applicable to the 
Provinces of India ; and 

(b) to the extent that the amount payable under (a) should 
fall short of the guaranteed amount in any year, by paying 
to the Rajasthan Government an amount equal to the 
short-fall, as a special ad hoc grant-in-aid in that year ; 

(c) on the other hand, in any year in which the amount payable 
under (a) does not fall sho rt of the guaranteed amount 



the Rajasthan Government will receive the amount due
under (a) and the guarantee will be inoperative for that 
year. 

(iii) Apart from the share of divisible 'federal' taxes referred 
in (ii), the Rajasthan Government will, in addition be entitled to all 
other forms of financial and technical assistance from the Centre 
mentioned in sub-para. (2) above. 

Privy Purse 

(4) The estimate [in sub-para. (2) above] of the 'net' gain of Rs. 
23 lakhs to Rajasthan upon federal financial integration 
is based on the assumption that 'privy purse' ·.would continue.
as at present, to be a charge on the revenues of the Union. If 
however, it should be decided that 'privy purse' sliould be niade 
a charge on 'Central' revenues, there would be an additional burden 
on the Centre to the extent of nearly a crore of rupees. In that 
event we recommend that the Rajasthan Union should reimb'll'se 
the Central Government the amount of the "privy purse" '"" ,·uu 
for the first year, 90% in the second year, 80% in the third year, and. 
so on, on a tapering down sale until the tenth year. From the lith 
year, there would not be any reimbursement and the Centre must, 
then take up the entire burden. '··' 

The Rajasthan representatives appreciated the above proposal and 
strongly urged before us that there could be no justification whatever
for leaving the 'privy purse' as a purely 'Provincial' charge after 
financial integration. The general question, as we have already 
indicated, must be decided on political and constitutional
considerations. 

Comments on certain specific matters relating to 
Revenue and Expenditure 

58. (1) Land Customs on foreign trade 

It is understood that Jodhpur is at present levying its own customs· 
duties, in addition to those imposed by the Government of India, on 
exports to and imports from Pakistan .. It is essential that any such 
additional duties levied on goods crossing the Indo-Pakistan frontier 
should be completely discontinued as from the prescribed date. Simi
lar action will be necessary in Bikaner, and J aisalmer, if they are also 
levying any duties on Indo-Pakistan trade on their own account. 

(2) Royalties 

Reference is invited to our general remarks in paragraph 11 (7) of" 
the Annexure to Part I of our Report and in paragraph 12 (3) of" , 
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.Chapter II relating to various types of 'Royalties' collected in certain 
States. Such portion of the income as will, according to the principles 
.set out in those pa.rag~aphs, be classifiable as 'federal', must be com
puted sepa.rately and included in Statement I under the appropriate 
heading ("Income-tax" or "Central Excise"). 

{3} Salt 

The general position in regard to· the various salt agreements with 
States is explained in paragraph 12 (5) of Chapter II. It has not been 
possible for us to work out with any accuracy the duty element involv. 
ed in t~e different payments made to the States. Rough estimates ha >e 
been made for purposes of inclusion in Statement I agaimt the entry 
"Salt." 
' 
(4) Defence 

. It has been represented to us that a provision of Rs. 18 lakhs in· 
eluded in the Jodhpur budget under defence is really a liability of the 
Central Government e-ven under existing arrangements. We are not 
aware if this liability has been accepted by the Government of India. 
If it is finally settled that the amount involved should be regarded a9 

an already existing "federal" liability, the figure to be taken into 
account in Statement II will be only the net amount of Rajasthan's 
own expenditure.on defence, after deducting the contribution from the 
Government of India in respect of the liability in q,uestion during the 
basic period. 
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B. ASSETS AND LIABILITIES 

59. The practical application to Rajasthan of the general principles 
relating to allocation of assets and liabilities (cf. Paragraphs 25 and 30 
of Part I of our Report and also Chapter :Q:I of this Part)_ is illus~rated 
below with reference to the position as at the end of the financialyear 
1947-48 for each of the units comprising the Union .. The final .alloca
tion and apportionment should be made on the same lines, on the basis 
of a complete Statement of assets and liabilities to be compiled as at the 
date of federal financial integration. 

(1) "Unproductive" Capital Assets 

The Central Government will take over all unp;oductive- capital 
.assets connected with "federal " functions, Services and revenues; 
the Rajasthan Government will retain the rest. 

(2) "Productive" Capital Assets 

(a) All productive capital assets connected ~ith "federal" func
tions will pass to the Central Government upon federal financial integra
tion. There is no "specific debt " connected with those assets. · 

The book value of these assets in the different units comprised in the 
Rajasthan Union was as follows on t~~ dates specified against each,-

Former Rajasthan Union 

Jaipur • 

Jodhpur 

Bikaner 

Ja.isalmer 

Mataya. 

(Rs. in lakhs )- -

As at Railways Telephones 

1-10-'48 1y .89} 

1-9-'48 186.00} 1. 78 
~5.00 

1~10-'48 512.11 5.90 

f-4-'48 437.25 ~ 

1-11-'48 

1-4-'48 19.00 3.22 

NoTE.-(i) The capital cost of the Chabra-Baran Section of the 
G. I. P. Railway System must be added to the figures shown against 
c• Former Rajasthan Union ". The linES was owned by the former 
Kotah State. 

(ii} The Capital contribution made by the Jaipur Durbar towards 
the cost of theN agda-Ma thura Railway (Rs. 85lakhs) has been included 
in the above statement, for the reasons explained in para graph 15 of 

Chapter III. The amount represents the cost of the Jaipur Section of 
the Nagda-Mathura Railway ; the investment made T>y the Durbar is, 



according to the terms agreed between the Government of India and 
t~e Durbar, to be regarded as permanent. 

(b) The Rajasthan Government will retain all other "productive'~ 
capital assets, that is to say, those connected with "Provincial" func
tions. Here also there is no "specific debt" connected with the assets. 

The book value of these assets was as follows : 

Name of Unit As at 

Former Rajashtan 1-10-48 
Union 

Jaipur • 1-9-48 

Jodhpur 1-10-48 

Bikaner 1-4-48 

Jaisalmer 1-11-48 

Matsya. 1-4-48 

Electricity 
schemes 

1 

58.42 

44.38 

48.00 

~ 

10.94 

Productive 
Irrigation 
Works 

100.00 
(Approx.) 

91.59 

312.23 

! 

175.00 

(3) Current Assets, Liabilities, Rese"es, and Funds. 

Others Total 

1 100.00 

36.40 94.82 

23.61 159.58 

17.02 377.25 

1 1 

? 185.94 

The proper procedure here will be to allocate fir&t the current ~nd 
funded liabilities of the State between the Government of India and 
the Rajasthan Government on a "functional" basis, and to place, at 
the disposal of each, equivalent current assets to meet such liabilities. 
The principles involved and the detailed procedure to be followed have 
already been indicated in paragraph 16 of Chapter III. 

An analysis of the liabilities, Reserves and Funds in Greater 
Rajasthan, so far as can be readily ascertained, is given in Statement 
ill. There is no "Public Debt.'' An analysis of the "current'' 

. liquid assets available with the States in Rajasthan fpr meeting these 
liabilities is given in Statement IV. 

As the figures in Statements III and IV represent the position on 
different dates for the different units comprised in Rajasthan, it is not 
possible to give here a. complete picture of the position in regard to the 
assets and liabilities of the Union as a. whole with reference to any 
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rtic~ll.r dJ.te. A very roagh idea of the general position as revealed 
r the available details embodied in St.atements III and IV is given 

3low :-

Group (Rs. in lakhs) 

About 1,100 
A. Current or Banking Liabilities, Trust 

Funds, eto. 

B. Specific "functional" funds " 50() 

" 5() .. C. Depreciation Funds 

D. Capital Reserve Fund (pertaining to Railways) " 9(} 

E. Non-specific Funds " 6()-

Total .. " 1,800 
'. 

As against the above liabilities the total liquid assets and invest
lents available were of the order ofRs. 3,200 lakhs as follows:-

Bank Balances and Cash 

Investments 

Bank Deposits and Bullion 

Shares 

Current loans, advance~ etc. 

. . 

I .• w 

-Total • 

(Rs. in Iakhs} 

250--· 

1,65(): .. 

• 

50"' 

40' 

1,200' 

3,190 

, (4) Clearly, there will be sufficient investments and other liquid' 
• ssets on the date of federal financial integration to meet all the lia
>ilities and Funds in full. The investments should therefore be first; 
Jlocated to the Government of India and to the Government . oC 
l.ajasthan upto an am-ount equivalent to the liabilities, Reserves andl 
3'unds allotted to each on a "functional" basis. 

(5) There will then remain a surplus of liquid assets over liabilities. 
fhe exact amount of this surplus must be carefully computed as on 1st: 
\.pril 1930 (the proposed date of federal financial integration), ajter
v:iting off altogether all irrecoverable amounts and losses, parti9ularly 
';apital los3es on foo:igrains purchases remaining unadjusted under 
''Advances". Appropriate amounts must also be ear-marked in 
~espect of sancti~ned schemes iP progress (or about to be started in the, 
1.ear future) both in the "federal" and in the "provincial" fieldsr 
It is understood, for example, that in Jaipur there are several capital' 
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works already sanctioned or actually in progress relating to University 
buildings, Irrigation works, Railways, Telephones etc. The;e . 
·Commitments should be treated as " Funds" for specific pur
poses. After ear:marking sufficient amoU.nts to cover the estimated 
future liabilities in respect of such schemes, the net surplus left over, if 
:any, should be apportioned between the Government of India and the 
Government ofRajasthan. We recommend that the share to be allott l 
to the Centre should be fixed a.t 10 per cent of the surplus, to be ex
pended in Rajasthan on schemes involving capital expenditure in th'.l. 
"'federal" field; in the choice of such schemes, the State Government 
shocld be consu~ted. . 



RAlASTBAN 
STATEMENT I 

Puticulars of Revenues that will be lost to Greater Rajasthan on Federal Financial Integration (in lakhs ol rupees) 

S.No. PartictJars 

Former Jaipur Jodhpur Bikaner Jaisalmer 
Rajasthan (Budget for (Revised (Prelimi- (Budget 
(Budget for year end- Estimates nary ac- for year 
year ending ing · for year tuals for ending 
30-9-49) 31-8-49) ending year end. 31-10-49) 

30-9-49) ing 
31-3-49) 

.A.-Revenues which will accrue to the Government of 
India after federal· financial integration. 

1. Customs Duties on foreign trade 
2 •. Corporation Tax • 
3. Opium • . • • . • • 
4. Income Tax (other than Agricultural Income 

Tax) excluding Corporation Tax. 
5. Central Excise • . 
6. Railways (net receipts) • 

7. Posts and Telegraphs (net receipts) 
8. Telephones (net receipts) 
9. Currency and Mint • • 

10. Interest on' federal' investments • 

. Total Section A •• 

-.... 
0·58 
3·00 
2·92 

15·80 10·50 
18·33 . 25·77} 

. 17·00 
0·17 (-) 0·22 
1 -. 0·95 

40·80 , 54·00. 

7·50 
50·00 

0·59 
0·56 

58·65 

0.17 

3.56 
. 59.06 

0·37 
0·55 

63·71 

0·10 

0·1() 

Mataya. 
(Budget 
for year 
ending 
31-3-49) 

6·91 
1·00 

. 0·47 
(-) 0·32 

8·06 

Total· 

0·58 
3·00 
3·09 

44·37 
154·16} 
17·00 

1·38 
1·74 

225·32 

B.-Revenues which will wue to accrue to the State or to 
the Govt. of India after federal .financial integrations. 

ll. Salt • • . • • • • • 2·60 4·50 . 4·70 0·60 0·08 2·90 15•38 
12 •. Import-exportdutiesonlndian(Intemal)trade. 100·00 68·00 63·00 · 35·00 2·70 48·00 316·70 

Total Section B --:l;-;;0~2-;·6""0:----=7~2,--·5;.,0,.--6~7~·~70~--:;-35=-·...,.6~0--2"· .. 7~8----..50~·9;;:;:0~~3n.3;:;;;2:-;·0""'8 
GRAND ToTAL 143·40 126·50 126.·35 99·31 2·88 58·96 557·40 



96 

NOTES RELATING TO STATEMENT I 

FORMER RAlASTHAN 

(1) Corporation Tu: · 

Only one of the Covenanting States (Bundi) of the former Rajas
than Union levies taxes on income. The rates are the same as in Bri- 1 
tish India. The Budget estimates for 1948-49 provide for a reCeipt 
of Rs. 0. 65 lakhs on account of "super-tax" ; out of this amount the 
''Corporation Tax" element has been estimated at Rs. 0 ·58 lakhs. 

(2) Opium 

The revenue of the States from the cultivation, manufacture and sale 
of opium is in respect of 

(i) internal consumption in the Union 
(ii) export to other States (mostly in 

Rajasthan) 

(iii) sale to Government of India • 

400 maunds. 

1000 maunds at Rs. 
100 per seer. 

1000 maunds at a. 
profit (royalty) of 
Rs. 3 per seer. 

The loss to Raj asthan upon financial integration on (1.), (ii) and 
(iii) above bas been computed at Rs. 3 a seer (vide paragraph 12 _(2} 
of Chapter ll) included in Statement I ; in the final computation, the 
annual expenditure incurred by the State on the supervision of culti
vation and on the manufacture of opium (which will be saved to the 
States after financial integration) must be deducted from this figure. 

(3) Income-tax 

The Budget Estimates for 1948-49 provide for a revenue of Rs. 
3 ·50 lakhs but this includes Corporation Tax estimated at Rs. 0 ·58 
lakhs Vide (1) above. A figure ofRs. 2·92lakhs has, therefore, been 
shown aga.inst " Income-tax". 

(4) Central Excise 

The Union levies duties on matches, tobacco and sugar but has 1 

joined the Central Excise pool for matches and tobacco only. 
(i) Matches:-According to the Revised Estimates for 1948-49 

the net Revenue of the Central Governments from duty 
on matches will amount to Rs. 5 · 60 crores. The share of 
Rajasthan. on a population basis may be estimated at 
Rs. 10·00 lakhs. 

(ii), Tobacco:-The receipts according to the Budget Estimates 
for 1948-49 are Rs. 3 ·80 lakhs. It has been assumed 
that the entire, revenue will be retained by the State. 
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(iii) Sugar:-The Union gets a " royalty" of Rs. 1-8-0 per cwt. 
of sugar produced and the receipts are estimated to be 

' Rs. 2 · 00 lakhs for 1948-49. 

The total revenue from Central Excise thus amounts to : 
l\Iatc1ws Rs. IO·OOlakhs 
Tobacco 
Sugar 

(5) Railways 

TOT.AL 

'' 

Rs. 3 ·80 lakhs 
Rs. 2 · 00 lakhs 

Rs. 15 ·80 Jakhs 

The Budget Estimates for 1948-49 provide for netreceipts to the 
extent of Rs. 17 · 25 lakhs. This amount does not include Rs. 1· 08 
lakhs on account of the share of Kotah State in the earnings of the 
Chabra-Baran section worked by the G.I.P. R~ilway ; adding this, 
we get a figure of Rs. 18 ·33lakhs to be entered i.n the ~tatement. 

(6) Posts and Telegfaphs 
-

The value of Service Postage stamps received free from the Govern-
ment of India annually is Rs. 0 ·17 lakhs. This figure has been shown 
in Statement I. 

Details of State Post Offices and their working are not available, 
but the figure to be shown in Statement I on this account will prob~bly , 
be negligible. 

(7) Telephones 

There are a few local telephone systems in some of the Covenan
ting States 1ut the Budget for 1948-49 shows only some expenditure 
and no receipts. When ..full information becomes. available, the 
amount of the net receipts will have to be entered in the Statement.' 

( 8) Currency and Mint 

No local mints, are working since the formation of Rajasthan. 
There is, therefore, no profit or loss to be taken into account. 

(9) Interest on ••federal" Investments 

This must be computed on the lines indicated in paragraph 12(14) 
of Chapter II. 

(10) Import-export Duties on Indian (Internal) Trade 

The Budget Estim.1.tes provide for a receipt of Rs. Ill ·31 lakhs. 
A tleduction of 10% has been m:1de for the probable drop in collection 
a>~ a reault of the abolition of inter-.stataT ·barriers • within Greater 
Rljasthan, and a rounl figure of Rs. 10:> · 00 lakhs has been entered in 
the Statement. 
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N otea relating to Statement 1-contd. 

J'AIPUR 
(1) Central Excise 

(a) Matches.-There are no match factories in the State, but the 
State receives a share of .Match Excise duty from the 

Central Excise Pool. Jaipur's share for 1948-49 on a 
population basis is estimateq. at Rs. 7 · 00 lakhs. 

(b) Tobacco.-The State expects to realise and retain Rs. 3 ·50 
lakhs for the whole year. 

(The Central Excise Act of the Government of India has been 
adapted for application in Jaipur in toto. The State has 
joined the Government of India pool). 

(2) Railways 

The estimated net receipts for I 948-49 are Rs. 25 · 77 lakhs. The 
actuals are expected to be somewhat higher but for illustrative pur
poses the budget figures may be adhered to. 

The State's share of interest and profits of the Nagda-).Iathura 
Railway are credited to the head" Interest" and not to" Railways". 
The budget for 1948-49 includes an amount of Rs. 17 lakhs on this f 
account and this figures must be treated as Railway rennue. 

(3) Posts and Telegraphs 

The net receipts in 1948-49 are estimated at Rs. 0 ·~9 lakhs. But 
this figure does not take into account dearness allowance estimated at 

· Rs. 0·61lakhs; there will thus be a minus receipt of Rs. 0·22 lakhs. 
No free supply of Service Postage Stamps is received by Jaipur Gov
ernment form the Government of India. 

(4) Telephones 

The net receipts in 1948-49 are estimated at Its. l;04lakhs but thi~ 
does not take into account the expenditure on dearness allowance 
which is estimated at Rs. 0·09 lakhs. The net receipts will thus be 

Rs. 0 · 95 lakhs. 

(5) Mint 

The Budget Estimates for 1948-49 show a net revenue of only 
Rs. 0•04 lakhs, but after allowing for dearness allowanl't', the nd 

income is nil. 

The minting of silver coins, including the Jharshahi rupee has been 
discontinued, except for ceremonial and other Govt>rnment purposes 
in very small quantities. The minting of golJ mohms is, however, , 
being continued but they are not legal tender coins and are mainly 
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intended for use by the public for ornamental purposes. There is
therefore, no profit on " currency and mint" to be taken into account 

·~for the purposes of this Statement. . 

The income under ' Mint' as booked in the accounts includes a. 
portion on account of Royalty charges on weights and measures,. 

' but this has also to be ignore:.l as it is not a" federal" item of revenue_ 

~~ Interest on "federal" investments 

This must be computed on the lines inuicated in para. 12 (14) or 
Chapter II. 

(7) Import-export Duties on Indian (Internal) Trade 

The Budget Estimates for 1948-49 provide for a total receipt ox 
Rs. 75 ·44lakhs. After allowing a reduction of 10% for loss ~fReve
nue by abolition of inter-statal customs barriers within Greater Rajas~
than, a round figure of Rs. 68 ·00 lakhs has heen entered in the State:-. . 
ment. 

JODHPUR 

(1) Custoln.S Duties on Foreign Trade 

With effect from 16th July 1948, the Jodhpur Government have· 
l taken up the work of collection· of customs duties on goods coming 

\ 

lfrom and going to Pakistan (Sind), on behalf of the Government ox 
India at Indian tariff rates. All the receipts after deduction of the 
cost of collection are paid to the Government of India; In addition 

• to this, the State is levying custom£ duties at its own rates on trade 
with Pakistan and is.retaining the whole of the collections. The exact. 
amount retained is not known but is included under Section B-· 
import-export duties on Indian (Internal) trade. 

(2) Corporation Tu and Income-tax 

The Marwar Income-tax Act which came into force from the Ist·. 
October 194.8 was subsequently repealed in view of the impending: 
merger of the State with Rajasthan. There is therefore no amount tc:r 
be taken into account. 

·(3) Central Excise 
~ 

(i) Match Excise.-Jodhpur _has joined the Central Excise pool'' 
in respect of Match Excise. Based on the revised estimates of the 
Government of India for 1948-49, the share ofMatch Excise Duty 
of Jodhpur on a population basis has been estimated at Rs. 7 ·00 lakhs~ 

(ii) Tobacco Excise.-The State has joined the tobacco pool. The
actual collections during the first 6 months of 1948-49 were Rs. 0 · 25-
lakhs. A figure of Rs. 0 ·50 lakhs has thez:efore been taken as the, 
annual revenue. 
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(4) Railways 

The revised estimates of net receipts during 1!H8-4() are Rs. 15·00, /. 
lakhs while the net receipts during 1946-47 and 1947-48 were 
Rs. 72 ·61 lakhs and. Rs. 42 ·97 lakhs respectively. The substantial 
.decrease in 1948-49 has been attributed mainly to 

(i) abnormal expenditure .. on replacements and ren~wals during 
the year and 

(ii) gratuities and special contribution to Provident fund to 
retrenched staff on account of separation of the Sind 
Section. 

As however it has been recommended that in respect of r:tilway reve
nue the- average of the three completed years immediately preceding
federal financial integration should be taken into account no special 
allowance need be made for the abnormal items of expenditure in 
1948-49. 

An estimated lump sum figure of Rs. 50· 00 lakhs has been taken 
against this item for illustrative purposes. 

(5) Posts and Telegraphs 

Annexure IV to the Expert Committee's Report on the Financial 
Provisions of the Union Constitution shows the value of Service 
Postage Stamps received free [.y Jodhpur as Rs. 0 · 3() lakhs. This figurr~ · 
.together with a figure of Rs. 0 · 20 lakhs on account of radio licence fees 
booked under" Police" has been entered in Statement I. 

{6) Telephones 

Receipts under this item have been booked in the State accounts 
under •Electrical Department'. The net receipts according to the 
Revised Estimates for 1948-49 are Rs. 0 ·56lakhs and this figure has ' 

beenshown in Statement I. 

(7) Currency and !lint 

. The State does not receive any revenue from coinage, although it 
is minting gold mohurs which are not legal tender but are used on cere
monial occasions. For local circulation, there are one pice copper 
coins. There is a very small loss on mint which may be ignored. 

{8) Interest on "federals'' investments (f 

This must be computed on the lines indicated in paragraph 12 (14) 
of Chapter II . 

. (9) Import Export Duties on Indian (Internal) Trade 

The revised Budget Estimates .for 1948-4() pnn·iJe for a total 
rzceipt of Rs. 70 · 00 lakhs. This has bc-cn r-:Jucd by 10~ ~ for loss by 
abolition of inter-statal barriers in Gredcr lloj:'stkn <•nJ a F;t:re of 
Rs. 63 ·00 l1khs h:1s been t.ll~cn as the Rt'Vt:'ll'.JC> tl:::t willl'c bc;t <i.ftt'r 

federal financial integration. 
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Notes relating to Statement 1-contd. 

BIKANER. 

(1) Customs duties on Foreign Trade 

The amount realised in respect of thesa duties at the Pakistan bor
der is collected on behalf of and credited to the Government of India. 
The State does not receive any share of the collections. 

(2) Income-tax 

The Bikaner State Inc.ome-tax Act (I of 1941) was passed in 1941_ 
but was repealed in 1943. Under Notification No. 4 dated the 20th 
:r.rarch 1943 publishing Rules for the Licensing of Minor Factories, 
bowenr, Income-tax is being levied at 121% on the net profits of 
every Company, pending the coming into force of an Income-tax Act 
in the State. 

The figure of Rs. 0 ·17 lakhS shown ~ ~he Statement represents 
the amount actually realised in 1948-49. · · 

(3) Central Excise 

The St.~tc has joined the Central Excise Pool.for matches and its 
share of receipts on a. population basis is estimated at Rs. 3 ·0() lakhs. 
As regards sugar, the State levies duty at Government of India. rates. 
The receipts during 1948-49 amounted toRs. 0·56lakhs. 

Pro.:luction of Tobacc~ is very small and no duty is levied. 

(4) Railways 

The. net receipts (59·06la.lths) are exclusive ofth~ share paid to the 
Nabha State in r<.>spect of their share of the profits. 

(5) Posts and Telegraphs 
·. ' 

The State receives Rs. 0 ·37 lakhs worth of stamps free from the 
Gonrnment of India. (In addition the State receives a small postal 
subsidy for the maintenance of Dak runners on behalf of the Indian 
Posts and Telegraphs De>p:ut.ment. As this is a payment for actual 
serrices rendered, it need not be included as a loss of Revenue on finan
cial integration). 

(6) Interest on "federal" investments 

This must be computed on the lines indicated in paragraph 12 (14) 
of Chapter ll. . 

(7) Import-export Duties on Indian (Internal) Trade · 

· The preliminary actuals for 1948-49 amounted toRs. 38 ·96 lakhs. 

Allowing for a reduction of 10% by .the abolition of inter-statal 
barrier.:~ within Greater Rajasthan, a round figure of Rs. 35·00 lakhs 
has been r..dopted as the rewnue which "ill be iost on feder.1l fimncia.l 
integration. 
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Notes relating to Statement J-contd. 

J'AISALl'.IER STATE 

(1) Customs Duties on Foreign Trade 

The customs duties reali;;ed at the Pakistan border are collected on 
behalf of and credited to the Government of India. It is not known 
if any addition~! duties are collc:cted and retained by Jaisalmer. 

(2) Central Excise 

A lump sum figure of Rs. 0 ·10 lakhs has been. adopted ; no details 
are available except for matches (Rs. 8,000) . . 

(3) Import-:e:xpori Duties on Indian (Internal) Trade 

There is a receipt of Rs. 3 · 00 lakhs under Customs. The entire 
revenue will be lost after federal financial integration, and has accor
dingly been included in Section B, after a deduction of W% to allow 
for the loss on account of abolition of inter-statal barriers within 
Greater Rajasthan. 

(4) General 

It is not known from the particulars so far made available whether 
there are any other "federal" sources of Revenue. If any come to 
notice, the corresponding amounts must be included in this Statement. 

MATSYA UNION 

(1) Income-tax 

·Only one of the Covenanting States used to levy Income-tax. 1'his 
has since been discontinued. A revenue of Rs. 0·69 lakhs collected 
in 1948-49 on incomes relating to the period prior to the 31st Decem
ber, 1947, has be.:m ignored. 

(2) Central Excise 

All the Covenanting States in 1\Iatsya Union have joined the Central 
Excise pool for matches and tobacco. 

There are no match factories in the Union but the Union receives 
a share annually from the 1\Iatch Excise pool, which is estimated at 
Rs. 4 ·4 lakhs for 1948-4.9 on a population basis. 

Tha collections of tobacco duty in the Union are estimated at Rs. 
2 ·5llakhs in 1948-49 and the whole amount is expected to be retained 
by it. 

A figure of Rs. 6 ·91 lakhs, has, therefore, been shown against 
• Central Excise'. 
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(3) Railways 

The contribution to the general revenues of the Union from Dhol
pur State R:~.ilway earnings has been fixed at Rs. 1·00 lakhs per annum. 
This figure has been shown in Statement I. · 

(4) Po3ts and Telegraphs 

The value of Service Postage Stamps (0 ·42 lakhs) receive.i free by 
the Union from the Government of India. has been shown against this 
item. The amount of Radio licence fees (0·05 lak.hs) has also been 
taken into account. 

(5) Telephones 

Each of the four Covenanting States has an internal telephone • 
system. The estimated net loss of Rs. 0·32.lakhs has been entered 
in the Statement. , · 

(6) Interest on "federal" investments 

This must be computed on the lines indicated in paragraph 12 
(14) of Chapter II. . 

(7) Im.,:nt-nport D1ties on Inili3.n (Internal) Trade 

The Budget Estimates for 1948-49 provide for a revenue of Rs. 
52 ·99lakhs under this item. l\Iaking some allowance for the increase 
in tariff rates on oil seeds fto'm the 1st October, 1948, and allowing 
for a drop in custolll$ revenue to the extent of 10% on account of the 
abolition of the inter-8tatal customs barriers within Greater Rajasthan,. 
a .figura of Rs. 48 ·00 lak.hs has been sho~ in Statement I. 



I'W'ASTilAN. 
STATEMENT ll 

Particulars of Expenditure which will be saved to Rajasthan on federal financial integration. (In lakks of· Rupee& ) 

Former Jaipur (.Bud- Jodhpur Bikaner Jaisalmer ·Matsya 
Rajasthan get for (Revised (Prelimi- (Budget (Budget 

-Serial Particulars (Budget year end- Estimates nary ae- for year for year Total 
No. for year ing for year tuals for ending . ending 

ending 31-8-49) ending year 31-10-49) 31-3-49) 
30-9-49) 30-9-49) ending 

31-3-49) 

A.-Expenditure to be taken over by the Government 
of India. 
1. Cost of collection of Customs duties on foreign trade 
2. Cost of collection of Central Excise duties 0·27 1·20 0·55 0·20 0·35 2·39 
3. Cost of collection of Income-tax 0·10 0·05 0·15 
4. National Highways . 4·43 3·24 4·05 1·17 . 13·43 
5. Defence (I.S.F. units only) 42·12 35·66 60·90 36·80 28·00 203·48 
6· Aviation . 0·15 0·24 0·10 ' 1·35 0·15 1·99 
7 . Broadcasting 0·25 1·51 1·76 -' ... 0 

8. Meteorology 0·50 0·04 0·54 If". 

9. Archaeology I 0•14 0·10 0·80 1·04 
10. Geology (Survey) • . . 
11. Patents, Copyrights, Trade Marks, Joint Stock 

Companies . . . . . . (-) 0·06 (-) 0·24 (-) 0·31 (-) 0·03 (-) 0·64 
12. Pen~>ions of Military and other " federal" person-

ncl (unless already included under preceding 
items) . . 3·42 3·25 1.10 2·50 10·27 

13. Audit and Accounts 3·52 2·39 3·66 1.94 2·07 13·58 
Total, Section 'A' 51.17 46·30 74·51 41·26 34·75 247·99 

B.-Expenditure which will cease to be incurred. 
14. Internal Customs. 9·00 7·24 6·30 3·69 0·04 3·92 30·19 

Total, Section 'B' 9·00 7·24 6·30 3·69 0·04 3 · 92--3o--l!f 
GRAND TOTAL • 60·17 53·54 80·81 44·95 0·04 38·67 2f8-:}8 

----
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NOTES RELATING TO STATEMENT U 

FORMER RAlASTHAN 

(1) Cost of collection of Central Excise and Income-tax. 

The figures have been taken from the Budget Estimates for 1948-49. 

(2) National Highways 

The total length of National Highways passing at' present through · 
the Union i.s 165 out of which nl miles is already maintained by the 
Government of India. The cost of maintenance of 1471 miles which 

'have to be taken over bythe Central Government after federal financial 
integration has been estimated at Rs. 4·43lakhs at Rs. 3,000 a mile. 
If (as is likely to be the case) the National Highways mileage should be 
revised before the date of Federal Financial.'·Integration, the total 
cost of maintenance will require to be revised. · . · 

(3) Defence (I.S.F. only) 

The Budget Estimates for 1948-49 provide for-an expenditure 
of Rs. 42 ·12lakhs excluding irregulars. 

(4) Aviation 

The cost of maintenance of the aerodromes in Rajasthan is esti

mated at Rs. 0 ·15 lakhs. 1,1' 

(5) Meteorology 

No separate figures are available·in the Budget against this item but 
the expenditure has been estimated at Rs. 0 ·50 lakhs. 

(6) Archreology 

The Budget provides for an expenditure of Rs. 0.14 lakhs. 

(7) Geology 

There is a combined Department for Geology and Mines and an ex
penditure of about Rs. 1·60 lakhs has been provided in the Budget 
for the Department. It is gathered, however, that no part ofthis ex
penditure will, after federal financial integration, be taken over by 
Central Government as representing " Geological Survey". 

(8) Patents, Copyrights. etc. 

There is a small receipt under this head and this has been shown 
as minu8 expenditure in Statement II: 

(9) Audit and accounts 
The whole of the expenditure on Audit and Accounts has been shown 

against this item, on the assumption that the Union will require the 
Central Government to assume the entire responsibility for Audit and 
Acounts, ji.S is the case in Provinces at present. , 
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{10) Customs 

Out of the combined expenditure on Customs and Excise, the cost 
of customs staff alone has been estimated at Rs. 10·00 lakhs. 
Allowing for alO% drop in the expenditure, consequent on the aboli
tion of inter-statal Customs barriers in Greater Rajasthan, a figure of 
Rs. 9 · 00 lakhs has been shown in Statement II. 

lAIPUR 

(1) Cost of Collection of Central Excise 

There is a budget provision of Rs. 0 · 64 lakhs for tobacco Excise 
staff during 1948-49. To this has to be added (i) proportionate cost of 
supervisory staff included under the head " Customs and Excise", 
(Rs. 0·16 lakhs approximately) (ii) Dearness Allowance, (Rs. 0·40 
lakhs approximately) thus making a total ofRs. 1·20 lakhs. 

'(2) National Highways 

According to the Ministry of Transport, 108 miles of " National 
Highways" pass through Jaipur. The annual expenditure on these 
roads to be taken over by the Government of India on federal finan
:Jial integration has been estimated at Rs. 3. 24 lakhs at Rs. 3,000 
per mile. 

{3) Defence (I.S.F. only) 

The expenditure provided for in the budget for 1948-49 is Rs. 
37 ·19 lakhs. Deducting (i) Rs. 1·10 lakhs on account of expen
diture on irregulars and (ii) Rs. 0 ·43lakhs on account of miscellaneous 
receipts, a figure of Rs. 35 · 66lakhs has been taken as the expenditure 
on I.S.F. Units. 

(4) Aviation 

There are various items of expenditure shown under this head, 
e.g., maintenance of aeroplane, salary of State pilots, etc. Only the 
cost of maintenance of aerodromes and landing grounds (about Rs. 
0·14 lakhs shown under P.W.D.) has been included in Statement 
I on the assumption that the State will require the aeroplane and 

maintain it at its own cost after federal financial integration. There 
is also a provision of Rs. 0 ·10 lakhs for providing certain facilities to 
Air Services at the aerodrome at Jaipur. 

5) Broadcasting 

The Budget Estimates for 1948-49 provide for a Capital Expenditure 
of Rs. 1 lakh and a Revenue expenditure of Rs. 0 · 2;s lakhs under thi.s 
head. Only the latter has been sho'Wn in Statement II. (~\receipt of 
Rs. 0 · 26lakhs on account of radio licence fees has been included under 
Posts and Telegraphs in Statement I). 



lQ'l 

(6) loint Stock Companies ' 

There is a net receipt of Rs. 0 · 24 lakhs under this head and this 
amo~nt has been shown in Statement II as a minus expenditure. 

('i) Pensions of Military Personnel 

The expenditure on existing military pensioners (I.S.F.) is 
Rs. 2 ·42 lakhs. The Budget separately p'l'ovides for an addition 
of Rs. 1 lakh for new pensioners and one-third of this has been 
taken as pertaining to " military " personnel. A further addition of 
Rs. 0•65 lakhs has been made in respect.of dearness allowance, thus 
amounting to a total of Rs. 3 ·42 lakhs under the head Military· 
pensions. Pensions in respect of other " federal " personnel will be 
negligible. · 

(8) Audit and Accounts 

On the assumption, that the State will hand over the entir~ re'spon- . 
sibility for " Audit and Accounts " to the Government of India upon 
federal financial integration the expenditure to be taken over will be 
Rs. 1·90 lakhs plus Rs. 0·49lakhs (Dearness Allowance); 

(9) Land Customs 

The Budget provision under the combined head " Customs and Ex
cise " is Rs. 6 ·58 lakhs. The cost of the customs staff alone has been 
estimated at Rs. 5 · 26 lakhs1 .• To this has been added Rs. 2 · 79 lakhs 
for dearness allowance (estimated) making a total of Rs. 8 ·05 lakhs. 
Deducting 10% on account of abolition of inter-statal Customs barriers 
within Greater Rajasthan, a figure of Rs. 7 · 24 lakhs has been entered 
in Statement II. Certain Jagirdars who enjoyed customs rights are 
paid a compensation of Rs. 1·98lakhs per annum for the surrender of 
those rights. If land customs are abolished, the continuance of the 
payment of compensation to the Jagirdars will not perhaps arise; the 
amount of compensation paid is not therefore shown in Statement II. 

(10) General 

Dearness allowance is booked under a separate sub-head under ·"Mis
cellaneous ". The expenditure on account of dearness allowance in 
the various " federal " Departments of .the State has been estimated 
and included in the figures shown against the items concerned in 
Statement II. 

JODHPUR 

(1) Cost of collection of Customs duties on foreign trade 

As stated in Note (I) to Statement I, Jodhpur derives some revenue 
from Customs on trade with Pakistan. The cost of collection of such 
Customs revenue is included in the cost of collection of internal Cus
toms shown in ~action B of Statement II. 
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(2) Cost of collection of Central Excise Duties 

Only tobacco duties are collected and the cost has been estimated 
at Rs. 0 ·55 lakhs. 

(3) National Highways. 
-

The cost of mainte~ance of 135 mile of National Highways passing 
through Jodhpur which will be taken over by the Central Government 
on federal financial integration has been estimated at Rs. 3,000 per 
mile. 

(4) Defence 

The Revised Estimates for 1948_-49 provide for an expenditure of 
Rs. 60 ·90 lakhs on regular I.S.F. Units in Jodhpur and this figure has 
been shown in Statement II. 

(5) :Aviation 
The figure shown in Statement II represents only the cost of main

tenance of aerodromes and landing grounds which are at present 
maintained at the expense of the Jodhpur Government. 

(6) Broadcasting 
A new broadcasting station has been opened at Jodhpur in March 

1949. The Budget provides for a Capital Expenditure of Rs. 50,000 
and a net revenue expenditure of Rs. 1·51lakhs. The latter figure 
has been shown in Statement II. 

(7) Archreology 
The Revised Estimates for 1948-49 provide for an expenditure of· 

Rs. 0 · 81 lakhs and a receipt of Rs. 0 · Ollakhs. The net expenditure 
has been shown in Statement II. 

(8) Geology 
There is an expenditure of Rs. 0 · 99lakhs provided for in the Revised 

Estimates for 1948-49 under the head " Geology and Mines". This 
has been omitted altogether for the reasons given in Note (7) under 
Former Rajasthan. 

(9) Patents, Copyright etc. 
There is a net receipt of Rs. 0 · 31 lakhs and this figure has been 

shown as a mir•s expenditure in Statement II. 

(10) Pensions of Military and other "Federal" Personnel 
The Revised Estimates for 1948-49 provide for an expenditure of 

Rs. 3 · 25 lakhs on account of military pensions and gratuities. The 
expenditure on other " federal " personnel will be negligible and may 
be set off against the pensions for " irregulars " included in the 

figure of Rs. 3 · 25 lakhs. 
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(11) AmU and Ao.:ounts 
On the assumption that tb• State v.ill hand o•er:' t's " .. A~J: ~ 

and Accounts " functions to the Govunment of India, the whole of 
the expenditure under "Audit and Accounts " (Rs. 3 ·66 la~ at ~e 
existing rates of pay and allGmmces} has been entered against this 

it('m. 
(12} Cost of collection of Land Customs 

There is a combinro establishment for Customs and Excise. The
expe-nditure on Customs staff alone has been estimated at Rs. 7 ·~ 
lakhs. Allowing for a 10% drop in expenditure on account of aboli
tion of i11ter·Efatal barrit'rs within Greater Rajasthan, a figure of 
P..s. 6 · 30 lakhs has been shown in Stat3ment fl. 

BIKANER 
(1) Cost of collection of Central Excise Duties 

There are no match factories in the Sta.k:; colleetfon'oxsugar -ex---
dse rosts Rs. 0 · 02 lakhs only, inclusive d dearness. allowance. 

(2) Cost of collection of lncome-tu 

The expenditure on collection c.f Inc~me-tu from factories amounts ~ 
toRs. 0 ·05lakbs inclusive of de.arness allowance. 

(3) Defence (LS.F. 'Units only) 

The prdiminary actuals for the y~ar are Rs. 37 ·.00' faiffi'S· indudiilg 
dearness Hllowanoe. Deducting re<'eipts (0 · 20 Iakhs), a figure 
of .Rs. 36 ·SO lukhs has been shown in Statement II.. The expendi
ture on irregular units has been excluded. 

(4) Aviation Department (Aerodromes) 

The expenditure on staff etc. relating to mainteDan.ce of aero<home&
has been taken into account. Capital Expenditure (Rs. 3·16lakhs}' 
has been excluded. 

(S) Pensions in respect of Military Personnel 
The actual expenditure comes toRs. 1·10 lakhs for military pen

~>ior.us. Pensions in respect of other " federal , personnel will be _ 
negligible~ 

(6) Audit and Accounts 

The entire cost of "Audit and Accounts n has been taken intB , 
ll.ccount as expenditure that will be taken over by the Centre. 

(7) Cost of collection of Land Customs 
The <'ost of Cust()ms establishment for the year 1948-49 has beeu. 

et>timated at Rs. 2·92lakhs. Adding dearness.allowance (1·26lakhs} 
and making deductions for the cost of " Fon~ign Customs , stair (0 ·OS', 
L,khi') and f.:•r the reduction in expenditure consPquent on abolition 
cf i!d<r-.slatnl cust.)m;:;, a f.gure of R". 3 ·6!) lakhs has bet"n shown in. 
St1t{'mrnt II. " 
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(8) Dearness Allowance 

Expenditure on de;:;rness allowance is booked under a scn:1.rate 
head. A proportionate a'Jdition on thi~ ~.~:--mmt h·~" hc:)n mdry t~ the 
~ost of various CentrJ.l D:-_;xlrtments iw;ludeJ in Stotcment II. 

MATSYA UNION 
General 

The pay and allowances of the Uni-:m Government serv,mts h:tve 
been revised with eff0ct from li;t September 19-!8. The Bud6<'t Es-' 
timates of 1948-49 do not therefore give a correct picture of the ex
penditure to be taken over by the Central Government after feleral 
financial integration. The actuals for the year when ascertained in 
due course, will include the additional expenditure for six months 
at the revise::l rates of pay and allowances. 

(1) Cost of collection of Central Excise Duties 

No details are available in the budget but the expenditur"' on this 
item is estimated at Rs. 0 · 35lakhs per annum. 

(2) National Highways 

The coi't of maintenance of 57 miles of "National Highw.1ys" passing 
through the Matsya Union has been estimated at Rs. I · 71 lakhs at 
Rs. 3,1)()() a mile 

(3) Defence (I.S.F. Units) 

The Budget Estimates for 1948-49 provide for an expenditure of 
Rs.. .. 25 · 63lakhs on "Regulars" and Rs. 2 · 64lakhs on "Irregulars". The 
pay sc:tle> have been increasel from 1st Septemb3r 1948 and allowing 
for s0me increa3e on this account, a figure of Rs. 28 · 00 lakhs has 
been shown against "Defence" in Statement II. 

(4) Aviation 

The estimated cost of maintenance of aerodromes (exclusive of 
the cost of maintenance of aeroplanes) has been taken against this 
item. 

(5) Patents, loint Stock Companies etc. 

There is a net receipt of Rs. 0 · 30 lakhs against this item. 

(6) Pensions of Military Personnel 

A figure of Rs. 2 ·50 lakhs has been shown in Statement II (as es
timated by the :M:atsya Government). 

(7) Audit and Accounts 

The actuals for 1948-49 are available and the entire cost of the 
Department has been taken into account. 

(8) Land Customs 

The actuals for 1948-49 are available and have been taken into 
account less a deduction of 10% to allow for the abolition of inter
statal customs within Greater Rajasthan. 



RA1ASTHAN 

STATEMENTJII 

Analysis-of Liabilities Reserves and Funds (In lakha of Rupees) 

Former 
__ .... 

S.No. Particulars Rajasthan Jaipur Jodhpur Bikaner Jaisalmer Mataya 

As at- 1-10-4:8 1-9-4:8 1-10-48 1-4-48 1-4-48 

1 2 3 4 5 6 7 8 --
A.-Banking or Current Liabilities including Trust . ... 

Funds and Statutory Sinking !f'unda. )-A ..... 
... "I ·. -1. Savings Bank Deposits Postal 9·73 85·90 Q) 

::a 2. State Provident Fund • 0•53 1•06 151•08 20•13 ~ J. ·u ·; 
(incldg. Rlys.) (only Rly. P.F.) 

:,.. 
(G.P.F.) 

' 
GO 

3. Life Insurance Fund • • &·79 g 
4. Departmental and Other Deposits . 168·81 302•90 51•40 63·35 ~ 96·23 
5. Endown:tent 1funds , , . • • • • 2•29 a 6. Negat_j,ve balance on ltemittance account 51·.00 2·19 2·00 '"' 0·30 .s 7. Suspense~. . . I" ..• 4·00 .a 5·78 
8. Defence Qvid{mt Fund • • • . .. ·~ 

0·.66 
9. Smarak Funds ~ • • • . • • 26·96 0·50 ~ 

10. Ways and Mearis advances, overdraft, treasury 
56·12 bills, etc .• 

11. Miscellaneous 0•33 3·56 0·23 

TOTAL . l69·~7 . ~75:48 ... 232·29 233·85 103·65 



RAJASTHAN-STATEMENT III~(Oontd.) (In lakhs of Rupees) 

------~------------------------~-------------------------------------------Former S. No. 
Particulars 

·B. Specific "functional " Funds and Reserves. 
I. Village Uplift . • • • 
2. Agr. improvement and irrigation • 
3. Temple Funds • . • • 
4. Famine Relief Funds . • . 
5. Chambal Hydro-electric project . 
6. Roads, buildings, town improvements, water

works and other public projects . 
7. Other specific purpose funds • . . 

C.-Depreciation Funds and Reserves. 
I. Railway Funds 
2. Telephones . 
3. Electricity . 

D.-Specific Reserves for Capital Assets. 
1. !{&ilway Capita.l1wserva .r'und . 
2. Railway Reconst.ruction Fund 

E.-Opc11 or Generall.eserves. 
I. Post-war ReconstructJOn Fund 
2. Special Reserve Fund • 

TOTAL 

. 
TOTAL 

. 
ToTAL 

. 
TOTAL 

GR.AND 'IOTAL 

Rajasthan 

0·55 
3·32 

62·85 
200•64 

42·78 
5·13 

315•27 

16·91 

16·91 

501•85 

Jaipur 

7•10 

8·81 
15•91 

26·54 
0•41 

17•80 
44·75 

436•14 

Jodhpur 

o·8o 
o·8o 

45•00 

45·00 

278·09 

Bikaner 

23•10 
22·70 

1.89 
50·00 

!,, 
• • ~ ~- '_ I 

•. ! -·. 
47•28 

144•97 

17•66 
75·74 
9:J·40 

3·41 
3·41 

475·63 

Jaisalmer Mataya 

0 z 

Note:- Dotails in regard to tho liabilities. Funds and Reserves o£ Tonk, one o£ the oovonanting States o£ furmer Rajo.sthan, are not readily 
nvl•ilablo owl hnvo, thoi'Ofor·e not been inolnJod in t.ho nhovo Stnt.emerlt 



IWUASTIIAN 
.STATEMENT IV 

_____________ Anal ___ Y:_s_is_o_f _Cu_rr_en_t_o_r_Li_'..:.qw_._d_As_se_ts_as_at_th_e_e_n_d_o_f _19_4_7_-4_8 __ ·._:..(l_n_l_a~hs of Rupees) 

Former 
S.No. Particulars Rajasthan Jaipur 

As at- 1-10-48 1-9-48 

1. Cash Balance, Bank Balance etc .. 135.24 (-)0.09 
2. Investments in gilt-edged securities 203.14} 445.01} 

•-2.97 5.00 
3. Bullion Account • 7.89 
4. Shares 10.00 20.36t 
.5. Deposit'l in Banks • • . • • 9.19 10.00 
6. Investments relating to Provident and Insurance 

Funds :1:·· 
': 

: 15;·70} 7. Cash and Investments " earmarked " against 
Trust Funds and Functional Funds : . 0.21 

8. Current loans and advances • 270.89 453.78 

9. Suspense 

'I 

" l . ' '. 
ToTAL 633.38 949.97 

•.;. 

Represents amount spent against Rly. DepreoiaLion Fund whloh has beQn 
'• .. • .. 

overdrawn to this exton t.. 
t Excludes oontribution towards Capital cost of'Nagda-Muttre Rallway 

represents investment in fixed Capttal.Aastea. 
~ Inoluded against items (1) and (2) 

Jodhpur Bikaner 

1-10-48 1-4-48 

74.97 12.54 
145.07 334.19 

12.63 
2.54 

22.68 
(Ry. P. F. 

299.58 10!>.89} 
7.35 

113.50 293.25} 
2.82 

25~.53.. 13.13 

658.65 811.02 

Jaisalmcr Mataya 

1-4-48 

38.89 
100.3!)} 

9.40 
0.20 
2.46 

17.50 

.53.22 

0.47 
(described as 
other funds 
in Dholpur. ) 

222.53 



CHAPTER IX 

MADHYA BBARAT 

60. In this Chapter, besides the tlsual Sections A and B containing 
the Scheme-Report for this State, we have ad,ded a further Section C tc 
deal with certain important modifications thereto which the Madhya 
Bharat Government insist upon, apparently as a necessary condition of 
their acceptance of federal financial integration. We regret that 
in spite of every endeavour made by us to explairi to them the basic: 
concepts and principles upon which alone the integration of federa1 · 
finances in States can, in our opinion, be properly grounded, the 
Madhya Bharat Government have found it impossible to modify their: 
own particular basis" of approach. 

w~ have therefore c~nsidered it necessai-y~:first to set out, in the. 
usual way the financial integration Scheme which in our opinion would 
suit the facts and circumstan<'es of Madhya Bharat. and then to indicate 
the ~ain modification insisted upon by them together with out com~ 
menis Oil the issues involveQ. 

! • . I " ' . • . . 

A.. ''REVENUE-GAP" AlUSING OUT OF FEDERAL FJNANCIAL · 
INTEGRATION 

i 
61'. Statements 1 and II appended t6 this Chapter, bring out th. 

net re~enue effect upon the :fip.ances'of Madhya Bharat of 

(i) the transfer of "federal" revenues and "federal" expenditurE 
to the Centre ; and 

( ii) the abolition of internal customs duties as a result of federal 
financial integration. 

The figures in Statements I and II are ·based upon the Budget Estirnatf:; 
of the State for the financial year 1949-50 and are subject to the 
general limitations indicated in paragraph 6 of Chapter I. They 
have been utilised here merely to illustrate the scheme of financial 
(revenue) adjustments discussed in tha following paragraphs. The 
final computations must be made, in due course, on the same basis as 
in Statements I and II and following the same prinriples, when the 

actuals for the· year are knoWH. 

As pointed out in paragraph ~ of Chapter , the " basic p3riod " in 
. the case of .Madhya Bharat, both for revenue and expenditure compu
. tations will be its financial year endmg 31st ~Iareb 1950, except in regard 
to railway revenue for" hich the average of the three completed finan
cial years immediately preceding federal financial intc>gration should ba 

taken. 
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62. The net dependence of Madhya Bharat on "federal" r~ venues 
and internal customs duties may be analJ:sed as follows (in round 
figures) : 

Internal "Federal " 
Customs Revenues Total 
and Salt 

(Rs. in lakhs) 

Loss of Revenue . {160 103 (plus 267 (plus 
+4 30) 30) 

Saving of Expenditure 13 148 (plus 16~* (plus 
3) 3) 

{147 (-) 45 (less 105* (plus 
+4 .27) 27) 

Net loss 

NOTE : The figures in brackets represent· the expected · re-renlie 
(and cost of collection) in respect of Income-tax if the legislation·no'vr 
pending before the Dhara. Sabha. should be pursu~d. · . 

.. Difference in. tota.l due to rounding off. 

Financial adjUstments· tecluiretl 

Internal Castoms 
63. (1) As pointed out in paragx:,aph 22 of Part I of our Report, the 

loss of revenue resulting from. the ~bolition of interna.l ,customs duties, 
is not really a consequence of federal financial integration as su~h but 
arises from the operation of Articles 16 and 244. of the DnftConstitv.
tion and must therefore be made good by the State itself by reco~se to 
alternative forms of taxation. It has been represented to us by the Ma
dhya Bharat Government that while they are already contemplating 
the introduction of Sales Tax for the purpose, the yield therefrom may 
not be sufficient to enable them to abolish internal customs altogether 
for some years. \Ve share these apprehensions though not quite to the 
extent that the Madhya Bharat Government entertains them. 

However, we are compelled to accept the position that the abolition 
of internal customs can only be achieved in stages over a period of 
2 to 3 yearll, depending upon the amounts realised from Sales Tax. · It 
is essential however that the abolition of Internal customs duties upon 
selected items, the scaling down of the duties upon others, and the 
introduction of Sales Tax should be undertaken immediately; and the 
complete abolition of Internal customs should not in any case be de
ferred beyond the fourth year, or the year in which the yield from the 
Sdes T~x is of the order of Rs. 150 lakhs, whichever is earlier. 
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The loss of revenue from salt will be immedi::tte ; but the amount 

involved is comparatively small. 

(2) Apart from the loss of internal customs, the transfer of 'fe.leral' 
revenues and 'federal' expencliture to the Centre as a result of federal 
financial integration will result in a net gain of Rs. 45lakbs to the Stltl", 
and a. corresponding net loss to the Centn. This figure will be reduceJ 
toRs. 18lakhs if income-tax is introduced in the State during 19-!:l-.SIJ. 

The foregoing calculations are however based on the asaumption 
that 'Privy Purse' will continue to be a charge on the revenues of the 

. State as hitherto. If, however, it should be deciJeJ that 'Privy Pur.;e' 
should be made a charge on the resources of the Centr.:tl Government, 
the net gain to the State (and the correspon:ling burU.en on the CentraJ 

<Government) will be increased by about Rs. 60 lakhs. 

(3) It is clear that there is no need for any transitional financial 
·adjustments in favour of the l\Iadhya Bharat Government, as there 
will be no financial dislocation (but a positive gain to the State) as a 

. result of federal financial integration. On the other hand, we have to 
-~o:risider the heavy immecliate loss which the Central Government will 
~have to incur in ~his case. During our discussions with the ~Iadhya 
~:.Bharat Government, they expres~ed the view that there should be no 
'transitional adjustments to provide for gradualness in the transfer 
·of the net burden to the Central Government. Similarly they also urged . . . . ... . ' . . 

· that the acceptance of the Privy Purse as a "federal" burden should 
'be absolute, i.e., unaccompanied by transitional adjustments in favour 
.,..of the Centre. 

On a careful consideration of the position, and the need to assist the 
"Madhya Bharat Government, directly or indirectly, in abolishing inter
··nal customs duties as early as possible, we agree that transitional ad
. justments in favour of the Centre may be waived, pro~·ided "p, iry 
·:Purse" is to be borne by the State. If, however, it should be decided 
·that the liability for "Privy Purse" must be taken up by the Centre 
(cf., Paragraph 24 of Part I of our Report), we are unable to recom
mend that the burden should be passed on to the Centre, in full, immt>
diately upon federal financial integration. In our opinion, to the extent 
that the sudden shifting of the incidence of "Privy Pur~e'' -wouLl 
create an immediate financial disturbance in Central finances, transi
tional arrangements designed to make the process gradual are necessar.v 

. and justified. 

\Ve recommend, therefore, that 

(i) so long as Privy Purse rfmains a liability of the State, no 
financial adjustments should be made in favour of the 
Central Government in respect of the loss whil'h they will 
incur upon federal financial integration ; 
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(ii) if it should be decided that Privy Purse should be a "federal" 

liability, the Madhya Bharat Government should reimburse 
to the Centre the amount .of the "Privy Purse" in full in the 
.first year of integration, 90% thereof in the second year, 
80% in the third year and flO on, until tbe tenth year. 
From the 11th year onwards tbe burden would be. entirely 
taken up by the Centre. 

(-!) The Madhya Bharat Government will be eligible for its appro
priate share of Income-tax and other divisible "federal" revenues (such 
as they may be from time to time), grants-in-aid on Capital or Revenue 
account, "subsidies" and all other forms of financial and technical 
assistance from the Centre, exactly in the same way as Provinces 
witlt effect from the date of federal financial integration. 

In particutar, if th~ Madhya Bharat Government. should desire to 
make out a case for a special subventi<:>n under Article 255 of the 
Draft Constitution, we recommend that their request should receive 
the same consideration from the Qovernmen1! of 'India as any such 
request from Provinces similarl circumstanced. 



B. ASSETS AND LIABILITIES 

64. The practical application to Madhya Bharat of the general 
principles relating to allocation of assets and liabilities (cf., paragraphs 
25 and 30 of Part I of our Report and also Chapter III of this Part) is 
illustrated l::elow with reference to the readily availat.le data.. The 
final allocation and apportionment should be made on tht> same 

. lines, on the basis of a complete Statement of assets and liabilities to be 
compiled as at the date of federal financial integration. 

(1) "Unproductive" Capital Assets : 
The Central Government will take over all unproductive capital 

assets connected with " federal " functions, services or revenues; the 
Madhya Bharat Government will retain the rest. 

(2) "Productive:~ Caiital'Assets: 

(a) The Central Government will take over all productive capital 
assets connected with "federal" function.<~. These are-

(Rs. in lakhs.) 

Railways (Book value): 

(i) Owned and worked by the Madhya 
Bharat Government 124·19 (30-6-1946) 

( ii) Owned by the 1\Iadhya Bharat Govern
ment and worked by the Government 
of India 167 ·73 

(iii) C.ontribution to Government cf India. 
(as a permanent non-transferable in
vestment) towards construction of 
railways lying within State territory 220 · 00 

Telephone (Book Value) 

Posts and Telegraphs (Book Value). 1 

Total 511·92 plus 

,, 

Item (iii) above under Railways comprises a loan of Rs. 70 bkh 
advanced by the 1\Iaharajah Holkar of Indore and a loan of Rs. I.> 
lakhs advanced by the Maharajah Scindia. of Gwali,)r tc.wartl.s th 

llS 
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construction of stretches of the G. I. P. and B. B. & C. I. Railway
systems lying within their respective territories. These loans are at . 
present borne in the Government of India's books as specific railway-· 
debt and are included in the capital at charge of the Indian Govern
ment Railways. From the point of view of the Madhya Bharat. 
Union there would not be any question, in the normal course. of the
amounts thus invested being withdrawn and utilised for 'provincial,_ 
or other purposes. We are of the considered opinion that these 
investments must be regarded as permanent investments in productive
capital assets of a "federal'? nature which should pass to the Central 
Government upon federal financial integration (vide paragraph 3()or 
Part I and paragraph 15 of Chapter ill). From the revenue point,. 
of view the income from these investments has. been included· in. 
Statement I and, as pointed out in paragraph 63 (2). above, there wi11 
be a. net gain tO. the State by the transfer of all 'federal' revenues--
and 'federal' expenditure to the Central Gover!Wient. 

There is no 'specific' debt connected with any of the above
mentioned assets. 

' ' 
. (b) .'.J.'he Jl.;la.dhyp. Bharat Government will retain all other pr()--

4 •ctive capital assets. 

.·• 
' . 

(Rs .. in lakhs.). 

Electricity Schemes* ' State Transport* (other than Railways). 1 · 

Industrial & Commercial Concerns* 1 

Productive Irrigation Works I 

Total 1 

*departmentally operated. 

There is no 'specific' debt connected with these assets. 

(3) Current Assets, Liabilities, Reserves and Funds. 

(a) Here it is best to deal first with current liabilities, Funds. 
Reserves, etc. A list of these, classified in convenient. 
categories will be found in Statement III attached hereto. 
Such of these liabilities and Funds as are functionally of a 
"federal" character will be allocated to the Central Govern
mont ; the rest will remain with, or be discharged by the 
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1\fadhya Bharat Gove~ent. These liabilities etc., may 
be summari~ed as follows :-

Group Particulars "Central" "Provincial" Total 

A Current or "bank.inct" liabilities 
(Rs. in lakhs.) 

0 J 

Trust Funds, Sinking Funds 
etc .. 100·30 100·30 

B 
(plu.<J 1) (plus 1) 

( i) Specific "functional" Funds 7·77 ll21·62 1129 ·39 
(ii) Non-specific Funds andRe-

serves with ear-marked in-
vestments 271·01* 271·01• 

.c (i) Depreciation Funds • 71·70 71·70 

(ii) Capital Reserve Funds 80·00 80·00 
1) Non-specific Funds and Re-

serves (without ear-marked 
investments) 1 l 

159·47 1492·93 1652·40 
(plus 1) (plus 1) (plu.s 1) 

*These are non-specific Development Funds. The available 
.information goes to show that these Funds were intended for purposes 
which would be "Provincial" after federal financial integration. We 
accordingly recommend that no portion of these Funds should be 
allocated to the Central Government. 

(b) The total liquid assets and investments likely to be availab1e 
.on the 31st March 1950 have been estimated as follows:-

(Rs. in lakhs.) 

1. Cash & Bank Balances . 99 · 38 
2. Government and other authorised seru-

rities 
3. Debentures 
4. Shares 
5. Properties . . 
6. Loans (Mortgtges) } 

;, (Banking) · " · 
7. Fixed Deposits and Current Accounts 
8. Other Loans and Advances 

NoTE.-(1) The above statement excludes 

1337·84 
91·53 

300·39 
5·01 

2.31·24 

38·90 
1 

212!·29 

(i) Capital contributions to the Governmt'nt of India. as perma
nent loans for railway construction. These have been in

cluded in sub-paragraph (2) above. 
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(ii) Certain capitalised payments which were made to the Govern•
ment of India by the Indore Durbar (Rs. 23 · 82lakhs in 1865· 
and subsequent years), and by the Dhar Durbar (Rs. 3 laldls 
in 1880) for the maintenance of the Malwa Bhil Corps. 
These amounts represent an outright capital contribution 
made in the past, from the income of which certain military 
expenditure (a 'federal' subject) was met by the Government. 
of India; they must clearly continue to vest in the Govern-
ment of India after integration of federal finances. - -

NOTE.-(2) Advances for purchase of foodgrains .. will be included 
under item 8 above. The amount of such advances will be represented 

actually by 

(i) cost of stocks of foodgrains on hand; and 

(ii) accumulated losses : 

(a) State's share 

(b) Government of India's share (subsidy), if any. 

The figures for such "' Advanc:~s" should be substituted, when 
preparing the Statement of Assets on the date of federal: 
financial integration by (i) and (ii) (b) above; and (ii) {at 
should be written off against the revenues of the State up 
to that date. 

It will be seen that there are sufficient investments to meet al~ 

the liabilities and Funds in full. They should therefore be first allocated· 
between the two Governments to the extent equivalent to the liabilities., 
Reserves and Funds allotted to each. 

(c) There will then remain for apportionment the surplus of liquid' 
assets over liabilities. We gather that out of this surplus, a substantial 
sum (say Rs. 6:> lakhs) may have to be treated as written off from the 
hook value of shares in commercial concerns, which are likely to have
depreciated considerably since they were acquired. The balance of the
surplus, approximately Rs. 500 lakhs (in round figures) must be divided 
between the Central Government and the State Government in some-
equitable manner. Following the general princ~ple laid down in para
graph 18 of Chapter III, we recommend that the Central Government 
may take over 10% of this with the express condition that it shall be 
earmarked for Developmental expenditure on "federal" objectives
in 'Madhya Bharat. The Madhya Bharat Government should be con. 

suited in rPgrrrd to the choice of schemes on which the amount is to 
be expended. 



· C. CERTAIN :U.IPORTANT rllODIFICATIONS INSISTED UPON BY 
THE MADHYA BHARAT GOVERNMENT 

65. We deal below with the more important modific~tions insisted 
upon by the Madhya Bharat Government to the integration scheme 
set out in the preceding sections. \Vhen discussing these modifica
tions with them, we explained that in our opinion they constituted 
fundamental departures from the basic concepts underlying federal 
financial integration ; and that we would not be justified in recom
mending , even as " concessions " in a particular case, any requests 
having the effect of abrogating the main principles applied to all 
·other cases. As, however, the Madhya Bharat Government have 
declined to consider federal financial integration on any other terms, 
we give below their main proposals with brief comments on each. 

66. (1) Postponement of Financial Integration: The Madhya 
.Bharat Government accept federal financial int€gration in 

principle. But while they would agree to complete ad minis/ rat ire 
integration in the ' federal ' field from any date to oo prescribed 
next year, they insist that the plan of financial adjustments should 
be worked out only after the expiry of five years from the date of ad-
ministrative integration ; moreover, they suggest that during this 
.five-year period, both 'federal' revenues and • federal' expenditure, 
though administered by the Central Government, should be wholly 

·on Madhya Bharat Government's account. 

If this is conceded, the Madhya Bharat Government would not 
ask for any share of divisil:le 'federal' taxes (such as income-tax) 
but they claim that they should nevertheless be given their "due 
share " of grants-in-aid (including " specific purpose " allotments 
from proceeds of particular taxes such as those on petrol) and all other 
forms of financial or technical assistance extended at present by the 
Centre to the Provinces. Furthermore, in view of their difficult 
financial position, the 1\Iadhya Bharat Government also feel that they 
would have strong claims for subventions from the Government of 

India. 

(2) • Productive ' Capital Assets : With regard to ' produc-
tive' capital assets to be taken over by the Central Government 
upon federal financial. integration, such as the Scindia. State Rail
·ways, Telephones and Posts, it is claimed that the value of the assets 
·should be treated as interest-bearing debts owing to the ~Iadhya 
Bharat Govt~rnmenl; by the Centre. 

12;1 
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Next, in respect of some of their lines which are worked by the 
G. I. P. and B. B. & C. I. R<tilway administrations it is urged that 
~Ldhya Bharat should be entitled to a share of railway earnings, 
as at present. 

Further, the loans of Rs. 150 lakhs and Rs. 70 lakhs respectively 
which were advanced by Gwalior and Indore towards the construc
tion of certain sectiJns of the Indian Railway System lying in their 
territory should, it is claimed, continue to be treated as assets of the 
Madhya Bharat Government. The amounts should be repaid by the 
Government of India or be continued as loans on existing terms. 

(3) Administration of "Federal" Funds : ·. The . Madhya 
Bharat Government propose that all specific Funds created in con
nection with 'federa]' purposes such as Railway Depre~iation Fund, 
Railway Reserve Fund, should be transferred to the "Central'' 
Government only for administrative purposes i.e., that the "property" 
in the investments constituting the Funds should continue to vest 
in the Madhya Bharat Government. They also suggest that it should 
be obligatory for the Centre not only to administer the Funds (on the 
terms and conditions attached thereto) for the benefit of the Madhya 
Bharat State, but also to consult and obtain the concurren~e of th•, 
Madhya Bharat Government in any ~heme of expenditure . from the 
Funds. The Madhya Bharat Government further claim that they 
must have the right to invest the corpus of the Funds or to utilise it 
for their ways and means operations, exactly as heretofore. 

(4) Privy Purse: The Madhya Bhara.t Government originally 
informed us that they did not propose to ask the Central Government 
to take over the liability for expenditure on 'Privy Purse' payable to 
Covenanting Rulers and for the allowances payable to members of 
their families, as it would involve reimbursement from the revenues of 
Madhya Bharat. In their latest communication to us, however, they 
have urged that '.i?rivy Purse' payments to Rulers and allowances 
to their relatives sanctioned under the orders of the Government of 
India (Ministry of State) should be taken over by the Central Govern
ment without claiming any 'compensation'. 

(5) Allocation of Surplus Liquid Assets : The Madhya Bharat 
Government do not agree to any part of the surplus liquid assets of 
the State being allotted to the Government of India for expenditure 
on 'federal' objectives in Madhya Bharat after federal fina-ncial in
tegration ; they claim that the entire surplus is required for their own 
development schemes and "ways and means" purposes. 

67. It is hardly necessary t~ comment in detail upon the proposals 
made by the Madhya Bharat Government in view of' the exposition 
in Part I of our Report, and in Chapters I to III of this Part, of the 
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fundamental principles underlying the scheme of federal financial 
integration. We would however offer the following brief remarks 

. in this connection :-

(1) We hare no doubt that the Madhya Bharat Union itself would 
suffer considerably if the financial isolation which it seeks for a period 
of five years were conceded; for, in that case, there could be no 
question of according to it the full financial privileges of "provincial 
status" vis-a-vis the Centre. In any event, for the various rea
sons-constitutional, financial and administrative-explained in 
Part I of our Report, we are unable: altogether to recommend any 
postponement of the effective date of financial integration. 

As for the ''basic period" with reference to which the effect or 
financial integration should be worked out in each case, it must be 
remembered that the only purpose for which this is necessary is to 
ascertain the extent of the present or immediate dislocation likely 
to be caused by federal financial integration. It follows that no 
period subsequent to the date of financial itegration can be adopted 
as the "basic period" for this purpose or for working out the tempo
rary financial adjustments required over a transitional period to avoid 
any sudden dislocation. 

(2) On the general question of payments to States by the Central 
Government in respect of "federal" capital assets to be transferred 
to the Centre upon financial integration, we ha>e nothing to add to 
paragraph 3q of Part I of our Report. 

We are quiteelear that federal financial integration would be 
meaningless unless it also embraced Railway revenues ; and re>e
nues cannot obviously be divorced from the assets from which they 
are derived. We are equally clear that apart from necessary financial 
adjustments in respect of liabilities and for the purpose of avoiding 
financial dislocation, no question of compensation as such can arise 
or be raised in any form. 

With particular reference to the Railway loans ad> anced by two 
of the Covenanting States of Madhya Bharat, we h::t>e after careful 
consideration come to the conclusion that they can only be regard.;>d 
as "federal" capital assets, which should constitutionally >est in 
the new 'federal' Government ·of the Union of India. vide our re 
marks on this point in paragraph 15 of Chapteriii and paragraph 

64(2) of Section B above. 

\Ve may add that_ in this particular case Statement I and l 1 sl1uw 

that from the revenue point of view, the vesting of all 'fL'ckra.l" ~• s
sets (incbding Railways) in the Centre, as an intefral rart of our 
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~~:l'lteme, causes no loss to Madhya Bharat or any dislocation of its 
Jinanees. 

(3) The proposals made by the :Madhya Bharat 9-overnment 
concerning the administation of "federal" Funds assume that even 
after financial integration, the ultimate responsibility for the admi
nistration of 'federal' subjects would continue to vest in the State 
Government. This view is based on a complete misconception of the 
constitutional implications of such integration . 

• 
4s regards the terms and conditions on which the Funds should be 

expended, we have ourselves made a specific recommendat~on in 
paragraph 16, Chapter III, that the Qentral Government should be 
under an obligation to ensure that the liquid assets· transferred to it 
along with any 'federal' Funds or Reserves should be expended 
within the State on those objectives for which the Funds or Resen es 
were created. . 

(4) With regard to the incidence of "Privy Purse" we have 
pointed out in paragraph 24 of Part I of our Report, that the matter 
is one to be decided on political and constitutional grounds .. 

In the event of "Privy Purse" being ultimately taken over, by· 
the Central Government as a "fe<jl~ral" responsibility, we. cannot 
agree that the entire burden should be immediately transferred to 
them without any transitional adjustments. The reason is that 
even without the 'Privy Purse", the Centre will incur a net loss upon 
federal financial integration in :Madhya Bharat ; it_ cannot 
therefore be expected to take up in full a further lOBs of about Rs. 60 
lakhs without serious financial dislocation. 

In this connection, we must m~ke it clear that our. proposals re
late to " Privy Purse" properly so called, and not to allowances to 
families and rdatives of Rulers which must continue to be ·a 'pro
vincial' charge. 

(5) The reasons for our-suggestio~ that the Central Government 
~;hould Le entitled upon federal financial integration to an allocation 

of 10 per cent. of the surplus liquid assets after providing for all lia
~Jilities, Funds and Resen·es, are explained in ~aragraph 18 of Chap
.,r III; we are unable to accept the contentiOn that the 1\Iadhya 

1arat Government would not, in the normal course, have expended 
(,portion of their capit·1l resources upon 'fed.eral' objectives within · 

\r State. . 



MADHYABHARAT 

STATE:\IENT I 

Particulars of revenues which will be lost to the State as a result of 
federal financial integration 

• 
(Figures based on the Budget estimat;{'s for the State financi~l year 

ending 31st March 1950) 

Reference 
- Sorial No. Particulars Amount to 

(Rs. in lak.hs) footnotes 

A .-"Federal" revenues which will merge with the revenues of the 
Government of India: 

l ·Customs duties 011: foreign trade (I) 

2 Corporation Tax . (plus IO·OC) (2) 

3 Income Tax (Other thn agricultural In- (2) 
come Tax and Corporation Tax). 8·00 (plus 20·00) 

4 Opium (Receipts from cultivation, manu- 4·20 (3) 
faotnre or sale for export). 

5 Taxes (other than Stamp Duties) on trans- 4·02 
aclions in Stock Exchanges : 

I) Central Excise . 53·50 

7 Railways (Net Receipts) 
S. S .. Rly . 0.·57 

Interest 3 ·87 
W orkt'd lines . 30 · 00 

----3-!·H 

8 Poslo an•l Tekgraphs (Netl 
· receipts) ~ 

tl 1'1-lephones (~et receipts)j 

(--):!·53 

. 126 

(4) 

(•>) 

((i) 
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Serial No .• Particulars Amount 
(Rs . .i~ lakhs) 

Reference 
to 

footnotes 

-----------------------------------------------------
10 Currency and Mint 

11 Defence (I.S.F.) . 

12 Interest on 'federal' investments 

Total of Section A. 0 103·07 
(plus ·?0 ·00) 

(8) 

(9) 

B.-Ta:zy,s which will be abolished on financial integration: (10) 

13 Salt ._ 

14 Import-export duties on Indian 
(internal) trad6 

Total of Section B 

GRAND TOTAL 

3·99 

160·00 

0 163·99 

0 267·06 
(Plll-8 30·0?) 

MADHYA BHARAT 

NOTES RELATING TO STATEMENT I 
I 

(1) Customs duties on foreign trade 
. . 

(11) 

Not being a maritiii:te Stat~, there is no revenue in Madhya Bharat 
under this head. · 

(2) Corporation Tax and Income-tax 
' .An Income-tax Bill is now before a Select Committee o~ the Dhara 

Sabha. If passed, the revenue under "Corporation· Tax" (it~m 2) 

is likely to be Rs. 10 lakhs ; and the revenue under Income-tax (item 3) 
is likely to be Rs. 20 lakhs. These estimhes have been shown agains~ 
items 2 and 3 respectively in brackets. 

The InJustrial Profits-Tax 1n IndJre i~ of the nature oflnooine-Tax 
. on in~ustrial concerns. Its estimated· yield is Rs., 8 lakhs ': thi 
has he<en shown against i:;em 3. 

(3) Opium 

Opium is eultivat<·d and manufacturel in,..the Madhya Bharat 
Union, The cost of o:piu;u paid to the c·:1ltivator$ is account . d 
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through an •· dvan<!f" acr~mnt and so does not enter into the IJpium 
Revenue account at all. The Opium Revenue account incl11des :-

(i) Royalty from the Governmen~ of India upon opium supplid 
to them at Rs. 3 per seer, &."ld 

(ii) "Provincial" Opium duty, etc. 

The former being "federal" incc,me which, after federal finilncial 
integration, win be lost to Madhya Bharat, is shown against item 4. 

_ (4) Taxes on transactions in Stock Exchanges 

In the Ind01:e and Gwalior States there are axes (apart nom Stamps 
Duties) upon Stock Exchange transactions and "futures" contract~ in 

· 1crtain commoditi< s. This is a "federal" item of revenue. 

(5) Central Excise Duties 

The amom; t of Rs. 53 ·50 l.tkhs against item 6 represents : 

(R>~. in l<1k as) 

Madhya Bharat't, share cf duties on matchPs 

Madhya Bharat's 'l~1are of ut1tiet. on sugar . 
- . 

!tladhya :Bh~rat's share ddt tJ~s c n tobacco 

E•cise dutjes on cloth 

. (6) Rallwa,ys 

7 ·..:'0 

8·00 

4·50 

3-t ·00 

53·50 

The revenue shown ag:·inst this item is made up as follows:-
(R: in lakbs) 

Net surplus on lines operated by the Madhya Bharat 
Union (after charging in~erest, anl providing or re

placument and renewul~) 
Interest on c'Lpit1l at- charge 
Income from ?tladhva Bharat r~_ilw•'Y:• w,•rked hy "ft'n·igl1" 

I)·.Ji* 

railways :n-n) 

(7) Posts & Telegraphs & Telephones 

Tho figures <'Ut£>re lng:lin:'>t this itl'm r<'pr<':o:t-nts 
(i) the net finanrial rnmlt of Wt)rkin7 of J'll:-<ts, Tt It-e::ral·h~ 
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and Telephones. There is an operating loss of H.s. 2 ·91 
lakhs *plua 

(ii) the value of postal immuruties at presen~ enjoyed by some 
of the covenanting Sta~s. 

(Rs. in la.k.hs.) 
Dhar 0·03 
Gwalior 
Indore 

(8) Currency and ~t 

• negligible 
. 0·35 

0·38 

The minting of one pice and two pice coins which used t'o be 
done in Gwalior State has been stopped .. 

(9) Interest on 'federal' investments 

The figures to be taken against this item should be computed~on 
the lines indicated in paragraph 12{14) of Chapter II. 

3·99 

(11) Import-e:xport duties on Indian (internal) Trade 

There is a very substantial revelme from internal customs dutieJ, 
shown at Rs. 160 lakhs against this item. 

*This figure does not provide for the flat .25% cut---"in the expon
diture which has been ordered by th'> Madhyy. Bhar~t Governmen~ 
as a. mea.sqre of economy. -



MADHlA BHARAT 
STATE:MENT II-. 

. •'arLiculars of expenditure, which will be saved to the State, as a res 
of federal financial integration 

(Figures based on the Budget estimates for the State Financi.al y 
ending 31st March 1950) 

Serial No. Particulars · 
Amount 
(Rs. in 

lakhs) 

· Referen 
to foot-

notes 

.~.\.-Expenditure t~ be taken over by the Government of India. 

1. Cost of collection of taxes : 
(1) Customs duties on foreign trade 
(2) Central Excise duties 
(3) Income-tax 

(4) Opium-cost of cultivation and manu-

3 ·78 (1) 
0·22 (3) 
(plus 3·00) 

facture . 2 · 60 (2) 
(5) Taxes on Stock exchange transactions 0·82 (4) 

2. National Highway~ 9 · 3!) (5) 
3. Defence (I.S.F. only) 104·43 (6) 
4. Aviation • - 2 ·45 

5· Broadcasting • • • 
6. Meteorology 
7. Archooology 
8. Geology (Survey) •• 
9. Patents, Copyrights, Trade marks, Joint 

Stock Companies . 
10. "Federal" Civil Works 
11. Pensions of Military and other "Federal" 

0·57 

(-)0·03 
2·00 

personnel 
12. Accounts and Audit 

9·60 
• -13·18 (7) 

Total of Section A. . US ·32 (plus 3·00) 

B.-Expenditure which tvill cease to be incmred en fed~raljinancia, 
integration. 

13. Salt • 
i4 Cost of collection of internal customs 

Total of Section B. 

GRA~ro TOTAL 
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13·33 

1_3·33 

(S) 

(9) 
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MADHYA EHARA'r 

Notes relating to Statemen~ II 

(1) Central Excise 

The expenditure shown as cost of collection of Central Excise duties 
:rainst this item represents the total ofthe following :-
~ (Rs. in lakha) 

For tobacco duties 0 · 70 Commissioner of Excise, Madhya 
:For cloth duties • 0 ·58} As per allocation furnished by the 

For other duties 2 ·50 Bharat. · 

. . . . . 
The entire expenditure in the Opium Department (Rs. 2 ·60 lakhs) 

, concerned with the cost of operation, management and control of 
ultivation and manufacture of opium.- This is, therefore, shown 
gainst item 1(4). 

(3) Income-tax 

The cost of collection of the Industrial Profits Tax· in Indore 
s Rs. 0 ·22lakhs; the cost of collection of the· new Income-tax pro.-. 
10sed to be imposed is Rs. 3 ·0 lakhs. Both these are shown 
•ga.inst item 1 (3), the_ latter in brackets-~ 

(4) Taxes of Stock exchange transactions. · -

The expenditure shown against item (5) is booked in the Union's 
~ccounts under "Registration" 

{5) National Highways 

According to the information furnished by the Govt. of India 
1linistry of Transport (Roads Organisation), the total mileage of roads 
ligibl~ for declaration as National Highways in. Madhya Bharat is 
~!)5 of which a mileage of 185 is already maintained b~ the Govt. of 
ndia under existing treaty arrangements. Accordingly, for the purpo
es of this Statement the cost of maintenance of only (495-1~5) or 
:10 miles has to be taken; this has been computed at Rs. 3,000 a mile
he average all-India rate furnished. by the Government of India, 
IIinistry of Transport. 

(6) Defence 

The expenditure shown against item 3 excludes· expenditure for 
wn-I.S.F .. units and establishments on a very ro.ugh estimate. 

(7) Audit and Accounts. 

The :Madhya Bharat Government desire that the Central Govern
ment should take ov~r all Audit and Accounts function~ in Madhya 
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l3harat just as in any "Province". The entire cost of their present 
Audit and Accounts organisation is shown against itam 12. 

(8) ~Salt · 

The cost of collection of salt revenue is negligible. 

(9) Intemal Customs 
Th~ cost of collection of internal customs duties shown against item 

14 represents 44% of the over-all expenditure on the combined Customs 
and Excise Department; the amount so computed has then been 
reduced!by Rs. 0 ·70 lakhs, representing cost of collection of tobacco 
duties accounted for separa.tely. 

£10) General • 
. The over-all "economy" out of 25% ordered by the Madhya Bharat 

Government has been ignored in computing the expenditure figures 
in Statement II. 



IIADHYA BHARAT 

STATEMENT III. 

Analrm of Liabilities and Funds as at 31st Mi.rch 1949. 

--------------------~--------------------------

Jorial 
No. 

Particulars "Central" Provincial Total 
(Its. in lakhs) 

-----------------------------------------------~ 

A. .-Current Liabilitiea arul Trust Funds 

1. Loans for food purchase 1 1 

2. Insurance Funds 1 ¥ 

J. Provident Funds ., .1' ¥ 1 

4:. Departmental and other Deposits ¥ ¥ 

i. Uncleared balance on Remittance 
account 1 1 

i. Suspeuss Items t 1 

7. Trust Funds :-

Gwalior-E.D. Board Fund (1) 35.001 
Jayajirao Parmarthik ~ 50.04 
Fund 15.04J 

·Indore- Baitu1mal Fund (1) 1.671 M:anorama Raje Fund 4.17 
Industrial Development 44.32 ~ 50.26 

(Returnable Fund) 
0·.10 J Women's Service Fund 

Otlter Covenanting States • 1 1· 

TOTAL. ¥ 100.30 
-:-

100.30 
(plus1) (plus~) 
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Serial 
No. 

Particulars •'Central" Provincial Tota.} 

B.-(i) Spedjic Functional Fund& 

1. Agricultural Fund • . 
2. Famine Fund • 

3. Village Improvement Fund 

4:. Rural Uplift Fund 

5. Forest Fund 

6. Industrial Development Fund • 

· 7. Pension Fund 

8. Educational, Medical and ether 
Social Services Funds • 

9. Roads & Communications Den· 
lopment Funds 

10. Irrigation Funds 

U. Buildings, City Impronment, etc. 
Funds. 

12. Military Funds 

ToLA.L 

(Rs. in lakhs) 

5.00{G) 
2. 77(H) 

128.00(G) 128.06 

203.84(G) 203.M 

~5.00(G) 46.0() 

100.00(G) 
5.60(H) 105.~ 

14 .10(G) 14 .10. 

5.00(G) 5.~ 

92.00(G) 92.00 

200.00(G) I 
50.00(G) ~299.52: 
49.52(G) J 

0.98(H) l . 
o.o9(H) 
l.71(H) 34.1S. 

3l.23(H) I 
0.14(H) J 

100.00(G)· 100.00 

0.58(H)} 
4.09(H) . 4.67' 

67.10(G) 
10. 7l(H) 

5.88(H)} 
6.0:1(H) 

67 .1l>-
10.71 

ll.9 

7.77 

7. 77 ll2l.62 1129.39 



Serial 
No. 

Particulars 

185 

''Central" Provinci~l Total 
(Rs. in lakhs) 

(ii) Non-specific Funds and Reserves, with ea1'111Q,rked assets 

13. General Development ~unds • 

14:. General ReserY"es • 

TOTA..L • 

C.-Depreciation end Reserve Funds 

I. Railway Depreciation Fund 

.2. Railway Reserve Fund 

TOTAL 

1 
! 
1 

' ! 
! 

' 
71. 70(G) 

SO.OO(G) 

151.70 

.... 
D.-Non-specific Funds and Reserves 

(without earrruirked Investments) 

Gwalior 

Indore 

Other Connanting States 

TOTA.L 

69.52(G) 

35.69(H)} 
4:0.24(H) 

92.ll(H) · 

15.f)O(G)} 
17 .95(G) 

271'.01. 

69.52 
75.93 

92.11 
33.4:5 

271.01 

71.70· 

80.00 

151.7()-

GRA..ND ToTAL 159.47 1492.93 1652·40 
(plus?) (plu!!l ?) (plus?) 

NoTE.-The symbol G is used above to indicate the Funds pertain-· 
ing to the former Gwali or State and the symbol H to indicate those 
pertaining to the form~r Holkar State (Indore). 



CHAPTER X 

CONCLUSION 

68. It will be observed that the Scheme-Report3 containe:l in the 
preceding Chapters and in our two Interim Reports follow certain uni
form principles not only as regards the basic conceptions and processes 
inv-olved in effecting the integration of "federal" finances in States 
but also as regards the transitional adjustments necessary to avoid 
a.uy sudden financial dislocation. Due account has however been 
taken oflo'calsituations and of the special problems confronting parti· 
cular States, in relation to their present net dependence upon "federal" 
resources ; in the result, the emphasis has be;n more upon the avo-idance 

()/dislocation of the finances of States than of the Centre. 

69. In some cases, there is likely to be a net "gain" to the 
Sta.tes as a result of the integration of "federal" revenues and expen
diture properly so called; but except in the Patiala and E.P. States 
Union, the gain is in every case more than offset by the loss of revenue 
from internal customs duties. It is alsolikely that the gain may be 
less, - or may even turn out to be a loss in one or two cases-when 
final figures of "federal" 1evenues and expenditure of the "basic 
period" become available. For these reasons, we have not thought it 
necessary to provide for any transitional adjustments in fovour of the 
Centre in respect of these "gains". As regards Prh'y Purses, however, 
we have no doubt whatever that any future decision to make them 
a "federal" liability would clearly justify a measure of gradualness 
in shifting the burden to the Centre, as the sums involved are >ery 
considerable in the aggreJate. No difficulty arises in this respect in 
re(J"ard to those States-such as l\Iysore-, where the result of fecleral 

0 

financial integration is to create a net "revenue-gap"; the effect 
of making Privy Purse a "federal" charge would merely reduce tue 
revenue-gap and so make easiP.r the problem of transitional adjust
ments in such cases. But where federal financial integration results 
in a "negative revenue-gap"-i.e., a profit to the State-clearly the 
Centre cannot be expected suddenly to unde~take a further additional 
burden in the shape of Privy Purse; and in these cases, therefore, 

transitional adjustments designed to shift the additional burden gra

dually to the Centre are,. we think fully justified. 

136 
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70. \Ve t-Jhulluow indicate briefly the }'locedurc \\]Jic-h 'vo thiuk 

Juay usefully be follo,\·cd in giving effect to our proposals. 'Ihe rccom·. 
Wf!ndations which we have made in each Scheme-Report, read with 
our general recommendatio11S,in l.,art I and Chapters I to IIJ of this 
l'art, '\\'ill form the basis for"" "agreements" to be entered into with 
individual States. The final figures for the "basic period· " relevant· 

to each case 'vill not, however, be available until about the end of 1950. 
'fhcHo considerations clearly rc(juirc that the whole matter. mu~t be 

dealt '"ith in three stageH :-

(J) 'l.,hc first Htagc n1ny he some. time in SeJ>.temLer 1949, whe11 
decisions should Le taken on all the gene·I·al 1·ec9mmend~-

. . 

tions-including those relating to lncome·t~x-n1adc by us 
iul>art I of our l{eport and in Chapters I to III of this Part. 
At the same time, decisions should al~o be taken in principle 
upon all ntatters arising out of ea.ch individual Sc4eme
ltcport. In reaching decisions the GoverlllllClltB ot the 

~tates concerned must, of course, be consulted ; and the 

Jnolit fruitful method of doing so would,' in our opinio11. 

be to arrange separate meetings with the representatives 
of each State. The issues involved are so complex; and 
the problems and situations~n the different Stat~s so varying, 
that quick and decisive r~sults are unlikely to be reached 

at a general conference of all States,-except, perhaps aa 

regards the broad issues which are common to all of them . 

. 
(2) 'fl1e next stage would consist in drawing up "Agreements" . ~ 

and, if necessary., revised Instruments of Accession, for· 

execution by individual States in conformity with the 
\ 

decisions reached at the tirst stage and in ·accordance with 

the relevant provisions in the Constitution of the Union 
of India. Except in the case of the Travancore-Cochin 
lTnion, this must a"\\·"ait the final pass.h1g of the Constitution 

hy the Constituent Assembly, but should be completed 
before that Constitution comes into effect. 

(3) 'l'he final stage will consist in the pre}>aratibn of the various 

"Statements"-(vide Chapters IV to IX) upon which the 

preci:-3e financial integration scheme and the necessary 
t.ransitional adjustments for each "individual State will 
ultimately depend. This work may be taken in hand 

immediately after the completion of Stage (2), beginning with 
those States for \vhich the 'basic ·period' extends over 
three :rears. 
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In view of tb.e importance and complexity of the issues iJn·olveu 

and of the volume of dt'ta.ilcu work still to be done in preparing precise 
financial integration com pn tations for indiv itl ua.l St. a t.es, we recommtmd 
the early appointment of a. suitable officer, of t.he necessary status 
and l"4perience, to be l,Jnced on Special Duty in connection with all . 
stages of the work. 
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