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CHAPTER 1

INTRODUCTORY

This Finance Commission is the fifth Commission to be appointed
under Article 280 of the Constitution, and was constituted by an
Order of the President dated the 29th February, 1968, which is re-
produced below. We assumed office on the 15th March, 1968.

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

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

(2) Shri M. Seshachalapathy, retired Judge, Andhra
Pradesh High Court.

(3) Dr. D. T. Lakdawala, Professor, Department of Econo-
mics, Bombay University.

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

2. The members of the Commission shall hold office until the
31st day of July, 1969.

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

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

(a) the distribution between the Union and the States
of the net proceeds of taxes which are to be, or may
be, divided between them under Chapter I of Part XII
of the Constitution and the allocation between the
States of the respective shares of such proceeds;

(b) the principles which should govern the grants-in-aid
of the revenues of the States cut of the Consolidated
Fund of India and the sums to be paid to the States



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

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

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

penditure;

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

the changes, if any, to be made in the principles
governing the distribution amongst the States of the
grant to be made available to the States in lieu of the
repealed tax on railway passenger fares;

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

(e)

(f)

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

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

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

(i) cotton fabrics,

(ii) silk fabrics,

(iii) woollen fabrics,

(iv) rayon or artificial silk fabrics,



(v) sugar, and

(vi) tobacco including manufactured tobacco,

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

Provided that the share accruing to each State shall not be
less than the revenue realised from the levy of the
sales tax for the financial year 1956-57 in that State.

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

(h) the scope for raising revenue from the taxes and
duties mentioned in article 269 of the Constitution but
not levied at present;

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

(j) the problem of unauthorised overdrafts of certain
States with the Reserve Bank and the procedure to be
observed for avoiding such overdrafts.

5. The Commission in making its recommendations on the
various matters aforesaid shall have regard to the resources
of the Central Government and the demands thereon
on account of the expenditure on civil administration.
defence and bhorder securitv, dobt servicing and other
committed expenditures or liabilities.

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

Under pa ugraph 6 of the Order we were required to make an in-
terim Report by the 30th September, 1968 covering as many 4s
possible of the matters mentioned in paragraph 4 of the Order, and
in particular, in respect of the financial year 1969-70. The date for
submission of the interim Report was extended to 31st October, 1968,
by the President’s subsequent Order dated 24th September, 1968.

9. We decided that in the interim Report we should deal with
items (c), (d) and (j) of paragraph 4, and make interim recommen-
dations in respect of the financial year 1969-70. For this purpose, we
obtained from the State Governments Memoranda containing their
views on those items and their forecasts of revenue receipts and
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expenditure for that year. We had detailed discussions with the
representatives of each State Government at New Delhi during the
period from June to August, 1968. The Accountants-General of the
respective States were present at these discussions. We also had
discussions with representatives of the Central Government in
regard to the forecast for 1969-70 furnished by them, and with the
Deputy Chairman, Planning Commission, and the Governor of the
Reserve Bank of India. Some other persons also appeared before
us at our request to explain and elucidate their views on some of the
matters in our terms of reference. The dates of discussions held with
representatives of the State Governments, the Central Government
and others are given in Appendix I.

3. In Chapters 2 to 4 of this inferim Report, we have made our
final recommendations regarding items (c), (d) and (j) of para-
graph 4 of the Presidential Order. In Chapter 5, we have made in-
terim recommendations for the devolution of taxes and duties and
for grants under Article 275 of the Constitution for the financial year
1969-70. We wish to make it clear that except so far as the distribu-
tion of the proceeds of estate duty and the grant .in lieu of the tax on
railway passenger fares is concerned, these recommendations for
the year 1969-70 have been made provisionally on an interim basis
and they are subject to such readjustment as may be necessary on
the basis of our final Report. We have still to have further discus-
sions with the State Governments and other parties and to examine
carefully the material already with us and the further information
and memoranda which we shall receive regarding all the items of
our terms of reference. The interim recommendations in this Report
should not, therefore, be regarded as indicating our final views or
recommendations or as committing us in any way regarding the
principles of devolution of taxes or duties, other than estate duty, or
grants under Article 275 of the Constitution or any other matters
referred to us under the Presidential Order.



CHAPTER 2
GRANT IN LIEU OF TAX ON RAILWAY PASSENGER FARES

4. Under paragraph 4(c) of the Order of the President, we are
required to make recommendations as to the changes, if ary, to be
made in the principles governing the distribution amongst the States
of the grant to be made available to the States in lieu of the repealed
tax on railway passenger fares.

5. A tax on railway passenger fares was imposed under the Rail-
way Passenger Fares Act 1957. This Act was repealed with effect
from the 1st April, 1961, and the tax was merged in the basic fares.
The Government of India decided to make an ad hoc grant of
Rs. 12-5 crores per annum to the States in lieu of the tax for a period
of five years from 1961-62. The amount of the grant has been revised
to Rs. 16-25 crores per annum from 1966-67 for a period of five years.

6. The grant made available at present is being distributed among
the States according to percentage shares recommended by the
Fourth Finance Commission. These had been worked out by allocat-
ing among the States the passenger earnings of each railway zone
(exclusive of earnings of suburban services) on the basis of the route
length of railway located in each State separately for each gauge, on
the basis of the statistics for the three years ending March, 1964.

7. We have received various suggestions regarding the principles
for distribution of the grant. These are:

(i) Continuance of the existing principles;

(ii) Distribution on the basis of estimated colleections in each
State;

(iii) Distribution on the basis of population of each State;

(iv) Distribution taking into account factors such as the
volume of traffic relatable to a State having a short route
length but a large number of visitors, and treating of
important feeder roads as extensions of the railway for
this purpose;

(v) Taking into account important railway routes likely to be
opened in the next few years;

(vi) Distribution of the grant along with the States’ shares of
all divisible taxes and duties, solely on the principle of
relative need of each State;

(vii) Taking into account intensity of traffic on particular
routes within a railway zone; and

b
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(viii) If intensity of traffic in States cannot be directly com-
puted, distribution on the basis of route length and popu-
lation in equal measure.

8. We have carefully considered all these suggestions. We think
that the present principles which are based on those enunciated by
the Second Finance Commission for the distribution of the proceeds
of the railway passenger fares tax are quite suitable and proper.
That Commission was of the view that the principle should be such
as to secure for each State, as nearly as possible, the share of the
net proceeds on account of the actual passenger travel on railways
within its limits. It considered that such proceeds may be determined
with reasonable accuracy by allocating the passenger earnings for
each gauge of each railway zone separately among the States
covered by it according to the route length in each State. The Fourth
Finance Commission applied the same principles to the distribution
of the grant on the ground that it was of a compensatory character,
being in lieu of the repealed tax. We think that the adoption of
any other criteria, such as population or collections, would not be
appropriate. The criterion of collection would give undue weight to
States having important terminal stations. As passenger traffic in-
cludes a large volume of inter-State travel, it is not reasonable “to
adopt population as a measure of the passenger travel within a
State; nor can population be taken as an indicator of relative traffic
intensity. It is also not possible to assess the railway passenger traffic
‘relatable’ to a particular State as envisaged in the suggestion (iv)
in paragraph 7; nor would it be a fair basis for distributing the grant,
Further, it would not be correct to treat any road as a railway for
the purpose of distribution of'this grant; nor would it be possible to
take into account likely changes in the railway route lengths in
working out the State shares. We have also carefully considered the
suggestion that this grant, along with the States’ shares of all taxes,
should be distributed on the uniferm principle of relative need, and
we think that the principle suggested cannot provide a proper basis
for distribution of this grant, as it is being given specifically in lieu
of the tax on railway passenger fares leviable under Article 269, and
the needs of diffarent States cannot be regarded as relevant for its
distribution.

9. As regards intensity of traffic on psrticular routes in different
zones and gauges, we have been informed by the Railway Board that
the necessary statistics for determining such intensity of tr=ffic are
not available. In view of this, it is not possible to take into account
the relative traffic intensity of particular routes. The principles
enunciated by the Second Finance Commission do make reasonable
sNowances for variations in the intensity of traffic.

10, We therefore recommend that no change be made in the
existing principles for distribution of the grant.

11. We have worked out the percentage share of different States
in the manner indicated in paragraph 6 on the bas1s_of statistics of
railway route lengths and actual passenger earnings from non-
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suburban traffic for the three years ending 1966-67 (vide Appendix
II). They are as follows: —

State Percentage share
Andhra Pradesh 8-56
Assam 2-88
Bihar 10-86
Gujarat 6-01
Haryana 2-46
Jammu & Kashmir 0-01
Kerala 1-78
Madhya Pradesh 9:-92
Madras 5-54
Maharashtra 9-12
Mysore 383
Nagaland 0-01
Orissa 2-36
Punjab 4.76
Rajasthan 6-43
Uttar Pradesh 19-06
West Bengal 5-51

To1aL 100-00

We recommend that the grant to be made available to the States
in lieu of the repealed tax on railway passenger fares be distributed
in accordance with these percentages.

12. Practically zll the States have represented to us, as they did
to the Fourth Finance Commission, that the system of a fixed annual
grant has devprived them of ‘a potentially elastic source of revenue
and they have urged that the quantum of the grant should be suitably
increased each year having regard to the growth in railway earnings
from passenger fares. Some States have suggesied, as an alternative,
that the tax should be re-introduced. These suggestions go beyond
the scope of item (c¢) of our terms of reference, with which we are
dealing at present We propose to consider them in our final Report
when dealing with item (h) of paragraph 4 of the President’s Order,
relating to the scope for raising revenue from taxes and duties men-
tioned in Article 269 of the Constitution.



CHAPTER 3
ESTATE DUTY

13. Paragraph 4(d) of the Order of the President requires us 1o
make recommendations as to the changes, if any, to be made in the
principles governing the distribution among the States, under Article
269 of the Constitution, of the net proceeds in any financial year of
estate duty in respect of property other than agricultural land.

14, Article 269 provides that the net proceeds of estate duty,
except in so far as * they represent proceeds attributable to Union
territories, are to be assigned to the States and distributed among
;hem in accordance with the principles formulated by Parliament by
aw.

15. The existing scheme of distribution is as follows:—

(1) Out of the net proceeds of the duty in each finauncial year,
a sum equal to two per cent is retained by the Union as.
proceeds attributable to Union territories;

(i1) The balance is apportioned between immovable property
and other property in the ratio of the gross value of all
such properties brought into assessment in that year;

(iii) The sum thus apportioned to immovable property is dis-
tributed among the States in proportion to the gross value
of the immovable property located in each State; and

(iv) The sum apportioned to property other than immovable
property is distributed among the States in proportion to
their population.

16. Most of the States have suggested the continuance of the pre-
sent scheme of distribution. Suggestions made by some other States
are—

(1) Distribution of the entire net proceeds of estate duty, along
with the States’ shares of all other divisible taxes and
duties, solely on the basis of needs of each State;

(ii) Distribution of the entire net procecds on the basis of
population; and

(iii) Distribution of the entire net proceeds on the basis of
collection.

17. The existing principles of distribution were enunciated by the
Second Finance Commission, and they were fully endorsed by the
subsequent Commissions, with only a minor change in respect of the
portion attributable to Union territories. These Commissions were
of the view that the levy and collection of the taxes and duties spe-
cified in Article 269 of the Constitution had been placed under the
Union Government so as to ensure uniformity of taxation and con-
venience of collection. They considered that although that Article

|
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did not rule out any principle of distribution, the princi
]axd_down should be such as to secure for eaéh Stafe, aslpzlmiizjj; gg
possible, the ainounts which it would have itself collected if it had
t_he power to levy and collect such tax or duty. The basis of loca-
tion of the property subject to estate duty was considered by them
to-be the most appropriate principle of distribution. However, as
this basis of location could not be applied to movable property, they
felt it necessary to have some general principle of distribution for
the part of proceeds of the duty relating to such property; and for
this purpose they adopted the basis of population.

18. We have carefully considered the various suggestions made
by the State Governments. We are of opinion that the view taken
by the earlier Commissions is reasonable and sound. The proceeds
of taxes and duties specified in Article 269 are wholly assigned to the
States in which they arc levied, unlike the proceeds of income-tax
and excise duties which are divisible between the Centre and the
States under Articles 270 and 272. It would not, therefore, be appro-
priate to treat the taxes under Article 269 as part of a common pool
of resources to be distributed on a uniform principle, such as relative
needs of States. We also think that the factor of location of immov-
able property cannot be disregarded in distributing the part of the
duty relating to such property. Nor can the collection of duty in a
State be taken as a general basis to indicate what the State would
have realised on such property as it could have taxed if it had the
power to do so.

19. We also considered a suggestion that the pro ratq share of
immovable property in the estate duty assessed under each estate,
should be initially apportioned to the States where such property is
located. This would take into account the large variations in rates
of duty assessed on estates of different sizes, distributed unevenly
among the States. We do not, however, think it correct to accept
this procedure, as the net proceeds of the duty in any year are not
strictly relatable to the particular properties which may be brought
into assessmeat in that year, the amount of duty assessed being pay-
able in instalments over a number of years. The Central Board of
Direct Taxes have also pointed out certain practical difficulties in the
acceptance of this suggestion.

20. In view of the foregoing considerations, we have come to the
conclusion that no change is called for in the existing principles gov-
erning the distribution of the duty among the States.

21. The principles of distribution to be formulated under clause
(2) of Article 269 relate to the distribution of the net proceeds re-
maining after excluding proceeds attributable to the Union territories.
The determination of the proceeds attributable to the Union terri-
torieg is thus a necessary step preceding the application of the
principles of distributicn formulated for the purpose of distribution
among the States. The Fourth Finance Commission had recommend-
ed that a sum equal to two per cent of the net proceeds be retained
by the Union as attributable to the Union territories. Taking into
account the population of the Union territories as now constituted
following the changes under the Punjab Reorganisation Act, 1966,
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and the gross values of immovable property located therein and
brought into assessment in the five years ending with 1966-67, we
consider that a sum equal to three per cent of the net proceeds

should be determined as the proceeds attributable to the Union
territories.

22. Accordingly, we recommend that—

(1) Out cf the net proceeds of the estate duty in each financial
year, a sum equal to three per cent thereof be retained by
the Union as being the proceeds attributable to Union
terrvitories; and

(2) The balance of net proceeds be distributed among the
States in accordance with the following principles: —

(a) Such balance be first apportioned between immovable
property and other property in the ratio of the gross
value of all such properties brought into assessment in
that year;

(b) The sum thus apportioned to immovable property be
distributed among the States in proportion to the gross
value of the immovable property located in each State
and brought into assessment in that year: and

(¢) The sum apportioned to property other than immov-
able property be distributed among the States in
proportion to the population of each State.

23. On the basis of figures of population according to the 1961
Census the percenilage shares of the States for the purpose of Clause
(2)(c) of para 22 will be as under:—

States Percentage
Andhra Pradesh 8-37
Assam 276
Bihar 10-80
Gujarat 4-80
Haryana 1-76
Jammu and Kashmir 0-83
Kerala 3-93
Madhya Pradesh 7-53
Madras 7-83
Maharashtra 9-20
Mysore 548
Nagaland 0-03
Orissa 4-08
Punjab 259
Rajasthan 4-68
Uttar Pradesh 17-15
West Bengal 8-12

ToTaL 100-00




CHAPTER 4

UNAUTHORISED OVERDRAFTS

24. Paragraph 4(j) of the Order of the President requires us to
make recommendations regarding the problem of unauthorised over-
drafts of certain States with the Reserve Bank of India and the pro-
cedure to be observed for avoiding such overdrafts.

Nature and magnitude of the problem

25. We shall first set out the present arrangements between . the
State Governments and the Reserve Bank of India and indicate how
unauthorised overdrafts arise. All the States except Jammu and
Kashmir have entered into agreements with the Bank under Section
21-A of the Reserve Bank of India Act to enable it to handle their
monetary {ransactions. Section 17(5) of the Act provides that the
Reserve Bank may make advances to State Governments repayable
in each case not later than three months from the date of the advance.
The limits of such advances are specified in the letters exchanged in
pursuance of the agreements. Upto 1953, the limits laid down were
equal to the minimum cash balances that the State Governments
were required to maintain with the Reserve Bank, and since then
they have been fixed as a multiple of such balances. Besides the
normal ways and means advances for which no cover is nccessary,
the Reserve Bank gives special advances to the State Governments
against Central Government securities. Table 1 gives the position
regarding the limits as obtaining since the 1st March, 1967, under
which the States can obtain normal ways and means advances upto
Rs. 1875 crores in all and special advances of a further amount of
Rs. 375 crores. The Reserve Bank also sanctioned additional g4 horc
limits for secured advances. ' Such limits as on the 10th August, 1968
stood at Rs. 12:7 crores. ‘“Unauthorised overdrafts” arise either be-
cause the limits agreed to between the States and the Reserve Bank
are exceeded or because the ovrdrafts are not repaid within the
period of three months.

26. The monetary transactions of State Governments go con
simultaneously at over 2,000 treasuries, sub-treasuries and banks
Owing to this large number of places it is not possible for the Bank
to ensure beforehand that payments on behalf of a State Government
do not exceed the balance held by it by more than the limit speci-
fically agreed to. The Government transactions occuring at all such
places are allowed to proceed withouty any reference to the actgal
position of a State Government’s cash balance, the accounts of which
are maintained only at the Central Accounts Section of the Reserve
Bank. The agency Banks transfer the net amount of debit or crgdlt
to the State’s cash balance account every day. The non-Banking
treasuries have separate balances belonging to the State Governments
outside the cash balances maintained with the Reserve Bank. Such
treasuries are permitted to draw on currency chests kept with them

11
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by the Reserve Bank as a resource for making payments whenever
the State’s own balance at the treasury gets depleted, as well as to
deposit surplus receipts in the currency chests from time to time.
The net transfers of funds to or from the currency chests are taken
io the credit or debit of the cash balances of the States. When on
the compilation of accounts each day it is found that the debit against
a State Government exceeds the limit of the ways and means
advance, an unauthorised overdraft results. This happens unobstru-
sively and the Reserve Bank comes to know of it only after the event.
At that point the agreement entered into by the State Government
under the Reserve Bank of India Act is contravened. Further, in
view of the fact that all the State Governments are indebted to the
Centre, there is also a contravention of Article 293(3) of the Consti-
tution, which provides that a State Government may not, except with
the consent of the Government of India, raise any loan if there is
outstanding any par{ of a loan to the State by the Government of
India or a loan guaranteed by it. When the fact of an unauthorised
overdraft comes to the knowledge of the Reserve Bank, it issues a
notice to the State to make arrangements to clear the overdraft with-
in three weeks with a warning that in case of default the Bank will
consider itself free to stop payments without any further notice.
Some State Governments have taken these notices seriously and have
complied with their requirements, mostly with the help of the Cen-
tral Government. Others have just ignored them. Where the over-
draft is not cleared, it is open to the Reserve Bank to refuse to
honour any further cheques of the State Government. 1t is, perhaps,
incumbent on it to do so, as a body constituted for securing mone-
tary stability. The Reserve Bank has, however, desisted from this
course in the past, in view of the extremely adverse effect that such
action may have on the credit and financial stability of the State
Government with all its serious implications including the possible
emergence of a situation envisaged in Article 360 of the Constitution.
To avert such a crisis, the Central Government has been giving ad
hoc loans or other form .of assistance to the State Governments to
enable them to clear their unauthorised overdrafts before the end of
the year.

27. The prevalance and magnitude of these overdrafts have be-
come serious in recent years. Upto about 1950, the State Govern-
ments were able to manage their financial transactions within the
specified limits of their ways and means advances. The first over-
draft of an appreciable size arose in that year. In April, 1953, in
order to meet the increasing requirements of the States, the Reserve
Bank increased the limits of ways and means advances for all the
States from Rs. 1:85 ciores to Rs. 7-88 crores in all.  Special ways and
means advances of Rs. 2 crores for each State were also permitted
against Government of India securities. In spite of these increased
Mmits, the Government of India had to provide during the Second
Plan period ad hoc loan assistance aggregating to Rs. 128 crores to
seven State Governments to clear their unauthorised overdrafts.
Eleven States had to be given such assistance amounting to Rs. 286
crores during the Third Plan period. The problem has become even
more serious since the end of the Third Plan veriod. During 1966-67,
the Central Government had to sanction ad hoc loans amounting
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to Rs. 149 crores. Although there was a further upward revision in
the limits of ways and means advances in March, 19867, ad hoc loans

amounting to Rs. 128 crores had to be given during 1967-68 (vide
Table 2).

28. Of the seventeen States, six or seven States have been having
persistent unzuthorised cverdrafts. As ranked by the per capita
incomes of their inhabitants, such States were not those with the
lowest ranks. Some of the less prosperous States did not get into
unauthorised overdrafts while some relatively better-off States had
doneg so.

Consequences

29. The persistence and large size of unauthorised overdrafts are
a matter of very serious concern. Apart from the contravention of
Article 293(3) of the Constitution and the agreements entered into
under Section 21-A of the Reserve Bank of India Act, the occurrence
of such overdrafts and their practically automatic clearance by the
Centre through ad hoc loans have grave effects on the national eco-
nomy. In all federations, it is the sole responsibility of the Central
Government to take decisions regarding the need for and the axtent
of deficit financing in the context of overall economic considerations.
No country with g unified currency system can afford to have more
than one independent authority taking measures which result in in-
crease of money supply. Unauthorised overdrafts violate this funda-
mental principle of sound monetary management. The benefits of
this violation go to a few States which draw on the national resources
at their own will without any serutiny of their reeds at the national
level, while the burdens are berne by all, including the States which
are less prosperous. There is a serious danger that the exampie of
having recourse to such unawvthorised overdrafts by certain States,
tollowed by their almost routine clearance by the Centre, may prove
infectious. The States which have avoided such overdrafts by pru-
dent fiscal management are very critical of this practice. They
strongly represented to us that this extremely undesirable state of
affairs should be immediately ended.

30. In our discussions with the State Governments we found that
all of them, inc¢luding those which had got into unauthorised over-
drafts, were agreed that such overdrafts are untenable in principle
and undesirable in practice and that there is an urgent need of stop-
ping them. There is thus general unanimity that the practice of
unauthorised overdrafts is harmful and undesirable, and that effec-
tive measures should be taken to put an end to it in the interest of
national economy. The Commission agrees with this view.

States’ difficulties

31. We shall now examine the reasons given by the States for
the emergence of unauthorised overdrafts. The State Governments
which have had persistent overdrafts have explained to us that they
have been forced to have recourse to them due to various difficulties
which they have to face. The State Governments have to strive to
meet the ever growing needs of the people in a welfare State, parti-

2—119 MofFin
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cular:ly for social and economic development, and many of them have
special problems and difficult situations to deal with. The steep rise
in.prices in the last few years has also added considerably to their
financia] difficulties. If the problem is to be tackled at its source,
these difficulties must be considered in their proper context and, to
the extent they are genuine, removed.

32. We may classify the difficulties explained by the States into
two groups according to their nature:

(a) Temporary difficulties arising from the uneven flow of
receipts or expenditure and the inadequacy of limits of

ways and means advances with which they could be met;
and

(b) Relatively more chronic imbalances between their re-
sources and functions, inadequate devolution and the
absence of suitable mechanism to deal with unforeseen
difficulties.

The first group can only explain temporary unauthorised cver-
drafts which should get cleared as soon as progressive receipts reach
up to progressive expenditure. The second group of difficulties can
lead to persistent vnauthorised gverdrafts. It is the latter which we
shall consider first.

Imbalance between resources and funections

33. The States have complained of the great disparity between
their resources and functions under the Constitution. The distribu-
tion of resources and functions between Central and State Govern-
ments varies from one federal Constitution to annther. 'Recent tech-
nical and economic developments leading to integration of the
national economy have, however, resulted in an effective centralisa-
tion of a number of more productive taxes. A growing degree of
imbalance between the revenues of State Governments and the
expenditure needed for the efficient discharge of their functions has,
therefore, proved to be inescapable in most federations. The Indian
Constitution, drawing upon the experience of the working of other
federations and recognising the need of the times, has given the
Central Government the exclusive power to levy and collect some
important direct taxes. On the other hand, it has left a considerable
field of direct taxaiion, such as land revenue, taves on agricultural
income and duties in respect of succession to agricultural land, entire-
ly to the States. The power to levy taxes on commodities, excluding
customs duties, is divided between the Centre and the States. Be-
sides, the Constitution has assigned to the States the entire proceeds
of some taxes levied and collected by the Central Government under
Article 269 and a share in the proceeds of income tax under Article
270. 'The proceeds of Union Excise duties may also be shared under
Article 272. Article 275 provides for grants-in-aid of the revenues of
States which may be in need of assistance. The shares of these taxes
and the amount of grants are decided on the recommendations of
the Finance Commissions which are appointed at least every fifth
vear. The recommendations of the Finance Commissions have been
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making provisior for the requirements of States for non-Plan revenue
expenditure. Revenue grants as well as loan assistance for the Plan
are disbursed by the Central Government on the recommendation of
the Planning Commission. The Central Government generally
accepts the recommendations of these Commissions and large and
increasing amounts are being transferred to the States accordingly.
The State Governments have a full opportunity to state their cases
and explain their requirements to the two Commissions. In. the
nature of things it cannot be expected that the States will be fully
satisfied with the decisions. However, once the decisions are taken,
it is the duty of the States to manage their affairs within the re-
sources availabie to them including the devolution and assistance
from the Centre. They must regard it as a matter of necessary fiscal
discipline to balance their budgets, and to take in their stride the
normal vicissitudes in their financial position.

Difficulties due to changed circumstances

34. Many States have drawn our attention to the fact that while
the size of State Plans and Central Plan assistance are reviewed and
revised from vear to vear, the recommendations of Finance Cominis-
sions remain in force for longer periods without any such review
If due to changed circumstances, such as increase in prices requiring
provision for dearness allowance to their.employees, the States have
to incur substantially larger non-Plan expenditure there is no machi-
nery at present. for providing increased devolution of resources to
them. They have represented to us that it is necessary to have some
reviewing agency like a permanent Finance Commission which could
look into their difficulties on such occasions and recommend suitable
additional assistance. We have given very careful thought io the
demand of the States for such a mechanism. We are, however, of
opinion that it would not be very useful to set up any standing
arrangements for this purpose. We think that the case for a perma-
nent Finance Commission has to be judged on grounds much wider
than the occasional need for providing additiona] non-Plan assist-
ance to States during the period covered by the existing devolution
arrangements. Having regard to the nature of its functions it would
be inappropriate to require a Finance Commission' to look only into
the requirements arising from some isolated causes affecting the
States’ revenue or expenditure, or to look into the financial needs
of a few States only. In considering any modification of the scheme
of devolution of resources from the Centre to the States or their dis-
tribution among the States, the Finance Commission would have to
take into account the overall needs and resources of the Central and
‘State Governments in the changed circumstances, including the
commitments already made on the basis of the existing scheme of
-devolution. Such a review would not be practicable for the purpose

-of dealing only with the additional needs of States due to particular
reasons.

35. When a State Government finds itself unable to balance its
budget, having regard to its existing resources including the proceeds
of additional taxation undertaken after the last Plan period, its diffi-
culties may be either due to circumstances beyond its control, such
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as natural calamities, or due to other new developments necessitating
substantial additional expenditure. We note that the Central Gov-
ernment already has-a scheme for assistance to States in case of
natural calamities under which, after obtaining the report of a team
of Central officers, it provides assistance by way of grants and loans
as well as necessary ways and means advances to cover the ontire
approved expenditure required to meet such calamities. We consi-
der that in all cases where a State Government experiences diffi-
culties due to unforeseen developments, it should make serious efforts
to raise further resources or to reduce its expenditure as far as poesi-
ble instead of incurring unauthorised overdrafis. 1f, in spile of all
possible measures, the State finds itself unable to meet the additional
expenditure which is immediately necessary, it may apply io the
Centre for temporary assistance to tide over the difficulty by a short-
term-loan on suitable terms. We recommend that in such cases the
Central Government should provids necessary assistance to the State
after catisfying itsel? regarding the need of the State, the efforts made
by it to adjust its rescurces and expenditure and the steps it is vre-
pared to také to provide for repayment of the loan.

36. After the immediate requirements have been provided for in
this manner, the State should be able to devise suitable measures for
balancing its budget in the succeeding year. The Planning Commis-
sion which annually reviews the estimated non-Plan receipts and
expenditure of the States, should take into account the adverse effzct
of the new developments, and if necessary, modify the size of the
annual Plan of the State concerned. This may result in some States
having to curtail their annual Plans, but we think that proper fiscal
discipline requires that they should make such necessary adjustments
in their Plan programmes until the whole question of devolution is
reviewed by the next Finance Commission.

Plan finance

37. Some State Governments have represented to us that they
have been led to overestimate their resources and underestimate
their non-Plan expenditure in their eagerness to have larger Plans
and to secure greater Plan assistance which has been allocated on a
basis of matching resources. We consider that both resources and
expenditure should be estimated in a realistic manner. At the same
time we recognise that to some extent the States have to be prevailed
upon to maximise their resources and to economise on non-essential
expenditure. We understand that the Planning Commission is engag-
ed in revising the principles for distribution of Plan assistance in
future, and that it is likely to give less importance to the basis of
matching resources. We consider it fundamental that there should
be no deficit financing at the State level, and that the size of the State
Plans should be regulated strictly within the States’ own resources
and such Central assistance as may be available. For this purpose,
ways and means advances should not be considered as a resource,

Repayment of Central loans

38. Besides the requirements of unforeseen circumstancesz which
have led to difficulties in the States’ revenue budgets, the volume of
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repayment of loans has in recent years resulted in a considerable
strain on the capital side. In this respect there is a serious lacuna
in the present arrangements for fiscal assistance to States to which
we would like to draw the attention of the Central Government.
Thp repayments of loans by States have been growing very steeply
(vide Table 3) while non-Plan capital receipts have not shown any
such growth. It has not been possible for us to consider the various
items of capital receipts and expenditure individually, but taken
together they have resulted in substantial non-Plan capital deficits
{vide Table 4) which have been largely responsible for unauthorised
overdrafts in several States. At present, there is no arrangement for
dealing with the problem of these capital deficits. In order that
unauthorised overdrafts are avoided, we suggest that whenever such
deficit is anticipated, the State Government should carefully consi-
der how far its non-Plan capital expenditure can be reduced, and also
make efforts to increase its capital receipts including better recovery
of loans given by it. If in spite of such efforts, the capital budget for
the year cannot be balanced, the State may represent its case to the
Central Government which may, if satisfied that the State needs
relief in ovder to avoid unauthorised overdrafts, consider deferring
the repayment of Central loans falling due during the year to the
necessary extent.

Deprivation of States’ share of taxes

39. Some of the State Governments have represented to us that
the inadequacy of their resources has been accentuated by the uni-
lateral actions taken by the Central Government which have depriv-
ed them of their legiiimate shares out of proceeds from advan e
collection of income-tax, income-tax on companies and {ax on railway
passenger fares. We may point out thai while the Constitution gives
the States a right ‘o share in certain taxes when they are levied by
the Centre, it is the responsibility of the Central Government tu
decide what taxes are to be levied as well as the manner in which
and the rates at which they should be levied. The machinery of
Finance Commissions has been provided to ensure that the States
receive an equitable share of the proceeds of divisible taxes and
duties after periodical review. A cause for complaint regarding
deprivation of the States’ due share can therefore arise only if the
Central Governmant made a change adversely affecting the States
witheut providing for suitable compensation during the period be-
tween two Finance Commissions. Such has not been the position in
any of the cases mentioned by the States in this connection. What-
ever view might be taken as to the correctness of the prccedure for
determining the net proceeds of income-tax, the fact is that the pre-
sent practice of cxcluding advance collection of income-tax from the
divisible pool pending finalisation of assessments has been in exis-
tence since a time prior to the appointment of the first Finance Cor-
mission and even before the commencement of the Constitution. All
the Finance Commissiolie have framed their recommendations regard-
ing devolution of taxes and grants after having due regard to the
size of the divisible prol of income-tax estimated on the basis of the
existing procedure. The change in the Income-tax Act whereby the
incomeé-tax paid by companies was brought into the category of cor-
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poration taxes was made in 1959. This resulted in contraction of the
divisible pool immediately, but the Central Government gave the
States a compensatory grant to make good the loss. When this mat-
ter was deait with by the Third Finance Commission, it pointed out
that there were other measures available for taking account of the
shrinkage in the divisible pool. On this and other considerations it
increased the States’ share in 'the proceeds of income-tax to 66-2/3
per cent and also made other recommendations to increase the
volume of devolution. The Fourth Finance Commission also took
due note of the States’ representations in this regard and eventually
increased the States’ share of income-tax to 75 per cent. An gd hoc
grant was provided by the Centre in lieu of the repealed tax on rail-
way passenger fares. We do not therefore consider that the conten-
tion of some States that these measures have led to unauthorised
overdrafts is justified.

Delays in receipt of devolution and Plan assistance

40, We now come to temporary difficulties arising from fluctua-
tions in the flow of receipts and expenditure. In this connection the
States have complained of delays in the receipt of their shares of tax:
devolution, statutory grants and Plan assistance. We have gone into
this question in some detail. We find that the States’ shares of the
Union Excise and Additiona]l Excise Duties are paid to them in
monthly instalments and grants under Article 275 are disbursed
quarterly in advance. The States’ share of income-tax is paid quar-
terly—10 per cent in July, 20 per cent in October, 25 per cent in
January and the rest in March. It is seen that the income-tax collec-
tions follow the same pattern (vide Table 5), and obviously the Cen-
tral Government cannot be expected to pay the States’ share in
advance. Since, however, large portions of this share involving con-
siderable sums are at present being paid to the States in January and
March, we suggest that the Central Government may consider whe-
ther the releases could be made more frequently during the last two
quarters.

41. Under the existing arrangement for release of Plan assistance,
except for expenditure on multi-purpose river projects where quar-
terly payments are made on the basis of estimated expenditure,
monthly ways and means advances are made to State Governments
during the first ten months of the year on the basis of annual budget
estimates and the residual amount is released in March on the basis
of departmental figures of actuals for nine months and departmental
estimates of expenditure for the last quarter. The Plan assistance
actually due for the year is finally adjusted on the basis of audited
figures which generally become available long after the close of the
year. This procedure, we understand, follows a recommendation of
the Central Public Accounts Committee. We think that the delay
in the final adjustment of Plan assistance should not normally result
in any ways and means difficulty, unless there have been large in-
creases in Plan expenditure actually incurred as compared with the
departmental actuals for nine months and estimated expenditure
for the last quarter. The disparity between the two could be subs-
tantially narrowed down, if the State Governments arrange for
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speedy reconciliation of departmental actuals with the accounts
maintained by the Accountants-General during the course of the
year. Efforts should also be made to reduce the time taken for com-
pletion of audit.

Payvments on behalf of Central and other State Governments

42, Some State Governments have suggested a change in the
existing accounting arrangements for transactions in a State on
behalf of the Central Government and other State Governments
which are initially met from State balances. The Central Govern-
ment transactions at banking treasuries and sub-treasuries do not
affect the cash balance of a State as they are met directly from the
Central Government’s cash balance. Central transactions at non-
banking treasuries are initially met from the State’s own balances,
but they are adjusted on a weekly basis. Transactions of other State
Governments at all treasuries and banks are met from the cash
balance of the State where they occur and they are settled monthly.
Their effect on the ways and means position of most States is, how-
ever, small and the States have also the benefit of their own transac-
tions in other States being met from the balances of those States.
We therefore think that no change in the present arrangements is
called for.

Consolidation of Plan loans

43. According to existing arrangements large repayments of Cen-
tral loans have to -be made by the States in the month of October.
This results in ways and means difficulties for some States during
that month and the succeeding few months. It has been represented
to us that the repayments falling due in October may be evenly
spread over the last six months of the financial year. We think that
such modification would not be helpful since in most cases the re-
payments due in March are also substantial (vide Table 6). In view,
however, of the difficulties experienced by the States, we suggest
that the Central Government may consider the possibility of suita-
bly modifying the procedure for consolidation of loans to States so
that their repayment may be in instalments which correspond
generally with release of Central funds to the States and the usual
time of flotation of their market loans.

Inadequacy of limits of advances

44 Several State Governments represented to us that in view of
large increases in their revenue receipts and expenditure in recent
years, the limits of ways and means advances allowed to them are
no longer sufficient and they should be suitably increased. At this
stage, we wish specially to emphasise that the facility of ways and
means advances from the Reserve Bank is intended only for enabl-
ing the Stateg to meet their temporary day to day requirements and
it is not meant to be used as a resource for financing their general
budgetary needs. It is vitally important that this basic position is
accepted. Difficulties have often arisen because some States have
been taking advantage of thig facility to incur expenditure beyond
their resources with the result that such advances are no longer
available to them as a cushion for meeting temporary imbalances.
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45. As an authority responsible for monetary management the
Reserve Bank has to determine the overall limits of ways and means
advances for the States having regard to the prospect of timely re-
payment and their general effect on monetary expansion. The limits
have been revised recently in March 1967 whien they were substan-
tially enhanced. Besides, the States are authorised to meet their re-
quirements on account of trading schemes, such as purchase of food-
grains and fertilizers, by taking separate advances from the State
Bank of India and other commercial banks. The adequacy of the
Jimits of ways and means advances from the Reserve Bank can be
judged only with reference to the seasonal disparities between the
inflow of revenue receipts and outflow of revenue expenditure,
assuming that the budget for the year as a whole is balanced. The
States have not been able to show that the temporary dispariy
between their revenue receipts and expenditure, with balanced
budgets, could not have been covered by the size of advances allow-
ed to them. The Reserve Bank has assured us that it is always pre-
pared to agree to an additional limit to meet any special difficulties
of a State Government, provided that the Bank is satisfied that re-
sources would be available for clearing the advance within the
statutory period of three months. The State Governments can avail
of this facility, and if need be, the Central Government can also be
approached for temporary ways and means advances. We are, there-
fore, of the view that the present position regarding the limits of
advances does not call for any immediate change. The Reserve
Bank has stated that a periodical re-examination of the position will
be possible. Having regard to the likely rapid development in the
fiscal situation, we suggest that such periodical reviews should be
made.

46. Some States have referred to the difficulty which they experi-
ence in fully availing of special advances from the Reserve Bank
due to their not having sufficient Central Government securities.
They have stated that their ways and means position would be
eased if securities of other State Governments held by them could
also be accepted by the Reserve Bank as cover for special advances.
The Bank has stated that under the Reserve Bank of India Act,
securities of only the Central Government can be reckoned as an
asset in its Issue Department. Such special treatment of Central
+¢pvernment securities is inherent in any federal system. The posi-
tion of such securities is therefore totally different from that of
State Government securities. Further, we understand that in the
last few years a practice has grown among the States of subscribing
to one another’s securities on a reciprocal basis. Securities created
in this manner do not reflect any net investment, and they cannot
afford satisfactory cover to the Reserve Bank for advances to State
Governments. Their acceptance for such purpose is also likely to
encourage this financially unsound practice. Besides, from the view-
point of meeting the needs of the State Governments, what is more
important is the adequacy of the limits of advances rather than the
cover against which they can be obtained. Section 17(5) of the
Reserve Bank of India Act does not require any cover to be taken
against advances to the States, and even now clean ways and means
advances are given to them ‘upto specified limits. While the
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Reserve Bank normally requires Central Government securities as
cover against special advances, the Governor of the Bank told us
that he did not see any difficulty in providing additional accommoda-
tion to States in special difficulties whenever necessary, by allow-
ing further clean advances in cases where they did not have suffici-
ent Central Government securities, subject to the Bank’s being
satisfled about repayment of the advances in time. We suggest
that the State Governments may avail themselves of this facility
which should meet their requirements.

Advances continuing beyond three months

47. ia the preceding paragraphs we have examined the various
difficulties explained by the State Governments and have made
some suggestions which should help in removing these difficulties.
We shall now proceed to consider more fully the question as to the
measures which are necessary for avoiding unauthorised overdrafts
and for dealing with such cases-of cverdrafts as may -arise inspite of
the measures we have suggested.

48. We may first consider the overdrafts which continue beyond
the period of three months specified in section 17(5) of the Reserve
Bank of India Act. We find that in fact a number of States have
been having this type of overdrafts. The prolonged continuance of
substantial ways and means advances is likely to reult in their
exceeding the permissible limits when there is a small time-lag in
the inflow of receipts or unanticipated increase in expenditure. The
Reserve Bank has been allowing such advances to continue beyond
three months without renewal and without calling for their repay-
ment, on the view that the continuance of advances in this manner
does not contravene section 17(5) of the Reserve Bank of India Act.
We think that it is necessary {o review such advances instead of
allowing them to continue automatically. We suggest that the
Reserve Bank should keep a continuous watch ovier the ways and
means position of each State, and whenever any advance is found to
continue beyond the period of -, three months, the Bank should
examine whether it is due to a long-term imbalance in the State’s
budgetary position or any temporary reasons. Where the continu-
ance of the advance is not due to a long term imbalance, it should be
formally renewed by the Bank and treated as a fresh advance, In
other cases the Bank should call upon the State Government to
repay the advance, and in case of default, it should be dealt with as
an unauthorised overdraft.

Balanced budgets and expenditure control

49. In the context of over-all shortage of . financial resources
available to the Central and State Governments and rising demands
for expenditure in a welfare State, it ig inevitable that the State
Governments, even after receiving all possible devolution of tax
shares and grants as well as Plan assistance from the Centre, will
not find themselves in a position to meet their needs in full. If the
evil consequences of unauthorised overdrafts are to be avoided, it is
a matter of vital importance that, inspite of the relative inadequacy
of their resources, the State Governments must have balanced
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budgets and they should not embark upon any expenditure in ex-
cess of their available resources. Where, after the adoption of a
balanced budget, there are fresh developments likely to result in
lower receipts or higher expenditure, the responsibility for restor-
ing the budgetary balance must necessarily lie on the State Govern-
ment and it should take timely steps to mobilise sufficient addition-
al resources or curtail its expenditure to the necessary extent.
Table 7 gives the overall budgetary position of the States for the
years 1965-66 to 1968-69. It shows that several States had substan-
tial deficits at the initial stage of budget estimates and in many
cases the deficits continued even at the time of revised estimates. In
some cases, though the budgets had been balanced initially, the re-
vised estimates showed considerable deficits. This practice of un-
balanced budgets has inevitably led to persistent overdrafts. We -
therefore recommend that every State should adopt the policy of
having overall balanced budgets both at the beginning of the year
and at the time of revised estimates.

50. Even when there is a balanced budget, it is necessary that a
careful watch is maintained on the flow of receipts and expenditure
throughout the year. We consider it an indispensable ingredient of
sound financial administration that every State should have an
effective ways and means section in its Finance Department. Such
sections already exist in several States, and we recommend that all
States should have them. They should evolve a system of prepar-
ing every month a forecast of the ways and means position for at
least three months ahead. On the basis of such forecasts, corrective
measures should be taken where necessary and suitable directions
issued to controlling officers for restricting expenditure, so as to
ensure that the total disbursements do not exceed anticipated re-
sources during each period. The . States may also consider the
introduction of a system in the nature of “letters of credit” in the
case of major spending departments, such as Public Works, Irriga-
tion, Electricity, Forests, etc.,, which generally draw money by
cheques on the treasuries and banks. The monetary limit upto
which each disbursing officer can incur expenditure may be fixed
periodically and any withdrawal in excess of such limit should be
refused by the treasury or bank. We understand that a system on
these lines has been introduced in one State and has led to a definite
improvement in its overdrafts position. This system may be adopt-
ed by other States with advantage.

51, With the adoption of balanced budgets and an effective system
of control over expenditure, the States should be able to avoid any
difficulties in their ways and means position. We have already dealt
with the question of unforeseen developments requiring heavy ex-
pendtiure or reduction of revenues, while considering the question
of imbalance between the States’ resources and functions. We consi-
der that if the suggestions we have made in that regard are proper-
ly followed, the States should be able to arrange for meeting the
essential expenditure on such occasions. Where necessary, they
should represent their case to the Central Government in good time
for obtaining suitable assistance. We have no doubt that the Cen-
tal Government would give careful consideration to the difficulties
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experienced by the States due to unforeseen circumstances and
would give them such assistance as is possible, instead of allowing

1them to get into unauthorised overdrafts and having to clear them
ater.

Procedure for dealing with unauthorised overdrafts

52. If the arrangempnts envisaged in the preceding paragraphs.
are implemented and worked in their proper spirit, there should not
be any occasion for a State to run into an unauthorised overdraft.
If, however, any such overdraft still occurs, it could only be due to
lack of fiscal discipline on the part of the State. We consider that it
would not be proper for the Reserve Bank to treat its notice to a
State Government for clearing its overdraft as a routine measure.
It should be the duty of the State Government to take all possible
steps for clearing the overdraft, failing which the Reserve Bank
must proceed to stop payment of the State’s cheques.

53. In view of the serious consequences which would ensue from
the stoppage of payment of a State’s cheques, we are of opinion that
in such a situation it is the duty of the Central Government to help
the State to regain a position of budgetary balance and to achieve
fiscal discipline. To_do so, it would be necessary for the Central
Government to assist the State to clear its overdraft. It must, how-
ever, be recognised that this would be possible only where the State
does not persistently follow policies resulting in financial difficulties
and that the Central Government cannot be expected to clear un-
authorised overdrafts of the State Government repeatedly. The
Central Government wonld therefore have to consider, whenever
an unauthorised overdraft occurs, whether the situation resulting
from stoppage of cheques should be allowed to take place or whe-
ther the State should be given necessary assistance to clear the
overdraft, For this purpose we suggest that the Reserve Bank, when-
ever if issues a notice to the State Government, should also bring
the matter to the attention of the Central Government. The Central
Government should take up the matter with the State Government
and ascertain what steps it proposes to take to clear the overdraft.
If the State Government is not in a position to do  so, it should
urgently approach the Central Government for special assistance.
The Central Government should, where it decides to assist the State,
release as a matter of urgency so much of the share of devolution or
Plan assistance payable to the State during the remaining part of
the year as may be needed for covering the portion of the overdraft
which the State Government is not able to clear by itself. If the
amount due to the State during the year is not sufficient for this
purpose, the Central Government should provide further assistance
to the State by giving an ad hoc loan to be adjusted against its

share of devolution or Plan assistance falling due during the next
year,

54. The Central Government should at the same time initiate
necessary consultations with the State Government with a view to
finding out the causes responsible for its difficulties and the
measures necessary to ensure that a similar situation does not
recur. The Central Government should for this purpose depute a
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team of its officers, including a nominee of the Planning Commis-
sion, to visit the State for assessing the situation and to make suita-
ble recommendations, after consulting the State Government, re-
garding the measures necessary for removing the disparity between
‘the State’s resources and expenditure, and for ensuring an effective
system of control over expenditure. The team may also examine
whether any further temporary loan assistance would be required
by the State for tiding over its immediate difficulties, The Central
Government should, after considering the recommendations of the
team of officers, call upon the State to adopt such measures as the
Central Government may deem necessary. In this connection it
should be open to the Central Government to arrange for the asso-
ciation, in an advisory capacity, of an officer nominated by it with
the Finance Department of the State, to secure effective control over
expenditure so as to keep it within actual receipts. The State Gov-
ernment should comply with these requirements as they are part of
the arrangements for getting special assistance from the Centre, We
have carefully considered whether such requirements could be re-
garded as an infringement of the State’s autonomy. We consider that
in view of the fact that such measures would be required only for
the purpose of giving assistance to the State for clearing its un-
authorised overdraft, they cannot be regarded as in any way
affecting the State’s autonomy. - We discussed this point with  the
State Governments and many of them expressed agreement with
this view. In fact, some of them stated that such action would be
nothing more than the fulfilment of the Cenre’s responsibility.

55. If a State Government persists in incurring an unauthorised
verdraft, we are of opinion that it would not be proper that the
Central Government should clear it, The consequences of the
State’s failure to clear the overdraft will then have to be faced. If
a persistent overdraft occurs, or if it is not found possible to clear
an overdraft in accordance with the procedure that we have sug-
gested, the Central Government would have to take a view within
the period of notice given by the Reserve Bank whether the crisis
resulting from the stoppage of payments of the State’s cheques
should be allowed to develop or it would be expedient to forestall
it by the invocation of its constitutional powers. 1t is cbvious that
such an important decision would be taken by the Central Govern-
ment only after full consideration of all the facts and circumstances
of a particular situation. It would not be proper for us to make any
suggestion in this regard.

Summary of recommendations

56. We therefore recommend the following measures for avoiding
unauthorised overdrafts:

(1) The State Governments must accept the basic position
that the facility of ways and means advanges is meant only
for meeting temporary requirements and not for financing
general budgetary needs. (Para 44)

(2) The States should, as a matter of necessary fiscal discipline,
balance their budgets and manage their affairs within the
resources available to them. They should adopt the policy
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of having overall balanced budgets both at the beginning
of the year and at the time of revised estimates.

(Paras 33 and 49)

There should be no deficit financing at the State level and
the size of the State Plans should be regulated strictly
within the States’ own resources and available Central
ascistance. Ways and means advances should not be con-
sidered as a resource. (Para 37)

While the present position regarding limits of ways and
means advances does not call for any immediate change,
periodical reviews of the limits should be made by tie
Reserve Bank. (Para 45)

The State Governments which do not have sufficient Cen-
tral Government securities may, in special difficulties,
avail themselves of such further clean advances as the
Reserve Bank can allow subject to being satisfied about
repayment in time. (Para 46)

The Central Government may consider more frequent re-
leases of the States’ share of income tax during the last
two quarters. (Para 40)

To avoid ways and means difficulty due to delay in the
final adjustment of Plan assistance, the State Governments
should arrange for speedy reconciliation of departmental
actuals with the accounts maintained by the Accountants
General during the course of the year. Efforts should also
be made to expedite completion of audit. (Para 41)

The Central Government may consider suitably modify-
ing the procedure for consolidation of loans to States so
that their repayment in instalments may correspond with
reiease of Central funds {o Statcs and the usual time of
flotation of their market loans. (Para 43)

Where a State Government experiences difficulties due to
unforeseen developments, it should make efforts to raise
further resources or to reduce expenditure, instead of in-
curring unauthorised overdrafts. If in spite of all possible
measures it cannot meet the additional expenditure which
is immediately necessary, it may apply to the Central
Government for a short-term loan to tide over the diffi-
culty. The Central Government should in such cases pro-
vide the necessary assistance to the States. (Para 35)

The Planning Commission should, in their annual Plan re-
view, take into account the adverse effect of the new deve-
lopments and if necessary modify the size of the annual
Plan of the State concerned. (Para 36)

Whenever a deficit on non-Plan capital account is anticipat-
ed, the State Government should consider reducing its
non-Plan capital expenditure and make efferts to tnerease
its capital receipts including better recovery of louns.If
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the capital budget cannot be balanced in spite of such
efforts, the Central Government may consider deferring
the repayment of Central loans falling due during the
vear to the necessary extent. (Para 38)

Every State should have an effective ways and means sec-
tion in its Finance Department. Forecasts of the ways and
means position should be prepared, on the basis of which
necessary corrective measures should be taken. (Para 50)

The States may consider the introduction of a system in the
nature of ‘letters of credit’ in the case of major spending
departments and a monetary limit of expenditure may be
fixed for each disbursing officer, (Para 59)

The Reserve Bank should keep a continuous watch over
the ways and means position of each State and the ways
and means advances should not be allowed to continue be-
yond three months automatically. The Bank should for-
mally renew an advance only where it is satisfied that its
conilnuance is not due to a long-term imbalance in the
Slatels budgetary position. In other cases - the State
should be called upon to repay the advance and in case of
default it should be dealt with as an unauthorised over-
draft. (Para 48)

Where an unauthorised overdraft takes place, the Reserve
Bank sheould issue a notice  to the State Government as
at present, and at the same time inform the Government
of india. It should be the duty of the State Government
to take immediate steps for clearing the overdraft within
the notice period, failing which the Reserve Bank must
proceed to stop payments. (Paras 52 and 53)

In view of the serious consequences which would ensue
from stoppage of payments, the Government of India
should help the State to regain a position of budgetary
balance and to achieve fiscal discipline. To do so it should
assist the State to clear the overdraft. It must be clearly
recognised that this would be possible only where the State
does not persistently follow policies resulting in financial
difficulties and that the Central Government cannot clear
unauthorised overdrafts repeatedly. (Para 53)

For this purpose the Government of India should, as soon
as it is informed by the Reserve Bank about issue of notice
to the State, ascertain from the State what steps it pro-
poscs to take to clear the overdraft, If the State Govern-
ment is not in a position to clear the overdraft it should
urgently approach the Central Government for special
assistance. The Central Government should, where it de-
cides to assist the State, release in advance the State’s
share of devolution or Plan assistance payable during the
year. When the amount due to the State during the year
is not sufficient for the purpose, further assistance should be
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given as an ad hoc loan to be adjusted against the devolu-
tion or Plan assistance falling due during the next year.
(Para 53)

The Central Government should also have consultations
with the State Government to ascertain the causes of its
difficulties and to ensure that the situation does not recur.
It should depute a team of its officers, including a nominee
of the Planning Commission, to visit the State for assess-
ing the situation and recommending remedial action, and
also considering whether any further temporary loan assis-
tance is necessary for tiding over the immediate difficulties
of the State. (Para 54)

The Central Government should ‘call upon the State to
adopt such meagures as it may deem necessary. For the
purpose of securing effective control over expenditure so
as to keep it within actual receipts, it should be open to
the Central Government to nominate an officer to be asso-
ciated with the Finance Department of the State. The
State Government should comply with these require-
ments. (Para 54)

If a State Government persists in incurring an unautho-
rised overdraft it would not be proper that the Central
Government should clear it and the consequences of failure
to clear it will have to be faced. In such a case, or where
an overdraft cannot be cleared in accordance with the pro-
cedure we have suggested, the Central Government would
have to take a view whether the crisis resulting from stop-
page of payments of the State’s cheques should be allowed
to develop or it would be expedient to forestall it by invok-
ing its Constitutional powers. (Para 55)



CHAPTER 5
DEVOLUTIONS AND GRANTS FOR 1969-i¢

57. The Commission has been asked in paragraph 6 of the Presi-
dental Order to make an interim Report, in particular in respect of
the financial year 1969-70. In that connection, we obtained from the
State Governments forecasts of their revenue receipts and expen-
diture {for that year. We requested them to furnish particulars of
their revenue receipts on the basis of the levels of taxation likely to
be reached at the end of 1968-69, exclusive of devolutions of taxes
and grants. On the expenditure side, we requested them to furnish
details of their expenditure on revenue account including the
maintenance of Plan schemes completed by the end of 1968-69, but
exclusive of the requirements of the Fourth Five Year Plan.

58. After a preliminary scrutiny of the forecasts furnished by the
State Governments, we had discussions with their representatives on
various. dates from the 17th June to the 23rd August, 1968. These
discussions revealed the necessity for obtaining additional informa-
tion on a number of points, which the representatives of the State
Governments were asked to furnish. We have not yet received
complete information on these points from all the States.

59. In respect of devolutions of taxes and duties, we decided that
for the purpose of the interim Report we would take up, for making
final recommendations, only the distribution of the net proceeds of
estate duty and the grant in lieu of the repealed tax on railway
passenger fares. Our discussions with the Stateg in regard to distri-
bution of taxes and duties were confined to these two matters. Our
recommendations on them are given in Chapters 2 and 3 of this
Report and they cover the period from 1969-70 to 1973-74.

0. In their forecasts for the year 1969-70 the States have shown
that on the basis of their own revenue receipts, they would have
revenue deficits aggregating to Rs. 1,283-69 crores. If the transfer of
funds to the States by way of devolutions of taxes and duties and
grants under Article 275(1) of the Constitution are continued during
1968-70 on the existing basis, the States would still have uncovered
deficits of about Rs. 650 crores, and every State would continue to
have a deficit. Obviously, it is not possible to make additional trans-
fers of funds of this magnifude to the States. It is, therefore, neces-
sary to examine the forecasts furnished by the State Governments
very carefully in order to assess their reasonable requirements.

81. The States’ forecasts vary considerably in the methods and
patterns adopted in regard to matters like reduction or avoidance of
debt, earmarking cf funds for special purposes, treatment of items
like trading profits or losses, and classification between non-Plan and

28
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Plan expenditure and between revenue and capital accounts. These
forecasts, therefore, require to be suitably.adjusted so as to put them
on a eomparable basis. Our terms of reference also require us to
have regard to the scope for better fiscal management and for eco-
nomy consistent with efficiency in State expenditure. Several States
represented to us that it would be highly inequitable to disallow
items of fresh expenditure, only on the ground that the relevant deci-
sions were not made before a particular date. Some States have
urged that their tax efforts and measures adopted for effecting eco-
nomy should be given due consideration by the Commission in fram-
ing its recommendations. Some of them have represented that they
should not be made to suffer in comparison with other States which
have shown larger deficits due to adoption of policies resulting in
reduction of their revenues or large increases in their non-Plan ex-
penditure. They have, therefore, urged that some suitable norms
should be evolved regarding tax effort, administrative expenditure,
levels of services and the economic working of commercial under-
takings. Some States have, on the other hand, suggested that the
Commission should take into account the actual levels of taxation in
1968-69 and should give due consideration to all their commitments
of expenditure as well as their requirements for fresh expenditure,
‘n determining their need for assistance. These questions require
careful consideration before a proper assessment of the needs of the
States can be attempted.

62. The Fourth Finance Commission had, in their assessment of
revenue expenditure, included provision for amortisation of market
loans to the extent to which various States were actually making
such provision in their annual budgets. This resulted in varying
venefits to the States, as they were not making such provisions on a
uniform basis. We understand that a proposal to provide additional
assistance {o such State; as were not making adequate provision to
amoitise their market borrowings, is under the consideration of the
Government ¢f India in order to place all the States on a uniform
basis. Fiorn the material furnished to us it appears that the sums
provided for amortisation in the States’ budgets were in many cases
not being kept invested in a suitable form so as to be available for
meeting the repayment of the loans, but were being utilised for other
expenditure. The State Governments have, in their forecasts for
1969-70, included larger provisions under amortisation of market bor-
rowings and loans from the Central Government than what they
have been rnaking in their budgets hitherto. The question regard-
ing the basis un which amortisation of different types of loans should
be made and the extent to which it should be provided for in the
revenue budget, requires detailed examination.

63. The Fourth Finance Commission had assessed the needs of
the States aficr disallowing losses from enterprises managed depart-
mentally by the State Governments and assuming full receipt of
interest on loans to autonomous corporations. Some State Govern-
ments represented to us that the costs of generation and distribution
of electricity were so high that it was not practicable to. make the
working of their State Electricity Boards economic on the basls of
any reasonakle tariffs. Further, they stated that rural electrification

3—119 Mof Fin.
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schemes could not be expected to be self-supporting for a number of
years and they had to be subsidized meanwhile. It was also stated
that in view of the low priority assigned to payment of interest on
loans from the State Government under the provisions of the Elec-
tricity (Supoly) Act, 1948, substantial amounts of investment made
on power sciemes could not bring actual receipts of interest to the
States for a long time. The State Governments, therefore, criticised
the assumptions made by the Fourth Finance Commission in this re-
gard as being unrealistic and unfair to them. Further, there is the
question of returns from irrigation projects and investments in other
commercial enterprises. These matters have an important bearing
on the finances of the States, and have to be carefully considered.

64. Under the Presidential Order, we have been asked to have due
tegard to the resources of the Central Government and demands
thereon on account of expenditure on civil administration, defence
and border security, debt servicing and other committed expenditure
and liabilities. For this purpose, we asked the Ministry of Finance
to send us the forecast of the Central Government’s receipts and ex-
penditure on revenue account for the year 1969-70. We find that the
estimated surplus on revenue account_falls very much short of the
sotal estinmiated deficits of the States, on non-Plan revenue account.

65. In view of the overall inadequacy of the total revenue re-
sopurces in relation to the aggregate requirements of expenditure of
the States as well as the Centre, as estimated by them, the questlon
of determining the size of total transfer of funds from the Centre to
t¢he States as well as the assessment of the needs of the States on
a reasonable and equitable basis, become matters of great importance.
We counsidger that it would not be proper to take any final view on
these matters on the basis of forecasts for the year 1969-70 only.
Any view taken on such matters for that year will inevitably bave
far-reaching effects on the assessments relating to subsequent years
regarding which we have to make recommendations.

©6. We have not received the forecasts for the period of five years
from all the States or from the Centre. We have also not yet taken
up for detailed consideration the question of sharing of proceeds of
income-tax and Union excise duties between the Centre and the
States, or the principles of distribution of the States’ shares of these
taxes as well as proceeds of additional excise duties. We can, there-
fore, for the present only make interim recommendations for meet-
ing the immediate requirements of the States for 1969-70 on a provi-
sional basis.

67. In any interim recommendations to be made for the year
1969-70, pending the final assessment of the States’ requirements, it
would be necessary to continue provisionally the devolutions of taxes
and duties as well as the grants under Article 275 on the existing
basis. The estimated amount of transfer of funds to the States on
this basis would exceed the amount included in their budget esti-
mates fo: 1968-69 by about Rs. 55 crores. We proceeded to examine
whether the immediate requirements of all the States would be met
thereby.
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68. We find that the States have to meet substantial additional
-expenditure on account of certain factors which have arisen during
the last three years. The grants given by the Central Government
for Plan scinemes completed during the years 1966-67 to 1968-69 will
cease with effect from the 1st April, 1969. But large amounts will
have to be provided by the States as ‘committed’ expenditure for the
continuance of such schemes as well as the maintenance of capital
works completed under the Plan during these three years. Further.
the increases in dearness allowance which the States have had to
give to their employees during this period have placed substantial
burdens on their revenue budgets. The interest charges have also
increased more than anticipated.

69. We considered carefully the basis on which we could procced
1o determine the immediate requirements of the States for the year
1969-70. The basis that we decided to adopt was the assessment of
the States’ requirements for cash expenditure on revenue account.
The only exception made in this regard was to allow for provision
for expenditure relating to natural calamities, to the same extent as
was allowed by the Fourth Finance Commission. We then made a
preliminary examination of the States’ forecasts for 1969-70 and com-
pared them with the budget estimates for 1968-69. For this purpose,
the forecasts for 1969-70 as well as the budget estimates for 1968-69
were first adjusted by excluding certain non-comparable items. After
making these adjustments we found that the remaining non-Plan
revenue expenditure provided for in the States’ forecasts exceeded
the corresponding expenditure in the budget kestimates for 1968-69 by
about 14 per cent for all the States taken together. On the other
hand, in regard to the revenue receipts, after adjustment on a com-
parable basis, the States’ forecasts for 1969-70 were lower than the
corresponding receipts shown in their budget estimates for 1968-69 by
abou: 3 per cent. In view of this position, we considered that the
budget estimates for 1968-69 with suitable adjustments would pro-
vide a more appropriate basis for making our assessment of the
‘States’ cash requirements on revenue account during 1969-70.

70. The States’ budget estimates for 1968-69 required suitable
adjustments before they could be adopted as the basis for projection
for the purpose of arriving at the assessed estimates for 1969-70. On
the expenditure side, we decided to make an addition to the budget
estimates of an amount of 5 per cent of the provision for expenditure
of a standing nature. The remaining provisions which were not of a
standing nature were dealt with separately. For this purpose the
provisions for Plan schemes were deducted and the estimates were
reduced to cash Dbasis by  excluding the  provisions
for amortisation of debt assumed by the State
Governments. The estimated expenditure on natural
calamities was also reduced to the level assumed by the
Fourth Finance Commission. In the case of certain items where pro-
vision had been made in the budget estimates for 1968-69 and where
the expenditure has been or is likelv to be discontinued during the
current year, such provision was excluded. Suitable provisiops were
added in respect of committed expenditure, additional liability for
interest on public debt including the interest on likely fresh public
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borrowings during 1969-70, and increases in dearness allowance over
the levels provided for in the budget estimates for 1968-69.

71. In regard to the committed expenditure, the forecasts given
by the States were adopted as the basis. But where the State’s fore-
cast of such expenditure in 1969-70 worked out to a higher percent-
age of the revenue Plan outlay for 1968-69 than the percentage of
the committed expenditure in 1966-67 to the revenue Plan outlay in
1965-(?6, t‘he provision was limited to the latter percentage after in-
creasing it by 20 per cent thereof. This increase was provided to
cover any variations in the pattern of completed Plan schemes. The
States’ forecasts in respect of interest on loans advanced by the
Central Government were adjusted to correspond to the estimates
furnished by the Central Government. In regard to interest on other
loans, we adopted the estimates in the States’ forecasts.

72. On the receipts side, the States’ budget estimates for 1968-69
were first adjusted by deducting the estimates of the States’ shares.
of taxes and duties, grant in lieu of the tax on railway passenger
fares, grants under Article 275 and Plan grants. In the case of States
which had proposed taxation measures during 1968-69 but had not
included the estimated receipts in the budget estimates, we added the
estimated annual yield from such measures on the basis of the latest
information furnished by the States. We also added 5 per cent of the
receipts from the States’ own resources for the purpose of projecting
the estimates to the year 1969-70. The projected estimates of the
States’ own resources together with non-Plan grants at the same
level as in 1968-69 were taken as the assessed revenue receipts for
1969-70.

73. While making our provisional assessment of the revenue
receipts as well as expenditure for 1869-706, we have projected the
estimated figures for 1968-69 by adding 5 per cent in each case after
excluding certain non-comparable items. We wish to make it clear
that this rate has been adopted only as a reasonable working basis
for making the provisional projection for 1969-70 and it does not re-:
present our final view regarding the rates of growth which may be
apropriate for different categories of receipts or expenditure.

74. In their forecasts for 1969-70, the States have included provi-
sions for incurring fresh expenditure on several items like increase
in pay and allowances of their employees due {o general schemes of
pay revision, strengthening their administrative machinery includ-
ing the Police, improvement of educational and medical facilities
and better maintenance of roads, buildings and other public works.
We appreciate that many of these requirements for increased ex-
penditure are prima facie reasonable, and all the States may not be
able to provide for them from their existing resources. However, the
nature of these requirements and their magnitude show considerable
variations as between different States and they have to be examined
from the view-point of existing levels of expenditure in different
States, f{or which further discussions with the States are necessary.
They have further to be considered in the perspective of the require-
ments of the whole period of five years, having regard to the limited
overall resources available on the present basis and the scope for
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additional efforts by the States themselves to increase their resources.
We have not, therefore, at this stage taken into account any proposals
for fresh expenditure, except additional requirements for dearness
allowance and interest on market loans to be raised in 1969-70.

75. On this basis we find that after taking into account the States’
own resources as well as the estimated transfer of funds to them in
accordance with our recommendations in Chapters 2 and 3, and the
continuance of devolutions of taxes and duties and the grants under
Article 275 on the existing basis, some of the States will still be in
need of further assistance in the year 1969-70. In making our recom-
mendations regarding the sums to be provided as grants-in-aid of the
revenues of the States under Article 275(1), we have taken into con-
sideration the needs of such States for further assistance.

76. Accordingly, we make the following recommendations in
respect of the financial year 1969-70: —

(a) The percentage of the net proceeds of income-tax assigned
to the States as prescribed at present be continued in that
year and be distributed among the States in the same
manner as at present;

(b) The sums payable to the States in respect of their shares
of the net proceeds of Union duties of excise be determined
in the same manner as at present and be distributed among
the States in accordance with the existing law;

(c) The net proceeds of additional excise duties leviable under
the Additional Duties of Excise (Goods of Special Import-
ance) Act, 1957, on the following commodities be distri-

buted among the States in accordance with the existing
law:—

(i) cotton fabrics

(ii) silk fabrics

(iii) woollen fabrics

(iv) rayon or artificial silk fabrics

(v) sugar, and

(vi) tobacco including manufactured tobacco.

(d) The sums specified below be paid in that year as grants-

in-aid of the revenues of the following States under Article
275(1) of the Constitution:—

State Sum to be paid
as grant-in-aid

(Rs. crores)

Andhra Pradesh 16-81
Assam 19-80
Bihar 3-42
Jammu & Kashmir 12-02

Kerala 20-82



State

Madhya Pradesh
Madras

Mysore
Nagaland

Orissa
Rajasthan

Uttar Pradesh
West Bengal

Sum to be paid’
as grant-in-aid
(Rs. crores)

9-36

6-84

20-82

10-88

29-18

8-67

9-85

7-24

-ToraL 176-81

and (e) The amounts payable to the States in accordance with the
recommendations contained in clauses (a) to (d) of this
paragraph be treated as provisional and subject to re-
adjustment on the basis of such recommendations as may

be made in our final Report.

77. The position regarding the estimated amounts of transfer of
funds to the States by way of their share of taxes and duties and
grants under Article 275(1) in the year 1969-70 in accordance with
the recommendations made in this Report, as compared with the
amounts of such transfers in 1968-69 based on the State Governments’
budget estimates, is shown in Appendix IV.

New DELHT,
October 31, 1968.

MaHAVIR TYAGI,
Chairman:

P. C. BHATTACHARYYA,
Member:

M. SESHACHELAPATI,
Member:

D. T. LAKDAWALA,
Member-

V. L. Giowani,
Member—Secretary.
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APPENDIX

(See Paragraph 2)

(@) DaTEs OF DiSCUSSIONS WITH STATE GOVERNMENTS

State

Dates of Discussions

. Andhra Pradesh

17th and 18th June, 1968.

2. Assam 24th and 25th June, 1968.

3. Jammu and Kashmir 1st July, 1968*

4. Kerala 2nd and 3rd July, 1968.

5. Gujarat gth and roth July, 1968.

6. Madhya Pradesh 12th and 13th July, 1968.

7. Madras 18th -and r9th July, 1968.

8. Mysore 22nd and 23rd July, 1968.

9. Nagaland 2sth July, 1968.

10. Orissa 29th and 30th July, 1968.

11. Punjab 1st and 2nd August, 1968.

12. Haryana sth and 6th Aujust, 1968.

13. Uttar Pradesh . 8th and gth August, 1968.

14. West Bengal 12th and 13th August, 1968.

15. Bihar 16th and 17th August, 1968.

16. Maharashtra 19th and 2oth August, 1968.

17. Rajasthan 22nd and 23rd August, 1968.

July *’I‘Sh6e8 discussion with the Chief Minister of Jammu and Kashmir was held on 1th
s 1668.



() Dates or DiscussioNs WITH REPRESENTATIVES OF CENTRAL GOVERNMENT
P1ANNING COMMISSION AND GOVERNOR, RESERVE Bank oF INDIA.

Dates of Discussion

Finance Secretary, Secretary, Department of Expendi- 26th August and

ture and other officers of the Ministry of Finance. 10th September, 1968.
Governor, Reserve Bank of India . . . . 27th August, 1968.
Deputy Chairman and officers of the Planning Com-

mission . . . . . . . . 29th August, 1968.
Chairman and other officers of the Central Board of

Direct Taxes . . . . . . . 6th September, 1968,

(€) INDIVIDUALS WHO APPEARED BEFORE THE COMMISSION AND GAVE ORAL
EvVIDENCE

Dates of Disscussion

Shri K. Santhanam, -ex-Chairman of the Second
Finance Commission . . J Y ! 7th August, 1968.
Mr. W. Prest, Professor of Economics; University of

Melbourne, Australia . L 21st August, 1968.
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