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The Constitution which has laid dewn =n elgborste scheme for
1= “ivisicn of firpncial resources between the Unipr and stotes
2 s 5ct, however, prohibit them from sgreéeing to a "tax rental
o re("n'ent " by which the states rent out their exclusive pewers of
t ~x ot ier to the, Urior in-reture for scme.form of comren sotery

nEymeT t's, Thi’s tax: rent 21 sgreenent has been -employcd in India
in 1ospect of cE€rtain selected comnedities whereby the states

hpve serrérdered their powers te levy sales tax on them in lieu

€ the shere of pdditioral duties nf excise levicd by t_;hq Unien,

”'x.- ~resent srrAigement under whick the states do net levy mny

celes tax en suger, tebacer, Cctton (excluding hacdlocm), weellen

< ¢ raven or srtifici sl silk fohrics was intrncduced by’ the

rediticr al Tuties of Excise (Goods of Speeial Importsnce) fct,

19t‘>7 whick was enaeted in pursu;\rce of the decisien of the Natmn;al
Zevelorment Cr*uncll in December 1956

€oles tox, from its ,inceptl'onin Indi n hos bcen a crnstort
s-uree of hprassment ¢ jpcrnvenience t~ busiressman, Theugh
the "“€1dcr’ce o® the tax folls ~r the crnsumer vet it iss
incumblert on' the cealer to crmplv with’ the law, - The majority of
the lenlfr in Irdia.are small tracesmen withcut much education,
Tro ifficulties ~f mpirtrinine complicrted accounts, asscssment
of ] 'nb] lity on the basis cf those aCcounts,-understqrding the
st ~iute end kKeeping rope mth thc frequent;pmerdmcnts of the
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st rtvt( and the rulcs thorcender rresent cifficultics which »re
~it.» mrre burdoaseme than the tox 1tse If . - Fuxther, the. -
sciristraticr of tax ccllectien-€pusiry” Mth'th—»t cf creckipa of
t=x versicr hasBeen » rrcblem fer the gevernment, Frem the
axle f interstote 1rpde, Mvercity in the tax rat¢s en the
serc ermmerity in the conttal arc state tax laws tords te
coust urrecCssory mrvement of gro s from ene-.st Atestr —epether,
Th( mLItirle textier of. lhb—e-»m“tﬁm_?m:”r diff cximt tax
1~ws =nc c‘1V(rs1tv 'm LWCS of th Mmav alsc give risC te the
~re>lem of irttrstotc trade horricrs. Becrvse »f the different in|
rtes the ircicderce of the tax rn corsumers veries frem place
tc rlsce, Further, when therc is agrest: divergence ir rates,
~orticulsrly ir ¢ ntigucus st oteés, there .is danger ~f smuggling
rf geeds frem cne stsete to orcther, 1.

The mcde of compensating the stotes frr the loss of ,Tevenue
wes veferred b_v tre nion Grvermment te the Secend Fin ar\ce em g
Trrmi smnn . The Commi ssicr reccmmended that the shere frnm the
leve ¥ S'\IG\S‘ tax ~r tihe ge’ ii(ms fer the fir-onci b y¢ o1 "1956-57 in
tT -t state e werlkiea cout  the cst1m~tos of receipt's cf ssles .
tax fcr the w*l;v vt yo:»r,'tho ccmrm cgirg arvrved st quarrntecd .
sh~rcs frr Caghy stote, = 1lus different rercopt g s fry @different
st~tce iT the mrneeers excecded ‘cert =ir amourt., The Ce mmi ssien
~drrted conpsumntict a5 the ’"aln ‘Basic for the d},strwhutlnn of
the rrrcec:k but ;a8 there was Crp st r*rrpblc margin of €rror ip the
Tigrres o f cmsumrtaon, it alsc us(d pnpulﬂtwr- ag '» cerrect ive m
=rrivira st the fu;’ures frr Mstrwbutwr pf the prrcc(cls ACNG. the
st -tcs, _2 . i

The prlnclplrs recommen ded by’ ‘the seecnd anncé Crmmi sswn .
were irccrmeFated.in the “aaditicr 41 ulM‘,]CS of Exeise “ct which
was er stted by Farliament, In crder t. ‘make the stetes i
smer sble t the scheme, the commrditics were rames ~s™ "declsred
Zrods” so that the rower ef the states tr .levy tax r-their
srle¢s wes 11m§ted te o maxlmum of 3 '(‘ér cent,

3
v

11k f'lhI'l(lS Were crvered by the schemc through thef
Fiv mec fot, 1%1 ' the item was rul in the,categeries of
“eelerid goo r‘s, ' wevery in 1966 it was withdrawe frem the'
=t vy of Pecls T geeds, - o d in 1970 the ststes were left
froe t- levy S'xle tox en-<silk fabrics witheut losing the payment
- -cerent of ;v‘htumal dutiies, ThlS thus pul ap énd cf -the
sciore ir rel-tinr te the $ilk fr:brlcs. Trestmebly this was
“eeevse the yield from the affditierm ]l (xcise duty ar silk fobrics
w-g e1all being estim-tead ot 4 la}rh‘sxar’nUPl;ly._é

b) lmo

1. Irdisn L r-w,v'lﬁétitut(, Interstote Tsl‘pf"-e Barricrs and
teles Tax Tows in Indip 79 (1962),

2. Tre Yenoft ¢f the Fir mce Crmmissior (Secend)
FC-63 (1957).

. The , vencrt ¢f the Finance Cemmi gsier (Third) 26
(1961) .

centd, ., .p.3.



The rates of excise duties are fixed on g sort of weighted
averece of the sales tax rates of all the st'ates,

"11 the st:tes accerted the scherie, The pdentnges are:
(i) he trpders welcemed the schémes as it elimirated corsiderahle
ir convience exrerlenced .by the commercl 2l commumty prevmusly,

(i1) Lhe - st ate' s share of revenye 1ncrc;=se(* due to checking of
tax cv-sion; gnd (iii) by doing away w1th sales tax the scheme
wes D€ Efici o1 from the roint.of vicw, of intérstate trade ard
cerrEree, ' -’ '

In spite of the substpntlpl gain: from the scheme, a.
Terer-l extengion, of it tr other commodities does rot appe€ar
tr T ! E‘"slbl(?‘ Cre obvicus- limit stior. is that admini strﬁtwrly
sreiv o excise is difficult to co]lrct whér there are.
jrumcvahle rynducers with small urits. of rroductlor‘ Wk en
wicige is levied on the mass of ermmodities, ‘admind strst-ive
~rot1vg are.reless thor under the sales tax. Excise, duty has
~CV & tsC€ over sal€s tpx only whep thé preduction is on 4 large
sC=lc or¢ concertrated in » few bhands, Apart from its limited
usefrlpess’from the, point of vitw pf: adnini straotion, there is the
“ifficultv th ot the states will. loes-the advirt age of flexibility
w-ic' sples tax gives thed, Under splés tox, the statcs can .
¢ acc the roles-td suit the changing i sc;:l and trade cerditions
r th~ir resrective arens, Such adjust'nonts are not possible when
t»c sentr-l Gevernmert is levying addition el exei se-duty in lieu
¢” seles tgx, for the Cortrol .Government will need the consent of
=11 th¢ states, ord ther a change in the rate of excise will
cffcet rot only that stafe whick. cdesires the chenge Put also other
stetes, Salcs tax car alsg be voaried ir relagtion to different
~rores of staote, but this:is net rossible 1n the case of #: excise
levy by the Centrel Govermment, 4 ‘

If additicn 31 duties of excise were substituted ir rlace
0 salCs tax the statcs' derendence on the Centre for rei(enu.e
wreld increase te a very great extert, In the couirse of Lok Sabha
fe2-tes on the Acdditioral Duties of EXcise Eill. it was suggested
ti.st the rfct be exterded te other commgditi ¢s.. The ther Finance
Pipteter, Ur, 1,T, ¥risheamachori observed: "It-(the Fill) detrscts
frem th I‘(Sv’\OﬂS]b] lity of the Statis te their own rGO[‘lC to some
extert, hecsuse-they car always say thet the Certre has done it,
“f tencrrow something goes.wrehg, say, in regerc te my partlcul‘pr-‘
~~y~vigien in this particuler Bill, it is €asv for the peerle to-swy,
wcll, it is the Certre t' ot haps done it, an¢ we pre rel reseonsible,

4. Supra note 1 at 71-922,
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“ver ir the Taxatien kncuirv Commission,.,.. T did mertior

tinis fact that the centralization of sales tax altegether

weuld net be » correct thinx becpuse if the power of taxatien is
shifted to the Centre, there is rc respersibility left so for

»s the Ltotes are concemed, Sc, we hawe also to keep the
nusher of commodities thet will come wittip the rurview of

Cer ¢rs) taxetion, however, benefial it might be , to be
resiricted rather ther enlorged, though, T de not, fer one moment,1
s=v t! ¢t there is ne- room for enlarging the Aresoent list," 5
xta sion of additienal dutles of excise does not seem. to be a
fcasinle device for L.se on a f-rge scale,.

The Stntes thrmsf lves scem to have reservastic~s shout

cnftv'uwa thc scheme, By the time the Third Firnence
Cemmi ssion was nrrmntcd many Ct?tGG had felt that the amoue t
of cemmensotory revenuc thev rcv1ed aS DET rCC(‘.'m]Cl"dpt]QDS of the
~ocere Firance Commisgied wes for dlessithear w-bt they could have.
r-iscd bv increasirg the rotes of sales tax in the growirg sale
& ¢ herce corsumrtion of these cemmodities, Therefore, "the
Ctates urged that the gquararteed in pates-of sales tex effected -
By then ofter the amounts gurrarteed, had been - Hetprmwnod They
fls" cemrlsined thnt oS a result nf the surrerder of srles
tr%, they lnst over apcoyicgd of v Venrs and. that t}ev sheuld be
irgulted agpairst further futuare lcsses. But the Third Finmce
Crrmi ssion decided that "the © S écond Semmi ssion hsd rejected the-
sug< estier th-t not, nnlv' the reverucs currently derived but
rresreCtive reverucs sheuld alse be takrn irte nccour‘t in
det exmining the quarant ced pmr)unts So must we plso Adismiss the
sutresticrr thot we . should mpke @ est im-te of rccsﬂ)le lcsses
g st-ircd an¢ rd‘wx t he nmnunts nf gu«r-«"tees. “or one thwg,
such o thmnpt]r\n weulgd be nL!tSlde the tcrms of refercnce, -pnd
fe mother, such . deteminaticn would be imprecticahle on-
st stistical matori ﬂl new Weilshie,"” 6. Consecue-tly, the

cimissicn Tecommended the di stribution of the net yicla from
"ftilT](F"J urion exci se duti es cr the, sae basis -ws was recomer dod by
the u( Yrd Finmce Commissiobr, cxcent thatiit recemmer ded. that
the ?*:rCe‘ (ovcr the guerantecd amount) be distributed rertly
o it 2pesis of rorul«tlon (rFreporticn of state n0pu1 tlon te.the
tei-l rcvu1~t10n .of the courtry) arc partly rn the h'xsls of-
~erertege inCresse in the ccllection of spales tax ip € rch
ststc sirse 19B7-B9,

E, Lok Sabho Debotes; 2rd scries, vol,X (1957) p.621E,
" meeting of the Staté Tinistors was held in Mew Belhl on
29tk July 1060 tc corsider the extensien of additional
duties ('if__{,‘xm se cv sillk fnhrl s, Match, ‘poptr pnd
vegst ablc rye ducts, "c'recm(:nt corld be reﬂched enly mt}
regard to silk fohrics te be covered hy the scheme, The
Tingrct "ct 1961 rerlaces sales tax by pACiticn al Aut § €S
of 2xcise o si 1k f::br105 (S,17) surrancte I at £2 f notei7,

6. Surra note 3, .
‘ centd,..p.b.



By the time the Fifth "inmce Commi ssien wes cerst vtuted,
the cemrlaint of the Utates ns rogsres this scheme reachec a
higt ritch,  "host half the number of stote€s urged thet the
scher ¢ should he di scontinued, Cthers warted suiteble medific
tirrs. The rcesens were: First, tlte ltates received cemrir gntory
“r-rts crly to the extent »f thair ewn collecticr of revenuc
from cplcs tax cn thege crmmecditics inm 1957-F°, The Finance
Ccomi ssiens rc comménded the belance t~ be distributed nartry on
~cnpletion or "gereral need" bpsis nd rartlv on the grewth of
sales tay yicld in the states, This mode ¢f distributicn, tve,
St-tes felt, wes unjustified becrusé they weére constituticnally
ertitled in the ertirc yield en comnengstion cr derivatien
nrincirle, The Firmce Commissien cruld not de justice heceuse
-7 4%s inabilitv te work cut the cderivation basis of the net
¥ ceeds, Seeerd, the fixing of the gueranteed amcunt tc the
retes ¢f sales. tox prevailirc-in 1956-57 was' considered urjust
heécrrse f the lrwer rates rrevailing then in some Stotes,
Jurther, the Union Gevernment- incressed its oun basic exeise
ety rates op similer ccmmedities but Yept the rates of
0iticr 2l excise duties censtant cn the basic of rreverting
inTlstien. Third, the Ststes incre~séd their rstcs of sples
sxes of cther comp-rable commeditics ofter 1957-5° whereps the
~tes.cn these rerted commediti es remaired constant s d the
Fir <ice Commi ssions refused tr ‘ircrease the guarenteed amount
t- the extent cf actual net nrrcec”s frem these Auties having
regsre te the ¢rowth ¢f salés tax reverue in tho Ststes and the
ar~wth .of censumrtion, This sttitude cf the Finsnce Commi ssjens
ceuseC resentment  amerg the wtstes and seme warted to terminste
the syrmgoment,

rP

The Fifth Firapce Cmmissior was sympothétic te the v‘icws
~T ghe Ttotes, The Commission fowne theot between 1957-57 and
16€7-€7 the reverue frem besic o speci=1 Urjeon ¢Xcise dutics
en the ermmodities crvered by the tax rent sl ogriemert incrersed
By rere then 70 nér cent, whercas the rcverue from acditiconal
Uriecyr (xcise dvties cr thése cemmeditics ircreased hv enly 45 per
cat, The Commission »1lgo frund thot the rates of sples tox
leviod by seme stetes np cemparsble commoditics were gorerally
higher than these of the additiecral thicn excise Mties,
Tepsccuertly, the Commi ssien felt that if the: Statcs were free te
levy muck mere rcverue from them then theéy hove heen receiving
~§ ceMren sptery reyments,  Yewever, the Cemmissicn agre diwith the
retirpalc ape ~cventsgrs cf the tax rentrl sche€me, But in view
cf tre cpresition of the States te. the scheme, the Commissior folt
t"at it weuld not he desirable te certiruc the scheme, urlcss the
U-~ier Govemmert ir consultoticn with the Ctote Ceverrments weuld
~rvive ot o morc S'itlsprtCry sgreement with SUltpble mm‘lflcntlnns
te the <X.15t1no scheme, ¥n view f thig sugocstien,

cente, . ,p.7.



tc S mmissicn ¢icd rat reeemmend the extensicr of the existing
LT TPt te cover other comueditics, Te redece the grievarces
fotr-tes the Commi ssicn vecemmended that the rotes of duties
nay W mace ad valrrem as for as rrssible snd may be reviscd
rericdicelly teo Veep them st rer with the ratcs of sales tax on
gimil-r itemg, 1(\'lcd by the 7 totes. 5 regeords the princirles for
cistributien rf PGt rr-cecds, the Commi ssier recemmepded that
the qu;»r-xr\tced smount mayt be raif en the basis of the clcd methed
a0 the-brlmce may"be distributed partly op the beasis cf sales
tox cellectior (excludirg intcrstote sales tax) Auripg 1565 66 to
1687-67 ar( rnartly on the basis of pnpulptlon 10

Cen seq'xe’"t cr the rcenmmc"-dptirhs cf ‘the ;Fifth Fin aice
C vmission;thot the scheme may hesve te be revised, seme Stites
wo to@ the diserrtinusrce of; the séhemé. F r instance, Mghra
frnr(sl* ard, Tamil ! adu’ submitted their memorar da te the Unicn
S-verrmert te this effeet.  Sc the Uhien Geverrment mfernd the
iegrt to the T oatier al Dwelnrment Ccun01l whi:ch in turp-. «
arr cipte a Cemmittee te examine the issud and te reccmmmd the
futrre crutse ocf action, The Committee rccommended the
e tinwstion of tht scheme but suggested fer the increase in the
ircirgrece of the duties by 10,8 per cent within a pericd of twe
~t t'ree years, These rccommendasticrs have be en reluct antly
~ccer toe by the Ctstes, The Union Government sccai ted these
reeemicr dations and imrlemented them thrcugh successive Finance
‘ets, 11

Py tr¢ time the Sixth Fingnce Crmmi ssion submitted its
roe~(r. (1973), the vield from the additier »l futics ef excise
Mmict smountcd te orly " 52,61 creres in 1968-69 rose te
At 2 160,77 crrres in 1973-74 “"est of the St-tes by then
wie . ptisfied with the marper of imprlemntsticn «f the scheme
o th Urion G- vernmert  and ficd net went opv materi 2l chenge,
ey ver, Mdhrp Tr Adesh wated the scheme tc be given up md it be
allewc @ te . levy soles tax, . West Bergal alsr "ad reservaticns
hrrt the contirusrce ~fthe scheme, Since the centinuance oy
ctiirwise of the scheme was = relicy cccisicn, the. Commission
~id pet go inte it, After scliciting the views »f the. State
2 virrmerts op t € manrer of Aistributier of the ret rroceeds,
it 1a @ dewn the rrinciples,

17, Trhe acerert of the Firance Commission (Fifth)
3639 (1969) .

11. The sircxt of the Firarce Cemmi ssier (Sixth)
17(1973); Zcc »lse Thimmaiah, Federal Fiscal
ystems - f fustralia and Ireai o 133(1976).

centd,,,.p.n.



It derorted fron the views of the rrevicus Cermi ssicrs

ir t* -t it exrressed the view that there is ne reed to sct

srart Ay quoranteed smounts te the Stotes hecnuse there is ro
risk o€ the share of =y Stotes inr the net rreceecds of suck
drties £alling sfert of the reverue -realised from the levy of
seles tax ap the comm(‘x tics stbject te glditional duti'es of
excice for the fin arci »l yeor 1956-R7, The Commissicn whi le
cxamiripa ofresh the nrincinles fer glloc:atlon cf rreceeds pmong
the ‘teotes recammmded that the entire-yield shoulr:be M stributed
70 pcr cont in Arerorticr te rorulstior of epch stste in the

tot -2 rorulstior o# the country, 20 per cért in rrorortior to the
incere of egch stote in the totsl ivcrme of »11 stotes and

10 ~€x cert ir rrorortl(‘n tes the rreduction of each commodity in
the state, 12 -Trese cecormerdations were imrlemerted in 1974

nc th¢ svstem of rreviding » uu-wr;:rteed ampunt for rayment to
the stotes was der € awsy. w1th

711 ir =11 1t does net s€an tebe a feasible rrmcsltmn
te uce the device of ar‘dlhon al (Xclse cutics to rcrlace sales
te=x 1 the cxtenslve sCale,

12 The Gerert of thc F\ﬂ?r\CE Cc nmw:smn (Sixth).
16221 (1°73); "see also Alice }ocob, Theé Winance
Commi ssion: Tts Tole in Adjustment of r’ﬁ("’—ﬁt;te__
Fironcinal iclations in plice Jacch (1d.) Constity:
tional Devi lorments Sipce "rderendence 317 ot 321 o0 (v, |
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