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PREFACE. 

The present lianual combines, for the fust time, the " In
troduction to Indian Government Audit " with the " Intro
duction to Indian Government Accounts". It is baaed in the 
main on the two earlier volumes which bore these titles, the 
former of which was prepared by Sir Frederic Gauntlett, 
K.C.I.E., K.B.E., I.C.S. (late Auditor-General in India), 
while the latter was originally drafted by Mr. L. E. Pritchard, 
(late Accountant-General), and subsequently revised by Sir 
Frederic Gauntlett. 

Much of the material in the present Manual is taken direct 
from the second editions of the earlier volumes, with such 
modifications and omissions as are necessitated by the changes 
which have taken place since they were published. · 

At the same time the opportunity has been taken thoroughly 
to re-arrange the matter in such a way as to facilitate a conse
cutive study of the subject. Moreover, a considerable amount 
of new matter has been incorporated, the more important 
portions of which deal with the constitutional position of 
Audit, and incidentally of Accounts, under the reformed cons
titution given to India in 1919. v' 

This Manual has been compiled at a time when further 
changes of far-reaching importance are expected. To postpone 
its issue until the changes are effected would probably have 
involved a delay of several years; while there is a certain 
all vantage in making available at the present stage a summary 
of the position as it now stands in order to make it easier for 
Probationers,-and it is hoped for others also,-to grasp the 
significance of the impending changes as they take place. 

This " Introduction " carries no authority beyond that of 
the Statutory Rules, Codes, etc.,which it attempts to summarise. 
It may not, therefore, be quoted as carrying any authority in 
itself. It must be remembered that a summary of detailed 
Rules can only give a general conspectus of their effect; and 
it is incumbent upon readers to study the originals, to which 
this volume is intended to serve as a guide. 

E. BURDO~, 
Audiwr-Generalin lndw. 
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IXTRODUCTION TO THE FIRST EDITION 

011' 

AN INTRODL'CTION TO Th"DIAN GOVERNMENT AUDIT. 

THE primary object of this volume is to give probationers 
in the Indian Finance Departm~nt some idea of the prin

ciples underlying Government audit in India, and a summary 
of the more important rules to be a.pplied in such audit. 

It is hoped, however, that it may have a wider sphere of 
usefulness. The exposition of principle may be of value to 
senior audit officers as well as to probationers. 

The volume may also be of some use to officers of other de
partments, especially to those who, as controlling officers, 
constitute an important link in the system of audit. 

As a consequence of the primary object of the volume no 
attempt has been made to include in it any account of the 
system of work followed, or of the special rules applied, in 
military audit offices. But, generally speaking, that system 
of work is based on the principles described herein, and thus 
this volume may also be of some assistance to officers of the 
Military Accounts Department. 

In regard to several matters the present v.olume deals 
with a transitional period. Thus the principles according to 
which re·delegation may be permitted, t4e resolution which 
will bring together all the financial powers of local Govern
ments and the revision of the leave rules are all still unsettled. 
It is thought desirable, however, to issue the volume now for 
two reasons. Firstly, the need for it is deemed to be urgent, 
and secondly, it is felt that there can be no finality in such 
matt.ers, and that by the time these questions are decided others 
will in turn be under consideration. Moreover a pioneer volume 
such as this will probably require revision at a comparatively 
£>arly dat.e, and, when the questions above mentioned hav been 



Vl 

decided, it may be found desirable to issue a new edition in 
which any defects found in this edition can be rectified. 

I desire to express my indebtedness to Mr. Dicksee's " Trea
tise on Auditing" and for the assistance which I have received 
from Mr. Pritchard in the description of the existing system 
of audit of receipts and of the verification of the original record, 
from Messrs. Scott O'Coru10r and Avery in connection with 
railway audit, from Messrs. Levett Yeats and Rajagopalan 
regarding post and telegraph audit and from Mr. Rajagopala 
Ayyar in the chapter dealing with expenditure on works. 

I also acknowledge the close scrutiny to which the Financial 
Member the Hon'ble Sir William Meyer, and the Secretary to the 
Government of India in the Finance Department, the Hon'ble 
Mr. J. B. Brunyate, have subjected every portion of the volume, 
and their valuable criticisms which have led to the improve
ment of many of the more important sections. 

M. F. GAUNTLETT. 
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INTRODUCTION TO THE FIRST EDITION 

OF 

AN INTRODUCTION TO INDIAN GOVERNMENT ACCOUNTS. 

THIS is meant to be a companion vol~e to the lntro~ 
duction to Indian Government audit. They have the 

same end in view, v-iz., to present in as simple a form as possi. 
ble the general system of Indian Accounts and Indian Audit, 

2. Mr. L. E. Pritchard is primarily responsible for Chapters
! to IV and VII while the original draft of Chapters V and VI 
was prepared by the undersigned. The chapters have all been 
carefully scrutinised by selected officers, and it is hoped that the 
volume in its present form will be found a. guide to those who 
have to trace their way through the intricacies of Indian 
Government accounts. 

M. F. GAUNTLETT. 

The 4th July 1914. 
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INTRODUCTION TO THE SECOND EDITION 

OF 

AN INTRODUCTION TO INDIAN GOVERNMENT AUDIT. 

THIS volume has been thoroughly revised so as to embody 
all the changes in the · rules relating to audit, the rule 

defining the financial powers of the Government of India and 
local Governments, rules relating to pay, leave and pension, 
etc., which have been brought about by the introduction of the 
Reforms, and the consequent changes in the Government of 
India Act and the Statutory rules issued under the Act. The 
primary object with which the volume was originally issued has 
been kept in view, and all the ch.anges which have taken place 
since the issue of that volume, have been explained in a genera~ 
manner so as to present a broad view of the whole situation. 

My thanks are due to Rao Bahadur K. Balarama Iyer for the 
revision of the chapters relating to railway audit and audit of 
stores accounts, and to Mr. J. C. Mitra for the revision of the 
chapter on Posts and Telegraph audit. 

M. F. GAUNTLETT. 

The 25th May 1922. 
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INTHODUCTION TO THE SECOND EDITION' 

OF 

AN INTROD"C'CTION TO INDIAN GOVERNME~"T ACCOUNTS. 

THIS volume has been revised so as to incorporate all the 
changes in the system of Government accounts consequent 

on the introduction of the Reforms. 
2. I am indebted to Mr. A. C. 1\IcWatters, Controller of th~ 

Currency, for the revision of Chapter VI. 

1\I. F. GAlJNTLETT. 

The 20th May 1922. 
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An Introduction to Indian Government 
Accounts and Audit. 

PART I. 

A Preliminary Survey of Accounts and Audit 
Systems. 

CHAPTER 1. 

The PID'pose of Accounts and Audit. 

1. Subject matter.-The object of this book is to give a broad idea of 
the activities of the " Indian Audit Department," which term means 
"the officers and establishments subordinate to the Auditor General, 
which are employed upon the compilation and audit of accounts of 
Government transactions in India." Before discussing the principles 
of that particular branch of accounts and audit with which this depart
ment deals, it is desirable to have a clear conception of the phrase" com
pilation and audit of accounts." 

2. Accounts and transactions.-The word" accounts," in the financial 
sense, has been defined as statement" of facts relating to money, or things 
having money value. The facts that are incorporated in accounting 
records are described as " transactions ". 

3. In very ancient times accounts were kept by means of tallies and 
chalk-marks ; but for many centuries it has been the custom to reduce 
them to writing and to record them in books.* 

4. Accounti11g.-A mere chronological register of pecuniary transac-
tions (commonly called a Cash Account) was soon found insufficient. 
From such a. register a man could not tell, without going through every 
item, how he stood in relation to his various customers, and whether h.is 
business was profitable or not. It became necessary that his transactions 
should also be classified under various heads, as for example the names of 
various customers dealt with, or of various articles dealt in ; and that 
the results of triln:>artions under these heads should be arranged in such 
a form as to show clearly not merely the significance of each separate 
transaction but also the combined effect of any desired series of transac
tions. The proce:;s through which these ends are effected is called 
" accounting "•. 

II 



5-6] THE PURPOSE OF ACCOUNTS AND AUDIT. [CHAP. 1. 

5. Compilation.-To compile is to compose and arrange materials 
collected from other records. As will be explained later, the initial 
accounts of Government transactions in India are prepared by the 
authorities through whom the transactions occur, those authorities being 
unconnected with the Indian Audit Department. So far as accounts are 
concerned, the duty of the Audit Department is to compile, under different 
heads prescribed for Government account, those initial accounts whic.h 
under the rules are required to be rendered to it for compilation, and to 
arrange the results of transactions under those heads in such a form as to 
bring out the combined result of all the transactions which occur during a 
given period. It has also to compile the Finance and Revenue Accounts 
of India, which embody a summary of the accounts compiled both by the 
Department itself and by other agencies and include the results of the 
whole of the Government transactions arising both in India and England. 

6. Audit.-The functions of Audit are essentially different from those 
of Accounts. Of the meaning of the word" audit," an excellent explana
tion ,can be given by quoting the following portions of a translation of 
Sir Walter Henley's" Tretyce off Husbandry ",a work which dates back 
to the thirteenth century.* • 

' " Buy and sell in season tru:ough the inspection of a true man or two 
who can witness the business, for often it happens that those who render 
accounts increase the purchases and diminish the sales. Have an inspec
tion of account, or cause it to be made by some one in whom you can 
trust, once a year, and (have a) final account at the end of the year. 
If there is any (money), let it be raised and taken from the hands of 
the servants . If arrears appear in the 
final account, let them be speedily raised . Look 
into your afiairs often, and cause them to be reviewed, for those who 
serve you will thereby avoid the more to do wrong, and will take pains 
to do better. In the first place he who renders accounts ought to swear 
that he will render a lawful account and faithfully account for what 
he has received of the goods of his lord, and that he will put nothing 
in this roll save what he has to his knowledge spent lawfully, and to 
his lord's profit . . . . And then, if he has rend~::red 
account before, see how it compares ; and if he is found in arrears of 
money, corn, or stock, put the whole in stated money valuation, and 
charge it at the commencement of his roll . • . . At the 
end of the year, when all the accounts shall have been rendered of the 
l.nvh, the issues, and all expenses of the manor, take to yourself all the 
r0l!s, and hy one or two of the most intimate and faithful men you 
haw. make very careful comparison with the rolls of the accounts ren
d,red, and of the rolls of the estimate of corn and stock and according 
a, they agree you shall see the industry or negligence of your servants 
nnd Lailiffs." 

• I am indebtf:d to Dkksee's" Treati£e oa Auditing'' for this quotation. 
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" The lord of the manor ought to command and ordain that the 
accounts be heard every year, not in one place but on all the manors, for 
so can one quickly know everything and understand the profit and 
loss . . . • The auditors ought to be faithful and prudent, 
knowing their bw;iness, and all the points and articles of the account in 
n~nts, outlays and returns of stock. And the accounts ought to be heard 
at each manor to know the profit and loss, and then can the auditors 
take inquest of the doings which are doubtful, and hear the plaints of 
€ach plaintiff and make the fines. The st€ward ought to be joined 
with the auditors, Mt as head or companion of the account, but as sub
ordinate, for he must answer to the auditors on the account for his 
doings just as another. It is not necessary so to speak to the auditors 
about making audits, for they ought to be so prudent, and so faithful, 
and so knowing in their business, that they have no need of others' 
teaching about things connect€d with the accounts." 

7. Special att€ntion is invit€d to the clause which says that the lord 
of the manor ought to command that the accounts he heard every year. 
This shows that the word auditor is derived from the Latin " auditor," 
the ancient practice being that the parties whose accounts were audit€d 
should attend before the auditor and vouch them orally. The practice 
was perhaps necessary in bygone days when few people could read or 
write. It is possiLle even that the auditor himself could not read hnt 
heard the accounts read out by the clerks. The men responsible for the 
accounts vouched for the accuracy of the entries, and the auditor being 
specially chosen for his prudence, faithfulness and knowledge of the 
business, was able to satisfy the lord of the manor that the accounts 
rt'ndered accurat-ely portrayed the exact state of affairs. 

8. The Auditor.-" Audit" is therefore an instrument of finandal 
control. In its relation to commercial transactions, it acts as a safeguard 
on behalf of the proprietor (whether an individual or a group of persons) 
againf>t extravagance, carelessness, or fraud on the part of the proprietor's 
agents or serYauts in the realisation and utilisation of his money or other 
a~'ds, and it ensures on the proprietor's behalf that the accounts main
ta;neJ tru;y represent facts, and that expenditure ha3 been incurred with 
due l\'g:ularity and propriety. The agency employed for this purpnse 
is c·alled au " auditor.'' 

9. It is essential that a similar watch should be maintained over the 
financial transactions of a Government, and that the agency employed 
for the purpose should be independent of the agents or servants of Govern
meut who are entrusted with the ro>alisation and utilisation of public 
money or other assets. The task is entrust€d in India to the Indian Audit 
Dt'pa~tment. So far as its audit duties are conc~rned, the position of the 
Indian Audit Departmt'nt in relation to Government transactiollil in 
India is exactly the same as that of an " auditor." It must ensure 
that the ~ccounts lllilintained truly represent facts, that the rules and 

B2 
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orders framed by competent authority have been obeyed, and that the 
expenditure has been incurred with due regularity and propriety; 
and it must bring to the notice of competent authority any irregularity 
or impropriety in connection therewith. 

10. Before leaving this introduction to the subject, attention may be 
drawn to the way in which the principles enunciated 700 years ago in 
the extract quoted in paragraph 6 still apply, as will be shown in this 
.Manual. Prompt payment of money into the treasury, the strict follow
ing up of arrears, the necessity for accounts acctll'ately portraying the 
facts, the value of checking the accounts and of conducting local inspec
tions, periodical stock verification and the check of stock with the ac
counts, were fundamental principles then as they are to-day. Principles 
which have held good for so long a period must contain the essence of 
importance. 
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Indian Government System of Accounts and Audit, apcJ Commercial 
Systems. 

(A.) AccoUNTS. 

11. The difference between Government and Commercial fundi<Jrl,$,- . 
The principles of Commercial and Indian Government Accounting diller 
in certain essential points. The difference is due to the fact that, while 
the main function of a Commercial concern is to trade, that is to take 
part in the produetion, manufacture or interchange of goods or coremodi
ties between different groups or individuals and thereby to make profit, 
that of a Government is to govern a country and in connection ther.;with 
to administer the several departments of its activities in the best way 
possible. 

12. The principles ar~d m~thods of Cmmm'rc?al accounting.-A non
Government Commercial concern deals primarily with the utilisation of 
Capital for the purpose of making a profit; and it is interested to see 
at intervals how it stands in relat.ion to its debtors and creditors, whether 
it is gaining or losing, what are the sources of its gain or loss, and whether 
it is solvent or insolvent. 

13. In order to obtain ready answers to these questions the concern 
has to keep a system of detailed accounts. In respect of each pert~on 
dealt with, each class of asset held, each article dealt in, and each depart
ment of its activities, it maintains a separate aceount so that the result 
of the transactions in each case may be ascertained. It then becomes 
necessary for it to collect the rt'sults of all these accounts in one place in 
order to record the assets and liabilities under different heads and finally 
to prepare the manufacturing, trading and profit and loss account, and 
balance-sheet., which shall show what is the gain or loss of the concern 
as a whole, and wht'ther it is solvent or insolvent. 

14. It is the g<'nerally accepted practice in the commercial world to 
maint~in account books by the Double Entry system, which is based on 
the fact that in every transaction or financial change two parties or · 
ac.cQunts are involved, one giving and the other receiving. Under thai 
system every trangaction, therefore, requires two entries in the books, 
one against the party or account giving and the other against the party 
or account receiving. Further, if the c(lucern is a manufacturing one, 
it has also to maintain St>ts of books for (a) costing, and (b) ~;tores account
ing, in order to aseertain as f('gards (a) the cost of production of each 
&rticle so that its selling price may be fixed accordingly, and aa regard& 
(b) that there is an efficient syst.em of stores control. 
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15. The principles of Government accounting.-The activities of a good 
government in any country are determined by the needs of the country. 
The &ain branches of its activities being known, it is a matter for decision 
what expenditure will be necessary during any year in carrying out these 
activities. After a decision has been reached on these points it becomes 
necessa.ry to determine how to raise sufficient money to meet that expendi
ture. 

16. Tb.e classific:~.tion in the accounts of the transactions of the Indian 
Governmant h det':lr.ninel fir1bly by the administrative classification of 
the ac:tivities and seconrily by th~ classifictJ.tion of the nature of the 
t ·an 1action >. Tb.e accounting is therefore more elaborate than that fol
lowed in commercial accounts. But (leaving out of consideration for the 
present the accounting of expenditure met from Loans, and certain 
subsidiary and technical accounts, which will be considered in Part V 
of this Manual) the immediate objective of Government accounting 
is not to ascertain the gain or loss on the transactions of the 
Government as 1 a whole in carrying out its activities. The method 
of budgeting and accounting under the Service Heads is not designed to 
bring out the relation in which Government stands to its material 
assets in use, or its liabilities due to be discharged at more or less distant 
dates. The accounting methods adopted for commercial concerns, 
and the preparation of Manufacturing, Trading and Profit and Loss 
Accounts, and a Balance Sheet, in the commercial sense, are therefore 
unsuitable and unnecessary. In its Budget for a year, Government is 
interested to forecast with the greatest possible accuracy what is expected 
to be received or paid during the year, and whether the former together 
with the balance of the past year is sufficient to cover the latter. Similarly 
in the compiled accounts for that year, it is concerned to see to what 
extent the forecast has been justified by the facts, and whether it has a 
surplus or deficit balance as a result of the year's transactions. On the 
basis of the budget and the accounts Government determines (a) whether 
it will be justified in curtailing or expanding its activities, and (b) whether 
it can and should increase or decrease taxation accordingly. 

17. The purpose of Govermnent and Gorn:meroial Accounts.-The 
G.wernment Accounts are therefore designed to enable Government to 
determine how little money it need take out of the pockets of the tax· 
payers in order to maintain its necessary activities at the proper 
standard of efficiency, while non-Government Commercial Accounts are 
designed to show how much money the concern can put into the 
pockets of the proprietors consistently with the maintenance of a 
profit-earning standard in the concern. 

18. Commercial Enterprises conducted by Government.-There are, 
however, certain enterprises of Government which are conducted on 
commercial lines, and in these enterprises the essential formalities of 
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commercial accounts are strictly observed. In those cases in which the 
commercial books of the enterprises are kept outside the regular.Gov
ernment account, a link is maintained between the two to show how 
much is coming into Government revenues from each ent-erprise an~ 
how much is spent by Government, either as capital or revenue expendi
ture, in carrying on its activities. 

19. The method of G(n:ernment Accotmting.-The mass of the Govern
ment accounts are kept by single entry. There is however, a porti~n 
of the accounts which is kept on the double entry system, the mam 
purpose of which is to bring out by a more scientific method the bal~nces 
of accounts in regard to which Government acts as a banker or remitter, 
or Lorrower or lender. Such balances are, of course, worked out in the 
subsidiary accounts of the single entry compilations as well, but their 
accuracy can be guaranteed only by a periodical verification with the 
balances brought out in the double entry accounts. 

(B) AUDIT, 

20. Principles of Audit.-As stated in paragraphs 8 and 9, audit ~hould 
be conductt!d by an agency independent of the authority charged with 
the duty of carrying on the business and of maintaining accounts of the 
transactions which pass through his hands. This principle :s strictly 
<·bserved in Commercial audit, although when auditing small concerns 
the auditor often finds the accounts so badly prepared as to render it 
ncces,aiJ for him to build up a very large portion of the fabric of the 
accounts from the initial records. This work is, however, incidental to 
and not an essential part of his duties as an auditor. 

21. Purpose and proc~dure of Commercial Audit.-In Commercial audit 
at the present day the main object is to present before the proprietor or 
proprietors of the business an accurate statement of the position of affairs 
together with a profit and loss account showing how this position ha.s been 
reached. In the case of Companies the duty of au auditor is mainly in 
the interest of the shareholders, who are practically sleeping partners in 
the business. The directors are the active partners ; and the auditor on 
l·l'half of the sleeping partners -the shareholders-has to examine the 
&ccounts and the'balance-sheet prepared by the directors and to report 
to the sh,treholders whether in his opinion those accounts are correct. 
nnd fully and fairly disclose the position of affairs, or in. what respects 
thq hil t{l Jo so. 

22. Ou pages 3 to 5 of Dicksee's Auditing will be found a set of instruc
tiuns tu conllliercial auditms. The procedure of commercial audit aJ 
there dt•tailed may be summarised bridly thus :-

The fir$t step is w aseertain the authorities compo::-t:ent to sanction 
rxr•o:nditure, t{) re~eive or pay money, or t{) incur lia1ilities, on behal of 
the firm. 
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The second is to understand the system of accounts followed. 

The third is to check as far as possible the accuracy of the original 
record, namely, the cash book. 

The jCtUrth is to see that all transactions are in accordance with the 
minutes of the meetings of the Board of Directors or the orders of com
petent authorities. 

The fifth is to investigate unusual items. 

The S'l:xth is to check the compilation of the accounts from the original 
records and to suggest corrections in the classification of tran8actions. 

The seventh is to review the procedure of stock-taking and of pricing 
the goods on hand. 

The eighth is to check or prepare the financial results, that is the 
Manufacturing, Trading and Profit and Loss Accounts, and the Balance 
Sheet, which will indicate accurately the progressive position of affairs. 
This necessi1 ates also the investigation of depreciation of property 
(buildings, machinery, furniture, etc.), the soundness of investments, 
debts due to the firm, and the correct allocation of expenditure to 
Capital Account. 

23. Difference between a Government and a commercial firm necessitat
ing differences in audit procedure.-Unlike commercial audit, the audit 
of the transactions of the Government of India is entrusted entirely 
to Government officials ; and this difference has influenced largely the 
system of audit adopted. As will be explained in Chapter 12, the 
ch€ck of receipts is in most cases left to the departments respon
sible for the collection of revenue. Similarly the check of stores and 
stock is, as will be explained in Chapters 18 and 31, almost entirely 
left to the departments in whose custody they are. The audit of 
expenditure in India is, however, performed mainly by the Indian 
Audit Department which is independent of the spending depart~ 
ments. This department is, as has already been stated, also reBpon
sible for the compilation of the major portion of the accounts which 
it audits. The whole of the work of auditing the expenditure is not, 
however, cor:duchd by this independent department, but, as explained 
in paragraph 25, part of the work incidental to audit is also per
formed by the spending departments. 

24. India is so vast a country and Government activities are so 
various that it is impossible for independent Audit Officers, working (as 
they do) almost entirely at headquarters, to be as closely in touch with 
the facts to which the accounts refer as the officers of the department in 
which the revenue is realised and the expenditure is incurred. 

£5. Thus, the Audit Officer has no personal knowledge of the quantity 
or quality of the work done by a contractor, of the quantity or quality of 
goods r.upplied by a supplier, of the number of coolies employed each 
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day on a work, or of the agreement between the stores accounts and the 
stock of stores. The payments are in many cases made at treasuries the 
officers in charge of which are not members of the Audit Department ; 
while in. oth~rs the hills are either presented to, or are prepared by, 
disbursing offieers of other departments. Thus the preliminary exami
nation of bills whkh are paid at treasuries or by disbursing officers 
of other dr~partments is primarily left to the Treasury Officers, or to 
officers of those other Departments. The exact nature of the work 
done Ly these agencies will be discussed later when we attempt to deal 
with the details. For the present it is sufficient to remember that under 
the Governmt-nt system of audit the executive officers of the spending 
departments, as wdl as officers in charge of t_r.easuries, take an import
ant share in the scrutiny of expenditure. 

26. Another point of difference between commercial and Govern· 
ment audit is that, whereas the former is more often than not periodical, 
the lattflr is almost entirely continuous. This is due to the great-er 
volume of work to be done and to the fact that a largw:l part of it is con
cern\:d with per.~onal claims which have to be finally adjusted with the 
utmost promptitu\le. 

27. P'l'oCPAlare uf GotHnment Audit as compared with CommN"ci.al 
Audit.-It is obvious that these differences in conditions must alter in 
det.:1il the syst-em of audit; and it is interesting to compare with the 
main faetors of colllillercial audit, set out in paragraph 22 above, the 
main objects of Government audit, which, as set out in Articles 123, 
1:30, 1:37 and 138 of the Audit Code, are to ensure-

(tt) that thl" expf'nditure has been incurred by an officer com
pet-ent to incur it ; 

(b) tbat the expenditure h&s teoeived the sanction, either special 
or general, of the authority rompetent to sanction·it ; 

(c) that, if it is votable expenditure, it is covered by a grant sane· 
tioned by the legislature ; 

(d) that, if it is non-votable expenditure, there is provision of 
funds, sanctioned by competent authority, to cover it; 

(e) that the expenditure does not involve a breach of any of the 
canons of financial propriety laid down in Rule 11 of th·~ 
Auditor General's Rules; 

(j) that payment has, as a faet, been made and has been made to 
the proper person, and thai it has been so acknowledged and 

" recorded that a second tltaim against Government on the 
same ac('ount is impossible ; 

(g) that the charge is currectly d88Sified, and that, (as in the case 
of Public Works and FO'l'est accounts) if a charge is debit
able to the personal acoouni of a contractor, employee or 
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other individual, or is recoverable from him under any rule 
or order, it is recorded as suqh in a prescribed account; 

(h) that all sums receivable are duly paid to the proper otficer and 
brought to credit by him ; . 

(i) that stores are priced with reasonable accuracy, and that the 
rates are reviewed from time to time and revised when neces
sary; and 

{j) that stocks are counted and otherwise examined periodically, to 
ensure that the balances on hand represent the quantities as 
well as the values borne on the account books. 

28. 'l'his comparison is made in detail below:-

(a) The first and fourth steps of commercial audit,-to ascertain the 
authorities competent to sanction expenditure or to recet've or pay 
money, etc., and to see that the transactions are in accordance 
with the minutes or orders. 

These corre:>pond with clauses (a) to (rl) of paragraph 27. In Govern
ment accounts the minutes and orders are represented by the Govern
ment of India Act, the Audit Resolutions, the authorised Codes, and the 
resolutions and orders of the Central Government, local Governments and 
other authorities. The volume of such orders is immense and this por
tion of audit looms so large that it t~Jnds to overshadow all the other 
br'l.nches. ·. 

(b) Second step of commercial audit,--understanding the system of 
account followed. 

It is unnecessary to put this forward as a main object of Govern
ment Audit, because in India the form in which the initial accounts 
should be kept and that in which the accounts should be rendered to the 
Audit Department are largely determined by the agency which audits 
them and, after a certain point, also compiles the major portion of them. 
The system of accounts followed is described in the Audit Code and the 
relevant Account Codes. 

(c) Third step of commercial audit,-check oftlte accuracy of the 
original record. 

Clause (j) of paragrap127 may be held to correspond with this. 13ut, 
as stated in paragraphs 2! and 25, the check of the !1-Ccuracy of the origi
nal records is l11ft to a great extent to the executive officers of the spend· 
ing departments, and this check is supplemented by a test-audit at re· 
gular inten·als by officers of the Audit Department. 

(d) Fifth step of commercial auiit,-investigation of unusual items. 
This corresponds with claus~ (e) of paragraph 27. 
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(e) Sixth step of commerial audit,-check of the comp1lation of 
accounts and of the classifoxaion of transactions. 

Checking of the compilation of accounts is not specifically mentioned 
in the list of objects of Government audit. AB stated in clause (b) of 
this paragraph the greater number of the accounts are, after a certain 
point, built up by the auditing agency itself and the preliminary ac· 
counts are checked by the Audit c•ffice as explained in clause (c). The 
compilation made in the Audit office is test-checked within the depart
ment; and in the cases where accounting is separate frcm audit and 
the compilation of accounts is left to the administrative departments, 
every process of compilation leading up to the final account is test· 
checked by the Audit Department. 

In Government audit the classification is thoroughly checked by 
the Audit Departme:tt where that department is responsible for the 
co111pilation of accounts, and is test-checkEd where compilation is left 
to the Administrative Department. 

(/) Seventh step of commercial audit,- check of the accuracy of the 
accounts of stores or goods. 

Thi~ eorre:;ponds with clauses (i) and {j) of paragraph 27. 
(g) Eigltth step of commercial audit,- the preparation of the Manu

facturing, Trading and Profit and Loss accounts, and the 
Balance Slteet, necessitating the investigation of deprcciat1'on of 
property, the soundness of investments, debts due to the firm, 
and the correct allocation of expenditure to Capital Account. 

In the ordinary accounts of Government there is nothing to com• 
pare with these accounts which form the summary of the financial 
transactions of a. commercial firm during a. certain period. Its place 
may be said to be taken by the annual Budget Statements and by the 
~'inance and Revenue Accounts of the Government of India. However, 
in the ca.se of Government undertakings of a. quasi-commercial character, 
the financial results are ascertained and reviewed outside the regular 
accounts through pro forma accounts which are prepared separately 
for the purpose, and these pro forma accounts are prepared on a strictly 
commercial basis. 

Iu the regular Government account the correct allocation of expen
tliture to revenue or capital heads of account is checked by the Audit 
Department. · 

2~. Mr. Dicksee in his work on Auditing states that the objects of. 
audit may be said to be threefold:-

(1) detection of fraud; 
(::!) detection of technical erron ; 

(3) detection of errors of principle. 



12 

30..31] INDLL.~ GOVEIUOlE~'"'I SYSTE:Y OF ACCOmiTS ( CHAP. 2. 
AND AUDIT, A.'iD COlDlERCL\.L SYSTEMS. 

Here again due allowance has to be made .for the differences in con
ditions between the Indian Government and a commereial firm, and the 
differences between the ag.>ncies which prepare and audit the accounts 
in the two cases. Thus in Government audit there is little scope for 
detection of errors of principle (t"!l;'t i~;, in the system of accounts adopted) 
as the responsibility for determining or adnsing as to the form in which 
accounts should be kept devolves upon the Auditor General. The other 
two objects are, however, sufficiently provided for under the Government 
system as explained below. 

30. As regards the detection of fraud, it must be remembered that, 
a.a explained in paragraph :25, part of the work in connection with the 
scrutiny of expenditure, is entrusted, for the sake of convenience and 
economy, to the officers of the spending departments. A fraud in respect 
of expe::d.iture would in some cases indicate a payment to which the 
payee is not legally entitled, or in others a payment made in respect of 
a claim which is not in accordance with the facts. Cnder the existing 
arrangements the certification as to the initial facts is left to the exe
cutive officers, and the Audit Department verifies a certain percentage 
of them at local inspections. llost of the frauds are thus checked or 
detectei in the course of the scrutiny by the executive officers. The 
Audit Officers aho render valuable assistance in indicating directly 
or in·lirectly to the ex:ecutive officers defects or irregularities which 
re}nirl! their attention. This subject will be discussed in detail in 
Chapter 10, and it will suffice to state here that the checks prescribed 
for executive officers, supplemented by occasional local audit and conti
nuous central audit, sufficiently provide for the detection of fraud in 
the Government syst~m of audit. As to the detection of technical errors, 
the bulk of the work of the Audit offices used to fall under this category ; 
and it wa.s one of the chief complaint.s against the Audit Department that 
this had been their main work. 

31. It is appuent that this wa.s not altogether a fair criticism inas
much as it overlooks the following fact~ :-

(a) The officers of the Department have moulded and still mould 
the form of the account~ and thus prevent errors of prin
ciple. 

(b) \Therever they haw started work in a fresh field, as in Local 
Fund audit, their pioneer work has been very valuable. 

(c) Their indirect work in tA• prevention and detection of fraud 
is important-

'J) The enormous number fill objet>tions raised is due l:o-

(i) the e::rtrt>me ehhora~ion of the rules to he applied in 
audit; 
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(iii) lack of intelligence or undue rigidity on the part of the 
auditor. 

Critics ought not to forget, as they sometime.s do, that the officers 
of the Department are not responsible for cause (ii), while the ultimate 
responsibility for cause (i) rests with Government even though they 
may have sought the advice of officers of the Audit Department in 
framing the rules. As regards cause (iii), it is important that officers 
of the Department should rectify it in so far as they are empowered 
to do so ; but the "rigidity" of which complaint is still made is often 
due to the rigid character of Statutory Rules which admit of no relax&· 
tion otherwise than by a revision of the Rules themselves. 

32. The Constitutional Reforms of 1919, which invested Audit with 
a higher responsibility and a. greater power of initiative, enabled Audit 
Officers to devote more attention to the broad principles of legitimat~ 
public finance and to the manner in which the various executive officers 
undertake their more important financial responsibilities. 
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[ CH.AP. 3. 

Brief Historical Account of Aud.it and Accounting in India. The Func .. 
tions and Position of the Auditor General. 

33. Before proceeding to deal with the subjects discussed in thi&. 
book, it is necessary to give a brief historical sketch of the origin and 
growth of the Indian Audit Departmen~ and its functions and position 
in the field of the Constitutional Reforms introduced by the Govern· 
ment of India Act of 1919. 

34. The Position before 1857.-Up to the time of the Mutiny of 1857 
the system of audit and accounts was wanting in cohesion. Each Pre
sidency had its own Accountant General and staff ; and, in the absence 
of uniformity of classification in the accounts prepared in each Presi-

. dency, there was no proper system in India for compiling the general 
acoounts of India as a whole. The functions of audit and accounts 
were scattered. Fixed charges such as salary bills were preaudited 
by Uivil Paymasters before payment. Payments were made by Collec
tors of Land Revenue, who rendered classified accounts to the Account
ant, Revenue Board, who sent them on to the Accountant General, 
an officer who was in charge of Ways and Means and compiled the ac
count figures for the Presidency. Sonie post-audit was done, in respect 
of debt and deposit heads by the Accountant General of the Presidency, 
and in respect of expenditure by officers known as Civil Auditors, who 
were officers of the Finance Department of the Central Government. 

35. The Reforms of 1860.-The first reform of this system was ini-
tiated by the Court of Directors in 1856, and by 1860 was carried out 
in the following manner. In the first place the procedure prevailing 
in the Presidencies was assimilated, a general department of audit and 
account was formed for the whole of India, .and the post of " Accountant 
General of the Government of India " was created, who was afterwards 
to become Accountant and Auditor General, Comptroller General of 
Accounts, Comptroller and Auditor General, and lastly Auditor General 
in India. A budget system was introduced, and following the English 
precedent an Audit Board was established with the prime object of 
conducting a monthly appropriation audit which should form the basis. 
of a more effective administrative control over actual as compared 
with estimated expenditure. 

36. The RefQrms of 1865.-The Board, however, did not last long. 
In 1865 an enquiry was conducted into the constitution and mode of 
conducting the business of the Finance Department and of the offices 
of accounts attached to that department. As a result of the enquiry 
the Board of Audit was abolished. Departmental accounts of receipts. 



CHAP. 3.) BRIEF RISTORICAL ACCOTh""r OP AUDIT 

AXD ACCOtJJi'TI:SG IN ISDIA. 

15 

[ 37-39 

such as the aceounts of Land Revenue, were rendered not to the ac· 
counts offieers but to the executive authorities in charge, who were to 
be respon.'3ible generally for the audit of receipts. Similarly, depart
mental officers were to pass charges, subject to post-audit, instead of 
relying on Paymasters to pass charges for them; the Paymasters dis
appeared, and so also did pre-audit except at headquarters. Accounts 
work was ilivided, the primary stage being assigned to treasuries, and 
the final stage to the accounts office. The work of audit, which had. 
been scattered, was centralised in the Accountant C~neral's office in 
each Presidency ; and the head of this audit a'nd account department 
was designated Comptroller 'General of Accounts, his duties being :-

(i) the management of public debt; 

(ii) the supervision of the accounts of those treasuries which 
were immediately under officers subordinate to the Gov
ernment of India ; and 

(iii) the administration of the central office of accounts, th.is 
item covering the whole duties of the Auditor General as 
exercising appropriation audit, 

Thut~ from this time the foundations of the present combined audit and 
account system were laid. 

37. Tile Reforms of 1870 and subsequent date~.-In 1870, the manage· 
ment of the Paper Currency was transferred from the officers of the 
Mint Department, to whom it had formerly been entrusted, to the Ac· 
counts Department, and the Comptroller General of Accounts became 
the Head Commis:>ioner of the Department of Issue of the Government 
Paper Currency. In 1880, the Appropriation Report was introduced; 
and the title of the Comptroller General was changed to Comptroller 
and Auditor General. In 1882, he was associated with the Financial 
Secretary in the work of checking and compiling the budget and the 
Financial Statements. . 

38. Between that date and 1914 the status of the office remained 
unchanged, but various changes took place in the duties attaching t~ 
it. Thus the detailed work of the Public Debt Office was made over 
to the Bank of Bengal, though the general supervision and control of 
this work remained with the Comptroller and Audiwr General ; and 
to his work were added the new duties imposed by the Indian Securi
ti•'~ Act, and the Administrator General's Act, and also the clliltody 
ol Securities lodged with Government Officers. 

39. The duties of the Comptroller and Audit()r General in relation 
t'? Accounts and Audit were also very largely increased by the addi· 
twn t() his work and r~ponsibilities resulting from :-

(a) the amalgamation of the Public Works Accounts with the 
Civil Accounts; 
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(c) the charge of the accounts of the Iilitary Works Service; 
and 

(d) the transfer to his control from that of the Railway Board 
of the Railway accounts and audit. 

In each of these cases the underl.fing cause of the change was the 
realisation that it is undesirable to allow any Executive authority to
exercise control over those officers to whom is entrusted the duty of 
scrutinising the regularity and propriety of its financial trallSactions. 
The need for such a change arose not merely on theoretical grounds but 
also as a result of certain concrete cases in which attempts were made 
to bring undue pressure to bear on officers entrusted with accounting 
and audit duties. The importance of this point is further discussed in 
Chapter 4. 

40. The cumulative effect of all these changes was that, while the 
complexity and importance of his accounting and audit duties and res
ponsibilities were largely increased, the Comptroller and Auditor General 
was in addition burdened with such multifarious duties as the adminis 4 

tration of the Currency Department, the administration of Coinage, 
the control of Ways and Means, the custody of Securities, and the dis
posai of Public Debt questionB. 

41. It became increasingly evident that the coucentration in one 
office of responBibilities so numerous, varied and complex imposed an 
impossible strain upon the incumbent, and at the same time was not 
in the best interests of Government. 

42. The question was carefully reviewed both in India and in Eng 4 

land ; and, as a result of a. detailed discussion of the matter between 
the Government of India. and the Secretary of State, the latter in his 
despatch No. 149 Finl., dated 28th November 1913, sanctioned the 
creation of the post of the Controller of the Currency, traOBferring to 
him the duties connected with the Mint and Assay, Paper Currency, 
Council Billil, Exchange, Gold Standard Reserve, Rupee LoanB, Public 
Debt Offices, Ways and MeanB, Treasury TranBfers and Deposit, and 
custody of Securities. Thus he_nceforth the Comptroller and Auditor 
General remained responsible solely for accounts and audit. It may 
be mentioned here that, although the Comptroller and Auditor General 
was relieved, among other things, of all responBibility in connection. 
with the Currency and Resolll'ce work, certain executive duties relating 
to these subjects were fOI' a time left to be performed by the Accountants 
General of provinces, who, in this roopect, were aOBwerable to the Con· 
troller of the Cur:rency. 

43. TM Positi.oft und« tft.e Ref,..., of 1919.-This position remained 
unaltered till the date of the Re.fol'IIli of 191g. With the Reforms the 
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office of the Auditor General in India, as he has since been designated, 
was for fhe first time statutorily recognised under Section !16 D(J); of 
the Government of India Act, and in audit matters he lias ~de by 
statute independent of the Government of India. Be is also now re
cognised as the administrative head of the Indian .Audit Department, 
subject to dependence in some respects upon the Government of India, 
and has been given extensive powers in regard to Government account.. 
ing. Even before the Reforms the Auditor General was independent 
of the Government of India in audit matt~rs ; and, although the Gov
ernor General had the right of appointing him. and removing him from 
office, in Loth cases the approval of the Secretary of State in Council 
had to be obtained. This position was, however, secured by executive 
orders issued by the Secretary of State, whereas now there is a statu
tory recognition of the special features and prerogatin:s of his dlice 
by a formal provisiou m t.te Go\·ernment of India Act itself. By 1921, 
the remaining duties unconnected with accounts and audit, namely 
those in connection with Currency and Resource work, were completely 
taken away from his department, although in Madras and Bmma the 
Accountants General still function as ex-()fficio Deputy Controllers of 
the Currency. 

44. The functions of the Auditor General in India are defined and 
prescribed in "The Auditor General's Rules". These are Statutory 
Rules which are made by, and may be amended by, the Secretary of 
State for India in Council under Section 96 D(J) of the Government 
of India Act of 1919. These rules detail:-

(a) The conditions of the Auditor General's employment. 
(b) His duties and powers as regards Audit. 

(c) His duties and powers as regards Accounts. 

(d) His administrative powers over the Indian .Audit Depart
ment. · 

45. All audit and accounts instructions issued by the Auditor Gene
ral in the form of code rules or otherwise derive their authority from 
the Auditor General's Rules. .As will appear Later, the present Manual 
is concerned primarily with the subject matter of headin!!'B (b) and (c) 
of the preceding paragraph. e 

46. TM Fundioos and Powers of the Awiii.or General in regard to 
Audit.-In regard to audit, the Auditor General is now responsible for 
the efficiency of audit of all expenditure in India from the revenues of 
India, while in the case of receipts, and stores and stock, he haS' to per
form such audit as may be required by the Governor General in Coun<'il. 
To give him an independent position in this respect he has been cons
tituted a.s the final audit authority in India and has ~n given powers 
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' to frame rules in all matters pertaining to audit particularly in res

pect of the method and extent of audit and the raising and pursuance 
of objections:' subject in both cases to any general or special orders 
of the Secretary of State in Council i and also to en.force his audit objec
tions subject to certain conditions. Provision has also been made in 
the Auditor General's Rules that, on the Appropriation Accounts (whe
ther prepared by his staff or by other accounting authorities), Reports 
showing the results of audit shall be prepared annually by the proper 
Audit authorities and submitted to the Auditor General. The Auditor 
General forwards these Reports, with his comments thereon, to the local 
Governments concerned or to the Governor General in Council, as the 
case may be, and through -them to the Public Accounts Committees 
of the respective legislatures. He also prepares, on the basis of these 
Reports, his own annual Review of the results of the audit conducted 
by his staff, and submits it through the Governor General in Council 
to the Secretary of State for India. 

47. The Functions and Powers of the Audito-r General in regard to 
Accounts.-In account matters, the responsibility for the comrilation 
of the Finance and Revenue Accounts of the Government of India has 
been laid upon the Auditor General. The form of these accounts is 
prescribed by the Secretary of State in Council, but the Auditor General 
determines the form in which the accpunts of both Central and Provin
cial Governm{lnts are to be maintained by the .A.uilit Department, and 
in which officers rendering accounts to the Indian Audit Department 
are. to render such accounts, and to maintain the initial accounts from 
which the accounts so rendered are compiled or on which they are based. 
The power to determine the classification of an item under a major or 
minor head in the public accounts is also reserved to the Auditor General. 
He is, however, under obligation, as a natural consequence, to supply, 
or to arrange that officers subordinate to him shall supply, any infor
mation required by the Governor General in Council or by local Gov
ernments which can he derived from the accounts maintained by his 
staff, and to render'such assistance as may he required by the Govern· 
ment of India or the local Governments in the preparation of their 
.annual budget~t. 
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CHAPTER 4. 

The Relation of Audit to AccountL 

48. Former Proposals to separate Audit from Account& in lndia.
We have already seen, in paragraphs 8, 9 and 20, why it is desirable, 
in the interests of honest and sound finance, that business transactioiiB 
should be subjected to the audit scrutiny of an agency independent 
of that charged with the duty of maintaining the accounts of those trans
actions. Theoretically the same principle should apply equally to Gov
ernment transactions in India. In practice, however, as explained in 
the brief historical summary given in Chapter 3, a system has grown 
up in India under which the accounts of transactions are maintained 
and audited by one and the same agency, the head of which i3 LOW in
dependent of the authorities responsible for the transactions. Before 
1913 the Comptroller and Audit.or General was, even in audit matters, 
subordinate to the Government of India whose accounts he audited ; 
but from that date a partial independence of his position in this respect 
was establi;;hed by the executive orders of the Secretary of State ; and 
with the passing of the Government of India Act, 1919, the full inde· 
pcndence of his position as an auditor was statutorily recognised. It 
may now be said that the procedure generally in force provides a com
plete and independent audit of the transactions theiUSelves, but no 
audit at all of any but purely initial accounts. 

49. Before the passing of the Act of 1919 proposals were put forward 
on four separate occasions for the adoption of changes which would have 
the effect of making applicable to Government transactions in India 
the theoretical principle that audit should be independent of the account
ing authorities. The first proposal was made in 1880 by the India 
Otiice Committee appointed to enquire into the system of Military ac
counts in India ; the seoond by the Secretary of State b.imself in 1889, 
when the question of his power of control first came under di.scus3ion; 
the third in 1900, by the Royal Commission on the Administration of 
Expenditure in India ; and the fourth by the Secretary of State again 
in 1913, in connection with the proposal to relieve the Comptroller and 
AuJitor General of those of his duties which have since been trans
ferred to the Controller of the Currency. 

50. TJ~e Thwry of the bulependence of Audit.-These discUBSions 
were on each occasion somewhat confused by a failure to distinguish 
between the Comptroller and Auditor General's independence of the 
a.ccouuting authorities and his independence of the authorities whose 
trans.a.ction.s a:e under examination. Though the two questions have 
a bearing on each other, they require separate consideration. The 
the;.~ry that audit should be independent of the authorities responsible 
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for the transactions is based on the proposition that the conditions of 
an auditor's office should enable him to discharge, without fear or favour, 
his duty of scrutinising the financial actions of various authorities, 
and that he is not free to do so if he is dependent on one of those autho
rities whose orders he may have to challenge. 

51. The financial powers of authorities in India were, b~fore the 
Reforms, derived solely froin the Secretary of State. They are now 
derived from the Secretary of State and from the Government of India 
Act. The power of voting money, given to the Central and Provincial 
Legislatures by the Act of 1919, would be valueless unless the Legis
latures were assured that the Executive is spending the voted money 
for the purposes for which it was voted. Even therefore if one were 
to set aside the possibility of an auditor finding it to be his duty to 
challenge an abuse of their position by high officials in applying public 
money to objects the utility of which might be open to serious ques
tion from the point of view of the public, it must be evident that the 
control of the Legislatures would be merely nominal if they were not 
assured of a powerful and independent audit, free to bring to their p.otice 
diversions of voted flmds without ,interference or influence from the 
Executive. It undoubtedly strengthens the hands of the Government 
of India and the local Governments also to be in a position to point 
to an audit authority over which they have no executive influence or 
control. 

52. The true value of an audit independent of the executive is there
fore not to be gauged by the irregularities which it actually discovers, 
but by the certain effects of the knowledge that the auditor can and 
will, without fear or favour, report them if they come to his notice. 
That knowledge constitutes in itself the most effective security against 
irregularity. 

53. Partial Independence of the Comptroller and Auditor General 
from 1913.-0n grounds which differed on each occasion, none of the 
earlier proposals to separate audit from accounts was found to be ac
ceptable, although some advance was made in the direction of releasing 
audit from control by the executive. Indeed, in 1913 the Secretary 
of State reached the definite conclusion that the Comptroller and Auditor 
General should be independent of the Government of India to the exteRt 
necessary for the proper discharge of his audit duties, while remaining 
under the orders of the Government of India in account matters. This 
position continued up to the time of the Reforms of 1919. 

54. The Auditor General's Responsibility for Acwunts as well as Audit 
urt.deJ' the Reform~~ of 1919.-The question of separating audit from 
accounts, although it had been broached on so many previous occasions, 
did not come under detailed consideration at the time of introducing 
the Reforms of 1919. The Government of India in their despatch 



21 

CHAP. 4.] Tli.E RELATION O.F AUDIT TO ACCOUNTS. [55-57 

No. 390, dated 19th AuguBt 1920, forwarding the draft rules under 
Section 96 D(I) of the Act, stated as follows:-

" The firgt element in the rules to which we would invite particular 
attention is the fact that we have assigned to the Auditor General duties 
in connection not only witu audit, but also with accounts. * * 
A certain amount of supervision over the compilation of accounts is 
of course an essential part of the Auditor General's functions. We 
have, however, provided in the rules that the Auditor General shall 
perform. in relation to the Finance and Revenue Accounts, the same 
functions ali are at present exercised by our Comptroller and Auditor 
General. We conHider it to be essential that there should be some 
officer in Ind!a who will ba responsible to the Secretary of State in Coun
cil for the proper compilation and due submission of these accounts, 
and we are advised that it is not inconsistent with the provisions of 
the Act to entrust this work to the Auditor General in addition to his 
duties in connection with audit proper" .. 

55. This view was finally accepted without any further comment 
and provision was made accordingly in the Auditor General's Rules. 
The present position of the Auditor General in account matters as re
cognised by these statutory rules is explained in paragraph 4i. 

56. The Question of Separation re-opened in 1923.-AB a result of 
the recomm(•ndations made by the Retrenchment Committee (com· 
monly knowu as the lnchcape Committee), after the introduction of 
the Reforms, the question of separating audit from accounts was re
opened in 1923, and an experimental scheme of separation has since 
been tried. The proposals of the lnchcape Committee were directed 
t.o relieYing Central Revenues of expenditure which, it was argued, 

.ought to be borne by the Provinces; but they resulted in the considera
tion of the question of the desirability of relieving the Auditor General, 
under the new constitution, of a larger or smaller portion of his account
ing duties while maintaining unabated his audit duties and responsi
bilities. 

67. Section 2o(l) of the Government of India Act of 1919 prescribes 
the annual submission by the Secretary of Stat~ in Council to Parlia.
ment of the Finance and Revenue Accounts of India. Rule 18 of the 
Auditor General's Rules lays upon the Auditor General the duty of 
compiling these Finance and Revenue Accounts. It will, therefore, 
be seen that, in order to fulfil his statutory duties in this respect, the 
Auditor General must continue to have a sufficient voice in regard to 
the fonn in which initial accounts shall he maintained to ensure that 
they shall provide the material from which he can build up the Finance 
and Re,·enue Accounts as prescribed by the Secretary of Stare in Coun
cil. This is at present provided in rule 22 of the Auditor General's 
Rules. 
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58. At the same time, rule 37(e) of the Devolution Rules framed 
under Section 45A of the Act lays upon the Finance Department of 
each local Government the Iesponsibility for seeing that £nancial IUlE:S 

are framed for the guidance of other departmt:nts of the lccal Govem
ment, and that suitable accounts are maintaintd by these departments 
and the establishments subordinate to them. '!his provision is en
tirely new ; there was not, before the Reforms, any effective ]'inancial 
Secretariat in most of the Provinces, and the Accountant General ustd 
to perform the duties of Financial Adviser to the local Government. 

59. From the last two paragraphs it would appear that there is now 
a dual responsibility for the framing and maintaining of accounts ; and 
the Government of India has considered in great detail how best to 
make provision to maintain the responsibilities of each of these two 
authorities. 

60. Acoounts in relation to Financial Control.-It is an axiom of finan
cial control that an authority administering public money must be re
sponsible for the proper control of expenditure against the grant allotted 
to it for the purpose. It follows from this that such authority must 
maintain accounts in some form adequate for the purpose of maintain
ing this control; or, alternatively, must have prompt access to such 
accounts, if maintained by a separate authority, and must have means 
of ensuring that the accounts so maintained are in accordance with 
the facts. If this principle applies· to Departments subordinate to the 
Government of India, or to a local Government, it must apply also 
to the Central or local Government itself for the purpose of controlling 
the budget and expenditure of the Central or Provincial Government 
as a whole. 

61. The requirements of the case might be met by the maintenance 
of two complete and independent sets of acrounts, one on behalf of the
Government for the purpose of financial control, and the other on behalf 
of the Auditor General for the purpose of supplying material for the 
compilation of the Finance and Revenue Accounts. Such a procedure, 
which had to a great extent already been introduced, might be regarded 
as theoretically correct ; but it entails additional work, not only in the 
duplication of expenditure on accounting, but also in the reconciliation 
of the t·.· o sew of accouds. As such duplication is }.eld to be uvpro
fitable, attempts have been made to devise an alternative mode of pro
cedure. 

62. The system at present generally obtaining, so far as Civil Ac
counts are concerned, is a continuance of the system which existed 
before the Rdorms of 1919, under which the Auditor General and his 
representatives in the Provinces continue to be responsible for the com
pilation of the accounts and render such help, with the aid of the ac
counts so compiled, as the local Government may require for the JIUI· 

:pose of provincial control of expenditure. The Central Government, 
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ther(~fore, which bears the cost of the staff, is liable to find this cost 
in lefinitely increased by demands from local Governments or Legislatures 
for the provision of greater detail in the Accounts. This arg..unent 
would not, howen:r, apply to Central Departments where the cost 
in any case falls on Central Revenues. 

61. Experimental Separati.on of Audit from Acmu11ts.-This system 
is definitely prescribed in the Auditor General's Rules. But these rules 
were amended in 1928 to make provision for an alt.ernati,·e system 
which gives to local Governments or Departments of the Government 
of India a control over their own accounts, and at the same time en
sures the proper supply of accounts to the Auditor General, without 
the necessity for the double system of accounts discussed in paragraph 
61 above. This alternative system is at present in the e:Kperimental 
stage. Under this provision, the Secretary of State in Council may 
dedare that the maintenance of the provincial accounts of a speciiied 
province, or the accounts of any department of the Central Government, 
may be transferred to an authority other than the Audit()t General 
Where such a declaration is made, the accounting staff, though no 
longer subordinate to the Auditor General, is required to furnil;h accounts 
to the Auditor General in the form necessary for the carrying out of 
his statutory duties. 

64. This experiment of separation of accounts from audit has taken 
pla1'e on the civil side in the United Pro\'inces, and also in certain de
partments of the Go\'ernment of India. Separation has been definitely 
accepted by the Secretary of State in the case of Railway accounts ; 
while in the case of the Army, the accounting authorities haYe neYer 
been really subordinate to the Audit-ar General and the system of "sepa
ration " has lately been completed by an arrangement under which 
the Auditor Gen.eral performs his statutory audit duties by means of 
a test-audit, through a separate audit staff, of the independently com
piled Army Accounts. 

65. No decision has yet been reached regarding the final Separation 
of Accounts from Audit on the Civil Side. The grounds on which the 
experiment was advocated fall under two main headings. Those on 
the audit side ha\'e been suggested in this Chapter, and will he further 
examined in Chapter 36. Those connectt>d "ith the requirements of 
financial control may be briefly swnmarised here. 

66. The inconvenience of the present system to the administrative 
authorities arises out of the following considerations :-

(a) For the purpose of effective control of expenditure, the Gov
ernment and its Heads of Departments require early and 
frequent c.omt•ilations of their up-to-date figures of expendi
ture. When vouchers haYe to be collected by an .Accountant 
~eneral's o~ce, aft.er payment, from all Treasuries, con
siderable time must pass before they can he cla.ssiiied 
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and compiled by Departments, and such compiled figures · 
are only available for completed months. Moreover, the 
figures for a month are liable to subsequent increase when 
debits are passed through exchange accounts. 

(b) When accounts are compiled in the Accountant General's 
office, his comparison of progressive expenditure with the 
actuals is largely mechanical and cannot talre account of 
liabilities known only to the Executive. 

(c) The compilation of the accou ,ts in the Accountant General's 
office is liable to be inaccurate because the accounts are 
checked by the same authority which compiles t·hem and 
there is therefore no independent test of their accuracy when 
compiled. The Executive, therefore, even if it has grounds 
to believe the accounts to be inaccurate, cannot insist on 
their correction, being unprovided with the means of prov
ing their inaccuracy through a technical accounting staff. 

(d) Provincial Governments, and Departments of the GoYern
ment of India, until they maintain their own accounts, are
not in a position to direct efficiently the financial aspects
of their administration. 

67. The experiment was designed to provide a system in which these 
defects would not exist. An outline of the scheme of separation and 
the arguments for and against it w:ill be found in Chapter 36. 

68. The present period is transitional. So far as the Central Gov
ernment is concerned, Army Finance and Railway Finance are already 
to a greater or less extent separately controlled, though the final control 
rests with the Government of India in the Finance Department. In 
both cases accounting is carried out by Accounts Departments answer
able respectively to the Army and Railway Financial authorities. These 
Accounts Departments are independent of the Auditor General, who 
receives from them compiled accounts for inclusion in the Finance and 
Revenue Accounts, and carries out his statutory obligations by sub
jecting the Compiled Accounts, as well as revenue and expenditure 
and financial transactions in general, to a test-audit through the agency 
of the Directors of Army and Railway Audit. 

69. On the civil side, the Central Government has at present, as an 
experimental measure~ a separate accounting staff attached to certain 
departments and to authorities administering certain area grants. A 
list of the more important of these is given below :-

Department or Area. 

Survey of India (excluding Southern Circle). 
Archaeol<>g\, ~Jct1"0rt'lol!\", Indian State 
Forcee, MiliCI! and .cc\gyiccl~ure. 

Pay and .4ccountll Officer lrg whom 
Ber1•ed. 

Pa.y and Accounts Officer, Survey of 
India, C&lcutta.. 
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The Calcutta Mint. } 
The Income Ta:t Departmoot in l:kmg&l and Pay and AcooUDts Officer, Miscellaneous 

numeroua sm&ll Centra.l Departments and Centrnl Departments, C&lcutta. 
OffiCftl in Ce.lcutta.. 

Government Prtlf!l!e!l at Dt>lhi and Aligarh. 
Customs Offices, Calcutta., and Chitte.g. ong. J Pay and AC('Ounta Officer, Customa. 
Salt Department establishments nn-l~r the Calcutta. 

CcllectrJrs of Customs, Calcut.ta and Chitta· 
gong • 

.Myaore Residency, ~Jyaore As•igned Tract~~ Pay and Acoountll Officer, Ba.np:aJore. 
and Survev of India (Southern Circle). 

Central Dcpartmenu in the United Provin<'ee, 
excluding PuLlic Works Department. 

Delhi Civil Administration , 

Publio Works Departments in Delhi and in 
the United Provinces. 

Government of India Secretariat and itll at· 
ta.ched nod subordinate offices lO<'ated at 
Delhi and Simla. 

Tho Acco•mts of the North-West Frontier 
Province. 

Ot>ntr&l Pay and Accounts Officer, 
hahad. 

Pay a.nd Accounts Offi('l"f, Delhi 
Administration, Delhi. 

Centr&l Aceounta Officer, Delhi. 

Alla· 

Civil 

Pav and Accounts Officer, Secretaria,, 
New Delhi. 

Pav a.nd Accounts Officer, North-West 
Frontier Province., Peebawar. 

70. Future development of Separation dependent on future Con~tt
tutional Chang~.-AB will be shown in greater detail in Chapter 22, 
the legal recognition of the local Governments in the Act of 1919 brought 
with it a measure of Provincial responsibility for Financial control which 
had not existed before. AB a consequence, they have felt increasingly 
the need for and the value of promptly and accurately compiled accounts 

-<>f Provincial transactions. The experimental separation of Accounts 
from Audit is, therefore, based not only on constitutional theory but 
on practical requirements. The future of this experiment so far aa 
local Governments are concerned will depend largely on the direction 
in which the future constitutional progress of India. may develop and 
the degree to which Provincial Finance may or may not become more 
independent of Central Finance. The further development of this 
subject will, therefore, be followed with close interest during the next 
few years. 
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CHAPTER 5. 

Present Distribution of Responsibility for the Compilation and Audit 
of Accounts in India. 

71. Distribution of Accounting and Audit Duties.-It will be evident 
from the description given in the preceding Chapters that, while the
Indian Audit Department is, under the Auditor General, solely responsible 
for conducting the Statutory audit of Government transactiona in India, 
the duty of compiling the account of those transactions is at present 
divided between that department and several administrative depart
ments of Government. The volume and variety of the transactions 
with which the Indian Audit Department has to deal necessitate the 
work of the department being distributed over a number of offices at 
different centres, while the work of compilation of the accounts which 
have been separated from audit (either experimentally or pt-rmanently) 
is also located at djf'.:rcnt places. In order to understand how the 
Accounting and Aud;t duties, the details of which will be described in 
the subsequent Parts of this Manual, are carried on throughout India, 
it is necessary to glance at the allocation of the1!e duties over several 
offices and departments. For the 'Sake of convenience the distribution 
of audit work is considered first. 

(A) DISTRffiUTION OF AUDIT WORK. 

72. Main Branches of the Indian Audit Department.-The Indian 
Audit Department is divided into five classes of offices, namely, the 
Civil Audit Offices, which audit the trans&etions of the Civil, Public 
Works and Forest Departments ; the Railway, Posts and Telegraphs, 
and 1\Jj}jtary Audit Offices, which audit the transactions of the depart
ments after which they are named ; and the Commercial Audit Offices 
which audit those accounts of the Civil and l'tlilitary Departments 
which are maintained in commercial form. 

73. Chat< 1 els of control by the Audit01' General.-The Auditor General 
in India is statutorily responsible for the efficiency of the audit of e:xpen· 
diture in India from the revenues of India and for the audit of such 
receipts of revenue, of stores and stock, of accounts of any public or. 
quasi-public nature, and of grants of land and alienations of land 
revenues, as may be entrusted to him by the Governor General in 
Council. He fulfils his statutory responsibility through five officers, 
namely, the Controller of Civil Accounts, the Director of Railway Audit, 
the Accountant General, Posts and Telegraphs, the Director of Army 
Audit and the Director of Commercial Audit, who are immediately 
suoordinate to him and control rE'Bpectively the five classes of offices 



27 

CHAP. 5.] RESPONSIBILITY FOB. THE COM.Pll.ATION A..~D AUDIT (74-75 
OF ACCOUNTS IN INDIA. 

named above. The Controller of Civil Accounts works through the 
offioe of the Auditor General, while the other four offi.C€rs have ~parate 
offices of their own. 

NoTE.-For administrative reaaone the Enminer of Ca9tom A"oountll, who is the 
head of a Civil Audit Office, i• f'lr the time b~ing under the direc:i control of the Ani itor 
Genera.L 

i4. Ci,;il Audit OffirAS.-The main Civil Audit Offioos are fifteen in 
number. The names of the head'J of these offices and the audit work 
allotted w each are lltated below :-

(I) Account ant ~nerll.l, "laO. rae. 
(2) Account.r;nt General, Bombay, 
(:!) Aceountant. (lflncral, Brmgal. 
(4) Director of Audit, United Provincos. 
(!'>) Accountant <kneral, Punjab, 
(II) Account.ant Goneral, BurmA.. 
(7) Account.a.nt f:fflnl'!ml, Biha.r and Orissa. 
(8) Acoount&nt Gonera.l, Centra.] Provinces. 
(II) Comptrnllor, Allsa.m. 

Audit the tn.ns:\('tionA of the re'!pectiVA 
local Go'l"emments of these Goveml'ln' 
Provinees and mo'!t of the ()ontr&l 
Civil trJ.m1.~~i'l!ll occurrinll in th'l~ 
provincea. The A~eounh.nt Ge'lera.l, 
:Ua.dras, audits in a.ddttion the tra.nsa.c. 
tiona of Coorg. 

f
Audits the trans:\('tions of the Civil 

departments of the Ce'ltrrt.l f'.ovem· 
ment, including the tra.n!l&Ctions of &11 

(10) Aee<)Unta.nt General, Central Revenu•JS. Govem'lrs' Provinooe, but e:reludmg 
the tra.nt~&Ctions in the North· West i 
local Governments of other tb.a.n tb.e 

. Frontier Province a.nd Coorg a.nd 
those oft he Indian Stores and Northern 

L India Salt Revenue Department& 

( 11) Audit Officer, Lloyd B;~.rrage and Cl.nals Audita the tr&nsa.etions relatint ro the 
O.>t1struction. Sukkur B,\rrage Constrnction.Scheme. 

(12) Audit Officer, North-West Frontil}r Pro- Au~ita the transBetion~ of the N<Jrth· 
vince. West Frontier Pro'l'inCCI. 

(13) Au':!it Officer, Indian Stores Department. Audita the tra.na:\('tiona of the Indian 
Swree and N orthem Inti.ia Salt 
Revenue Departments.. 

(U) Eurnint'rofGovernment PresiAccount$. ExaminNI and audit! the acoounta of 
Government Prfl8868 both Central a.nd 
ProvinciaL 

(!.'>\ ExaminAr of Customs Accounu. Euminee &nd audita the aeoounu of 
the Customs Depa.n;men~ 

75. Of the Offices detailed in the last pa.ra.;raph, all are " CombineJ" 
O!lil:cs of Audit and Accounts, except those shown a.s ikrru (-!), (12), 
(H) and (15) which co:1Juct aud.it functio!l.S only. So:ne of tl.te " Com· 
binel" Offi0es deal also with a cert1in number of Cmtr:.l Civil Depa.rt
mnut.s in rcsped of which t!le accounts have been sepa.ut;.;:.d from audit 
a.s an experimentJ.l measure. In these ca.ses they operate thro:1gh Auiit 
O:lil"l'il, who do not themsulves perfo!'m accomting functio!l3. Tile3e 
AuJit OilicertJ, ea.ch with his stlff co:1ducting the au:lit of the tra.ns1.0-
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tions which are handled by one or more Pay and Accounts Offices situated 
in the same locality, are subordinate to the Head of the Office. Thus-

(i) In Bangalore, the Audit Officer, Bangalore Experiments, wh~ 
audits the transactions handled by the Pay and Accounts 
Officer, Bangalore, is'subordinate to the Accountant General, 
Madras; 

(ri) In Calcutta, the Assistant Examiner of Customs Accounts, 
who audits the transactions handled by the Pay and Accounts 
Office, Customs, Calcutta, is subordinate to the Examiner 
of Customs Accounts; 

(iii) The Audit Officer, Calcutta Experiments, who audits the transac
tions handled by all other Pay and Accounts Offices located 
at Calcutta, is subordinate to the Accountant General, 
Bengal; 

(iv) In New Delhi, the Audit Officer, Delhi Expr-riments, who 
audits the transactions handled by the Pay <\nd Accounts
Offices located in Delhi, is subordinate to the Accountant 
General, Central Revenues. 

76. Railway Audit O.ffices~-The Railway Audit Offices, which conduct 
audit only, and have no responsibility for the compilation d accou'1ts, 
are under the control of the Director of Railway Audit. There are 
tweh·e important Railways in India of which five are worked by Govern
ment and the rest by Companies. The audit work on the Railways 
worked by Government is conducted by the Indian Audit Department. 
On the lines worked by Companies the original audit is carried out by 
the Companies' Officers ; but, as Government has a financial interest in 
the working profits of those Railways, and as the interests of Govern
ment and of the Company do not always coincide, the audit conducted 
by the Companies' Officers are subjected to check, in certain direc
tions, by officers of the Indian Audit Department. There are six Audit 
Offices for auditing the accounts of all these Railways, and the titles of 
the Heads of these offices are given below :-

(i) Chief Auditor, East Indian Railway, and Government Examiner 
of Accounts, Bengal Nagpur Railway,-with headquarters 
at Calcutta. 

(ii) Chief Auditor, Eastern Bengal and Burma Railways, and Gov
ernment Examiner of Accounts, Assam Bengal Railway,
with headquarters at Calcutta. 

(iii) Chief Auditor, Great Indian Peninsula Railway, and Govern· 
ment Examiner of Accounts, Bombay, Baroda and Central 
India Ra'lway,-with headquarters at Bombay. 

(iv) Chief Auditor, North Western Railway, and Government 
Examiner of Acc01mts, Bengal and North Western and 
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Rohilkund and Kumaon Railways,-with headquarters 
at Lahore. 

(v) Government Examiner of Accounts, liadras and Southern 
Maharatta and South Indian Railways,-with headquarters 
at Madras. 

(vi) Chief Auditor, Clearing Accounts Office,-with headquarters 
at Delhi. 

77. The Audit Officers named against it.ems (i) to (v) audit the accounts 
of the Railways indicated by their titles. The Audit Offir.er of the sixth 
Office audits the accounts of the Railway Clearing Aecount Office. 

78. Po.~ts and TelegraphJ Audit O.ffices.-Tbe Posts and Telegraphs 
Audit Offices, which are " Combined " Offices of Aurlit and Account.s, 
are under the control of the Accountant General, Po!lts and Telegraphs, 
and are five in number. There are four Posts and Telegraphs Audit 
Offices at Calcutta, Kagpur, Delhi and Madras, each under a Deputy 
Aceount.ant Ge 1eral, Posts a .d T,·legraphs. TLere is also a Telegraph 
Check Office at Calcutta under an Accounts Officer. 

79. Military Audit Offia".-The Military Audit Offices, of which th"re 
are fo:1r, are under the control of the Director 6f Army Audit, and are 
responsible for audit only, and not for the compilation of accounts. 
There is a Deputy Director of Army Audit at Rawalpindi, a. Deputy 
Director of Army Audit at Meerut, an Assistant Director of Army Audit 
at Quetta and an Assistant Director of Army Audit at Poona. These 
Officers audit the transactions of the Military Department in the Northern 
Command, the Eastern Command, the Western Command, and the 
Southern Command respectively. 

80. C()mmercial Audit Offices.-The Director of Commercial Audit 
is the head of the Commercial Audit Office.s which are seven in number, 
namely, Calcutta (Port Trust) and Calcutta Circles with their head
quarters at Calcutta, Madras Circle with headquartent at Madras, 
Bombay Circle with headquarters at Kasik Road, Northern India Circle 
with headquarters at New Delhi, Burma Circle with headquarters at 
Rangoon, and Army Factory Test Audit Circle with headquarters at 
Oossipore for the Eastern Group and Cawnpore for the Western Group. 
The Commercial Audit Branch is responsible for audit only, and not 

· for acrotmting. The Calcut.ta Port Trust Circle conducta the audi' 
of the Calcutta Port Trust, the Bengal Pilot· Service, and one district 
of the Indian Light House Administration. The Calcutta Cirele 
conducts commercial aooouuting investigations and audit in Bengal, 
Assam, Bihar and Orissa and part of the Unit.ed Provinc-es; the Madra.a 
Circle those in Madras; the Bombay Circle those in Bombay and the 
Ckntral Provinces ; the Northern India Circle those in the Punjab, Delhi, 
and part of the 'Cnit.ed Provinces ; and the Burma Circle those in Burm.a 
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anrl the AndamaU:.Islands; and the Army Factory Test Audi(Circle 
test audits the acc()unts of the Army Factories throughout India. 

(B) DISTRIBUTION OF ACCOUNTING DUTIES. 

81. TransactioM of the Civil, Public W 01'ks and Forest Departments.-
0£ the fifteen Civil Audit Offices mentioned in paragraph 74, the"offices 
·Of the Accountants General, Madras, Bombay, Bengal, Punjab, Buuua, 
Bihar and OriMa, Central Provinces and of the Comptroller, Assam, 
the Accountant General, Central Revenues, the* Audit Officer, Lloyd 
Barrage and Canals Construction, and the Audit Officer, Indian Stores 
Department, are combined Audit and Account Offices, that. is to say, 
they compile the accounts of the transactions which they audit. The 
Accounting of the transactions in the United Provinces is under the 
immediate charge of the'.Deputy Chief AccOtmting Officer, United Pro
vinces, who has under him several Pay and Account Officers who compile 
departmental figures; and the Accotmting of those of the North-West 
Frontier Province is under the charge of a Pay and Accounts Officer. 
The preliminary compilation of the acoounts of the Central Civil Depart
ments where separation has tak~n place are made by the Pay and 
Accounts Officers by whom they are served ; and thEse accounts are 
finally incorporated in the books of the Accountant General, Central 
Revenues, except those of the Central Civil Departments in the United 
.Provinces, which are incorporated in the books of the Deputy Chief 
Accounting Officer, United Provinces, and those of the North-West 
Frontier Province, which are separately compiled. 

82. Transactions of the Railway Department.-The Accounts of the 
transactions of the Railway Department are under the immediate charge 
of the Controller of Railway Accounts, ·who is subordinate to the 
Financial Commissioner, Railways, and not to the Auditor General. 
The Controller has under him five Chief Accotmting Officers for compiling 
the accounts of the five State Railways worked by Government. There 
is also a Railway Clearing Account Office, which acts as an intermediary 
for the adjustment of foreign claims in respect of four State-worked 
Railways, namely, the East-ern Bengal, the East Indian, the North West
ern and the Great Indian Peninsula Railways, and one Company-worked 
Railway, namely, the Bombay, Baroda and Central India Railway. 

83. Transr.v:ti&ns of the Indian Posts and Telegraphs Department.
All the four Posts and Telegraphs Audit Offices are combined Audit and 
Account Offices dealing with the transactions of the respective Circles. 
Th·' Accountant General, Posts and Telegraphs, compiles the final account 
of the whole Department. The Telegmph Check Office, Calcutta, acts 

P •sou.-The Accounts of the Lloyd Ba.rrage, thou~h S<lparately compiled, are 
inc•:Jrporate'i in the books of the Accountant Genera.!, Bombay. 
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M a clooring Lollile for messages exchanged with other Telegraph 
Adminlstrations, and calculates the amounts due from or to those 
administrations. 

84. Transactwns of the Military Department.-The Compilation of 
the accountJ! of the Military Department is wholly done by the Military 
Accounts Department, the actual arrangement in regard to which will 
be descriLed in Chapter 9. 

85. Commercial Accounts.-Pro Jorrrui Accounts of Government 
Commercial enterprises are maintained by the Department responsible 
for carrying out the activities of the Commercial Concern. In certain 
circumstances the assistance of Commercial Audit Officers may be requisi~ 
tioned to organise the Commercial Accounting System and to guide the 
work of the departmental accountant until he becomes competent to 
perform his aceounting duties. 
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PART II. 

The Indian Financial Structure and the Initial 
Accounts. 

CHAPTER 6. 

'Brief De£cription of the General Structure of the Financial 
Administration in India. 

86. Structure of administration.-For the purpose of admirlli.iration, 
India iF! divided into nine major provincel'l, namely, Madras, Bombay, 
Bengal, United Provinces, Punjab, Burma, Bihar and Orissa, the Central 
Provinces ann Assam, and six minor provinces, namely, Deihl, the 
North-West Frontier Province, Ajmer-~!erwara, Baluchistan, Coorg and 
the Andaman Islands. 

8?. Suhject to the ~eneral superintendence, direction, and control 
of the Governor General in Counril awl of the Secretary of State in Council, 
i:he administration of ea(·h of the nine major provinces is entrusted to a 
Governor who is counsell(;'d and assiste(l in thiR behalf by the :\!embers 
of his Executive Council and his ::\Iinisters. The six minor provinces 
(except Co~Jrg, whQse position h• unique,) are directly subordinate to the 
Central Government, of which the Go,'ern~Jr General in Council is the 
head ; and the administration of Mch of them is entrusted to a Chief 
Conunis:';ioner. In the case of Governors' provinces, the Governor 
in Couneil or the Gon:nwr attin!! with ~finisters (as the ease may hf') 
form the local Governnwnt, while in each minor province the Chief 
Commissioner himself constitut"s the local Government. 

88. The initial responsibility for the administration of each depart· 
m~·nt of Government acti,·ities is laill upon the head of the department 
concerned, who is controlled and guided in this respect by his own Gov· 
ernment. In ~'inancial matters each head of a department is thus res• 
pon:>ible for t!te collection of revenue and for the control of expendi .. 
ture pertaining to his department, the receipt and disbursement Q{ 
whi1·h are effected at various plact>s and through various persons. The 
aceount of all these receipts and payments, both central and provincial, 
throughout the country is called the public accow1t, of which the Gover• 
nor General in Council is the sole cust<>dian. 

89. Treasark:s.-All .the provinces mentioned in paragraph 86 a~e 
.di,·ided into a numbt-r of "districts" ; and at the hea.Jquarters of ea(h 

c 
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di;rtrict there is a Government treasury called the " District Treasury " 
wxth one or more sub-treasuries distributed throughout the district. 
These treasuries are the units of the fiscal system of India and the points 
at which the public account starts. 

90. There are at present in existence nearly 300 district treasuries 
and over 1,200 sub-treasuries scattered over the length and breadth of 
India. Into them are paid the whole of the public receipts and from 
them (but mainly from the treasuries alone) are disbursed the whole of 
the public payments of the country.* Speaking generally, when anyone 
has a payment to make to Government he presents the money with a 
challan at one of these treasuries and receives a receipt for it ; when 
he has a payment to receive from the Government he presents a 
receipted bill, or a cheque issued in his favour by a competent officer, 
at a Government treasury and obtains payment on it. This treasury 
business is conducted for Government by the Imperial Bank of India 
at every station at which it has a local head office or a branch, receiv
ing revenues or making payments under the orders of competent 
Government officers. This decentralisation of treasury work is a 
feature of the Indian financial system which should be clearly grasped 
at the outset as it conditions the whole of the subsequent arrangements. 
It is this feature of the Indian system which marks the essential 
difference from the financial system in England, where the public receipts 
and payments are all centralised at the Bank of England in London, 
and there are no outlying State treasuries. 

9L While therefore all public receipts and payments pass through 
the treasuries whose conjoint accounts, together with the Government 
account at the Imperial Bank of India, present a complete record of 
the transactions of the Central and Provincial Governments in 
India, it should be noted, as an important variation in detail, that in 
the case of certain large departments, as for example the Railway, ~lili
tary, Forest, and Posts and Telegraphs, the payments into the treasuries 
are not made directly by the debtors of Government but in lump through 
the departmental officers. Similarly, in the case of these departments 
and certain others, specially those whose accounts have been separated 
from Audit, payments are made by cheques on the treasury or from 
lump sums drawn from the treasury by the departmental officers. In 
respect, therefore, of these departments the treasury accounts show 
lump tran-<:actions, or payments by cheque. In the case of the Public 
Works Department t all personal demands of gazetted officers and 
establishments are paid direct at the treasury, the contingent bills are 

• NOTIL-ln a few Tery exceptional casea. departmental reoeipts may be appropriated 
to meet departmental expenditun>. See Treasury Order 7. 

t :Son:.-This does n?t apply entirely i.-1 the case of the Public Works Department in 
tile Unned Province'!:, where tbe a~o1l!lts of the Prorince as a whole !lave been separated 
from Andit-
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-------- ----------~------------
paid in some cases at the treasury and in others by cheques, '\l"hile all 
other payments are paid by cheques. 

92. Initial, IU'COunu.-The revenue so received and the payments so 
made at the treasuries are compiled at each district treasury into & 

monthly account which is sent to the provincial Account Officer ; and 
at the same time the officers of the departments mentioned in the last 
paragraph send monthly detailed ac,counts of their lump transactions 
with the treasuries to their own Account Officers. 

93. Classification.-The classification, or the marking of each item 
of receipt and payment according to the heads of account to which it 
relates, is made by the departmental officers on the challan or bill 
presented to the tre.asury, or in the departmental accounts rendered to 
the Account Officers. This process is carried out in great detail, and 
eventually every item of receipt and payment is most carefully and 
mi1mtely differentiated and classified, as will be further explained in 
Chapter 11. 

94. Compiullion.-The monthly accounts received from the treasuries 
and from the departmental officers are compiled by the Account Officers 
into consolidated monthly accounts of Provinces, Railways, llilitary 
districts and other Account Circles. Extracts of the Civil, Posts and 
Telegraphs and Railway Accounts are then submitted to the Controller 
of the Currency who consolidates them month by month. 

95. Each Account Officer simultaneously works out the progressive 
figures, during the year, of the accounts of the Province or Department, 
as the case may be ; and an account which they compile for the whole 
year is submitted to the Audit<lr General. 

96. At the same tin1e accounts of certain receipts and payments 
appertaining to India, which occur in England, are controlled, and finally 
booked against the respective Governments and heads of accounts in 
England, under arrangements made by the Secretary of State for India 
and the High Commissioner for India, and are sent to India by the 
India Office and the High Commissioner. 

91. The Audit()r General consolidates the annual accounts of all 
Account Officers in India, as well as the accounts of the Indian transae• 
~ions in England which have been booked finally in the Home accounts, 
mt() one annual account for the whole country. This account is pre
aentM. by the s~cretary of State t() both the Houses of Parliament and 
is caild the '' Finance and Revenue Accounts of the Government of 
India." 

98. There are t!..tus four stages of compilation-{!) the monthly 
compilation by the diEtrict treasuries and certain departmental officers, 
(~) the monthly compilation by the Account Officers, both in India and 
:England, (3) the lll~'nthly compilation for the whole of India, for certain 

c2 
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heads of accounts, by the Controller of the Currency, and (4) the yearly 
compilation of a consolidated account for the whole of India by the 
Auditor General. 

99. It will be noticed that the accounts are built up from below. 
£ach of the numerous district treasuries and sub-treasuries contributes 
its quota ; and these, together with the detailed accounts of their treasury 
transactions prepared by the departmental officers, proceed monthly 
to the various account centre's, whence, after certain processes, they 
emerge in larger streams and, joined by the accounts from England, 
finally converge and concentrate in the office of the Auditor General, 
where they are combined into one consolidated account for the whole 
of India. 

100, This, in broadest outline, and purposely omitting at this stage 
all divergencies in detail, is the method of the record, classification, and 
compilation of the public accounts in India from the point at which the 
initial receipts and payments occur at the district treasuries and sub
treasuries and the Home treasury to that at which, in the form of a 
classified, audited, and consolidated account of the year's transactions, 
they reach tbe Secretary of State and Parliament. 

101. Audit.-The Audit of Government transactions in India is 
fully discussed in Parts III and IV of this Manual. In a large number 
of cases it is conducted before compilation, either before or after the 
expenditul'e is incurred ; but in some cases, to ensure expedition in com
piling the general account of a Government or Department, it has to 
be conducted after the compilation. The audit of receipts is for the 
most part carried out by the departmental officers who collect the Govern
ment revenues ; that of expenditure in India, apart from the limited 
check applied at treasuries and the departmental check exercised by 
departments which compile their own accounts, is conducted by the 
Indian Audit Department. Audit of the t~overnment transactions in 
England is conducted by the Auditor of the Indian Home Accounts, 
and these accounts are received in India after they have been audited 
by him. 

102. Pro-t>ision of fumls.-To complete this preli~inary sketch of 
the financial machinery of India, it is necessary to glance at the arrange
ments for the provisions of funds for the public service which come under 
the heads known as Budget, Ways and l\Ieans and Resource. These 
subjects have been discussed in detail in the next Chapter and in Chapter 
15. 

103. Estimates.-In the cold weather of each year detailed estimates 
(called budget estimatt:s) are prepared of the probable receipts and 
requirements of all kinds in India and England during the ensuing 
financial year (April to l\larch). A full description of the system of 
Ludget estimates, and of grants and appropriations and their distribution 
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among controlling and disbur"-ing authoritie!'l, will be found in 
Chapter 15. At this stage all that needs to be explained is that, after 
the estimate!'! are sanctioned by competent authorities, the grants and 
appropriations are sub-di,·ided into a numher of allotments, the amounts 
of which are then communicated to the respectiYe controlling and dis
bursing authorities by the Government, which thereby indicates its 
consent that those anthorities should incur expenditure within the 
limits of the allotments placed at their di~posal. 

104. Simultaneously with the preparation of the budget estimates 
for the ensuing year, the budget estimates of the current year are re,·iewed, 
and proper Ranetiou is obtained for the existing allotments, where neces
sary, to be increased or reduced as the case may be. 

105. Ways and .J!Mns.-The consideration of "Ways and ~leans" 
aims at arranging that the Government cash balance, including that 
portion of it which is held in England, shall at all times during the year 
be suftlcient to meet requirements. Int() these cash balances enter 
not only the multifarious sums due to and by Government which are 
generally known as revenue and e:rpenditure, but also the wry large 
amounts borrowed by Government for capital expenditure in the 
Hailway and other departments, and also other amounts in regard to 
which Go\'ernment ads as a banker or remitt~r, or borrower or lender, 
such as deposits of all kinds, money order and loan roceipts and 
iRsues, adYances, remittances, etc., etc., which are grouped in the 
accounts under the head " Debt and Remittance." All amounts falling 
under these headings ent.er and leave the treasuries and affed the 
public cash balance, and are technically known as public rtc('ipts 
auJ Ji~OUYSt'lllflifS, Or itU.'{)Ittings and OUtgoings, aS distin1-,.ruished from 
public rel't'lllle and e:rpenditure proper. ·It is with these tran~actions 
as a whole that " Ways and )leans " deal. A forecast is prepared 
of the opening balances of the year, and of the monthly incomings and 
outgoings of all kinds, pertaining to the Central Gowrnment as wt-ll as 
t}l\J~e of all proyincial GoYernments; and it is arranged, by adjusting 
the one to the other, by raising a loan, for example, or redueing the 
amnunts proposed for expenditure, that the estimated Government eash 
balance as a whole shall never fall unduly low. With the same o!Jjfct 
a cart,ful watl·h is maintaineJ throughout the war on the actual 
J•rngrt:>s~ of tran~actions. • 

106. I't ~u,trct'.-" Res.ourcl' ., is the pr0<·1-ss of d1stributing tLe eash 
J.alanre of tbe country bt>twet>n tht' different treasuries or paying eentres 
(including t.he Homt" Treasury). so that each shall at all timt-s ha¥e 
Ftt!lki.·nt fun1ls to mt't't the local d(·mands on it~. S(lme ·.;rt-ai'uries 
coUt'('t mote r. c.:i}•ts th<m the~· ft:'(JUire for t.heir payments, <Jtbers 1<:-ss; 
and the surplus treasurit•s have t.o ftt'd the deficit treasuries. Tl1e Home 
Treas•try, for in.-.'t.anct>, is alwa~·s htavily in defic-it, anrl is sup1•liHi with 
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funds b.y the sale of Secretary of State's Council Bills, by the purchase 
of sterling from banks and firms in India, and sometimes by transfers 
~om the ~a_Per C.urrency or Gold Stan~a.rd Reserves. Generally, 

.Resource lB earned out by means of renuttances between treasuries, 
·either in cash or by bills, and by the establishment of " currency chests " 
ior utilising for remittance purposes the cash balances held against the 
·currency note circulation, in a manner which will be explained in 
··Chapter 7. 

107. Fundions of various authorities.-In matters connected with 
classification, audit and accounts, the duties and powers of the Auditor 
General have already been stated in paragraphs 46 and 47. The Finance 
Departments of the Central and Provincial Governments are responsible 
for the Budgets, and the Account Officers are responsible for assisting 
in the preparation and scrutiny of estimates. "Ways and Means" and 
" Resource , arrangements are under the direct control of the Central 
Government and are administered by the Controller of the Currency. 
In dealing with the " Ways and Means " problem that officer is assisted 
by the Account Officers, while in regard to" Resource" arrangements he 
is assisted by Deputy Controllers of the Currency and Currency Officers. 
In Madras and Burma the Accountants General act as ex-officio Deputy 
Controllers of the Currency under the orders of the Controller of the 
Currency. Other Account Offic~rs also supply the Controller of the 
Currency with such information pertaining to the accounts compiled 
by them as that officer may require in connection with the administra
tion of these subjects. 

108. Comparison with the English system.-In concluding this Chapter 
it will serve to bring into further relief the distinctive features of the 
Indian system if a brief comparison is instituted between it and the 
English arrangements. 

(i) It has already been explained in Chapter 2 how the adminis· 
trative arrangements of a country govern its fiscal arrange
ments. Thus, in Great Britain a highly centralised fiscal 
system folloW'S a highly centralised form of Government. 
There is only one public treasury as compared with nearly 
300 main treasurills, and 1,200 sub-treasuries, in India. 
It is nob of course to be supposed that the whole of the 
English public receipts and payments occur exclusively 
at the Bank of England in London, though the arrange· 
ments admit of a large proportion of them so occurring. 
This bank is, however, the centre where the public balances 
antl accounts are kept, and from which original issues 
of public money are made-in other words, it is the 
only Government treasury. The English account and 
audit and budget arrangements are similarly centralised; 
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" Resource " may be said to be non-existent ; and " Ways 
and Means," as handled by the Chancellor of the Excheq:uer, 
is simplified by being confined to ref.Jen~ arul exiJe!ld!ttlre 
proper and by excluding debt arul remiUance, which are 
separately controlled. 

(ii) In India, on the other hand, in plare of this concentration 
and simplicity, we have decentralisation and immenst} 
multiplicity and variety, due mainly to the enormous area
of the country and its enormous as well as diverse popula· 
tion. To these two causes, combined with the slow and 
late development of private banking, are due the numerous 
treasuries and sub-treasuries, distributed at wide dis
tances from each other all over the country, where public 
money is always being received and paid and public ac· 
counts are always being prepared and issued to the numer· 
ous provincial and departmental account centres. 

(iii) The number of treasuries again brings in its train the Indian 
" Resource " problem or the never-ending task of distri· 
buting a cash balance, which varies by many crores of · 
rupees at different times of the year, over 300 main centres 
in India and the Home Treasury according to their tluc· 
tuating requirements. 

(iv) From the same two causes, namely, the area and the popula
tion involved, necessitating as they do a large delegation 
of executive authority, primarily spring the administrative 
divisions and arrangements mentioned in the opening para· 
graphs of this Chapter, which again re-act on and condition 
the financial arrangements, and give India its provincial 
and departmental as well as Central finance and budget 
systems, and its various aocount and audit offices. 

(v) Finally, in India, where the State still performs many func· 
tions which elsewhere are undertaken by private enter
prise, Government acts largely as a banker and remit
ter, and holds and pays immense sums which are not State 
revenue or expenditure proper and greatly complicate the 
already large problem of "Ways and Means" or tLe 
constant adjustment to t>.a.ch other of the fluctuating 
volume of incomings and outgoings. 
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CHAPTER 7. 

Currency and Resource Arrangements. 

109. Currency and Resource.-In paragraphs 105 and 106 a brief 
reference has been made to the Currency and R€source arrangements 
in India. This Chapter is intended to deal in outline with the broad 
principles and general arrangements concerning these subjects. 

110. Currency.-The Currency of India consists of coins, of which 
the coinage and issue are authorised under the Indian Coinage Act (Act 
III of 1906), as subsequently amended, and of currency notes issued 
under the provisions of the Indian Paper Currency Act (Act X of 1923), 
as subsequently amended. 

111. The coins issued under the Indian Coinage Act are of the 
following kinds :-

(a) Silver.-Rupee, half-rupee, and quarter-rupee ; 

(b) NicX·el.-Four-anna piece, two-anna piece and one-anna 
piece; 

(c) Bronze.-Single pice or qua1ttr anna, half pice or one-eighth 
anna, and pie or one-twelfth of an anna. 

( 112. The rupee and the silver half-rupee are legal tender up to any 
amount; and the subsidiary coins, including the obsolete silver eighth· 
rupee, and also those copper coins of the denominations specified in item 
(c) above, and double pice coined and is,ued under the Coinage Act 
of 1835 and subsequent Acts, which are still in circulation, are legal 
tender for a sum not exceeding one rupee. 

113. Currency notes are issued in the following denominations, 
nE,mely, Rs. 5, Rs. 10, Rs. 50, Rs. 100, Rs. 500, Rs. 1,000 and Rs. 10,000. 
Notes of denominations of Rs. 100 and under (including any of the 
obsolete Re. 1, Rs. 2-8-0, and Rs. 20 notes, which may still be in circula· 
tion,) are universal notes, that is to say, they are legal tender at any 
place in British India except by the Government of India. at an office 
of issue. Notes of denominations * of Rs. 500, Rs. 1,000 and Rs. 10,000 
are legal tender at any place within the circle in which they are issued 
except by the Government of India at the Currency office of issue. 

114. The policy of the Government of India is to supply the form of 
currency which is demanded by the public ; but the use ot currency notes 
is encouraged as far as possible. l'" ntil the time of the Great War the 
silver rupee was the main medium of exchange, and the circulation of 
currer:.cy notes outside large towns was comparatively small. During 

• Xon.-It i.s pos;able that note~ of higher denominations may shortly becom3 
univeNal no~es. 



4l 

CHAP. 7.] CCRREXi..:Y AXD RESvt:aC.C ARRAXGE:ME~"lS. [ 115-116 

the War, however, when there was a shortage of silver rupees, the use 
fJ! currency notes, especially those of small denominations, (including 
Re. 1 and Rs. 2-8-0 notes which were issued for some time during and 
after the War) was encouraged in every possible way, and the use of 
notes baa now to a considerable extent been substituted for that of silver 
rupees as the common medium of exchange. 

115. The Currency offices of issue are at Calcutta, Bombay, :\Iadras, 
Rangoon, Lahore, Cawnpore and Karachi, and Governm~nt are required 
by law to give rupees in exchange for universrtl currency notes at any of 
tlH!se places, and for non-universal notes at the partieular Currency 
office from which the notes are issued. Xo person has a legal claim to 
receive cash for notes 'presented at a Government Treasury; hut, in 
order to encourage the use of not.es, Government have issued orders that 
currency notes should be cashed freely at any Government treasury or 
lmutch of the Imperial Bank of India, whenever this can be effected 
without unduly reducing the stock of rupees at a treasury or branch of 
the Bank; and officers of the Currency Department have instructions 
to s1:e t.hat a sufficient stock of rupees is kept at each treasury and branch 
of the Bank t.o provide for exchanges of currency notes presented by 
the public. 

116. PaJll'f' Currency Resertlf'.-A Reserve, known as the Paper 
Currency Reserve, is maintained for the satisfaction and discharge (J{ 
the currency notes in circulation. The Reserv~ consists of two parts, 
namely, (a) the Metallic Reserve, and (b) the Srcurities Reserve. The 
M\:'iiallic Resl:'rve consists of the t.otal amount represented by the rupees, 
sih·er half-rupees. and gold and siln~r bullion held for the time being 
on that aecount by the Secretary of Stat.e for India in Council and by the 
Governor General in Council; provided that no amount of gold bullion 
held by the Secretary of State in the U'nited Kingdom in excess of fifty 
millions of rupees in value rl'ckoned ai, a pres<:-rib€d rate shall be included 
in the Metallic Reserve. The Securities R"'s·:rve consists of securities 
II\'Jd bv the Secretary of State for India and the Governor General in 
ComH"i"l, and must cm~:;ist of securities of the rnited Kingdom and securi
t.iPs of the Government of India, the amount of the latter being limit.ed 
to two huJl\lred million rupe('S, of which an amount of not more than 
one hundred and twenty millions of rupees may be securities created by 
the Gowrnment of India for the purpose and issued to the Controller of 
the Currency. ruder the Indian Paper Currency Act, the amount 
of currency not.es in circulation at anv time mav not exceed the amount 
of tho metallic r(•serve t.ogether with the amount of the securities reserve, 
and aho may not exc:ed twice the amount of the metallic reserve. The 
a bow dt•sai}'tion relatt•s w the permanent composition of the reserve ; 
but, owing t 1 f'l)(.'ti~•l circumstances arising out of the War, the limit 
of the S0t'urit.it•s of tl1e Go,·erument of India in the reseiTe has lJeen 
temporarily sul'penJed. 
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117. The portion of the securities reserve held in India is kept in the 
eustody of the Controller of thd Currency. The portion of the metallic 
reserve held in India is held partly in Currency offices and partly in 

· currency chests which are maintained at every treasury and at a large 
aumber of sub-treasuries. The object of scalitering the metallic reserve 
in currency chests throughout India is explained below in paragraph 119. 

118. Resource.-The cash balance of the Gonrnment of India in 
India is made up of the balance in the Government account with the 
Imperial Bank of India and the balances ail treasuries and sub-treasuries 
situated at places where there is no branch of the Imperial Bank of India • 
.At places where there are branches of the Imperial Bank of India all 
Government receipts are paid into and all Government disbursements 
are made from the branch of the Bank, and the Bank is responsible for 
the distribution and maintenance of funds according to requirements 
at these places. The Controller of the Currency is generally responsible 
for keeping in the Government account at the Imperial Bank of India 
a sum sufficient to enable the Bank to meet Government disbursements 
at all its branches and also for the maintenance of adequate cash balances 
at treasuries and sub-treasuries situated at places where there is no 
branch of the Bank. The transfer of funds between such treasuries 
and sub-treasuries and the branches and the Local Head Offices of the 
Imp"'rial Bank of India in such a way as to keep the balances in the 
Government account with the I~perial Bank of India, and at each 
treasury and sub-treasury, sufficient to meet all Government payments 
. without unnecessarily locking up funds is an important part of the 
resource work in India. 

119. l!'unds ·in lndia.-The transfer of funds between treasuries and 
sub-treasuries and branches and Local Head Offices of the Imperial 
Bank of India is effected for the most part through the medium of the 
curren-.:y chests mentioned in paragraph 117 above. Notes held in a 
currency chest are not in circulation within the meaning of the Indian 
Paper Currency Act, while -coin held in a currency chest is a part of the 
reserve held by Government against notes that are in circulation • 
.Assuming that there are no transactions elsewhere, the deposit of notes 
in a currency chest decreases the amount of notes in circulation and the 
deposit of rupees in a currency chest increases the amount of coin in 
the Paper Currency Reserve. A deposit of coin or notes in a currency 
chest thus enables Government to issue notes elsewhere up to the amount 
of the deposit without exceeding the limits of circulation laid. down by 
~he Act. If, therefore, a transfer of funds from the treasury balance at 
A to the treasury balanc~ at B is required, this can be effected at short 
notice and without the actual remittance of coin or notes by transferring 
money from the treasury balance to the currency chest at A and trans
ferring the same amount from the currency chest to the treasury balance 
at B. In this way transfer of funds between places where there are 
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currency chests is effected without the actual remittance of coin or notes ; 
and this is the normal method of putting branches of the Imperial Bank 
of India, treasuries and sub-treasuries in funds, and also of ~moving 
from circulation surpluses accumulating thereat. The stock of currency 
notes and coin kept in a currency chest varies according to the needs 
of the respective districts. Remittances are made periodically from 
currency chests to Currency offices and vice versa in order to keep the 
stocks at the necessary figure. 

120. Facilities to the Public.-.Jn addition to providing funds ... for 
Government payments at treasuries, Government gives facilities to the 
public- for the transfer of money to and from places where there are 
.iiovernment treasuries. Under its agreement with the Government of 
India, the Imperial Bank of India gives every facility to the public for the 
transfer of money between places where it has branches· at rates not 
exceeding those laid down by the Controller of the Currency, and the 
facilities given by Government for the transfer of money are limited to 
transfers to and from treasuries where there is no branch of the Imperial 
Bank of India. The public can obtain telegraphic currency transfers 
or bills payable on demand, called supply bills. Telegraphic currency 
transfers are always paid from currency and adjusted through the 
accounts of the Currency Department. Supply bills are paid from 
the treasury balance and adjusted through the ordinary Government 
accounts. 

121. Funds in England.-The provision of funds in London to meet 
the large payments which the Secretary of State and the High Com
missioner for India have to make in England is an important part of 
the Ways and Means operations of Government. The annual exports of 
India are generally in excess of its imports, and ordinarily there is a. 
large demand from the public for remittance from England to India to 
adjust the value of the net exports. To meet this demand and at the 
same time to place the Secretary of State and the High Commissioner for 
India in funds, transfers of money from India to England become neces
sary, and are effected by the purchase of sterling by the Government of 
India from banks and firms on an approved list. These banks and firms 
arrange with their London Agents by cable for the payment of the 
sterling thus bought by Government to the Imperial Bank of India in 
London for credit to the account of the Secretary of State in Council at 
the Bank of England. The rupee payments made by the Government 
are met from their treasury balances with the Imperial Bank of India. 

122. Expans1"ons and contractions of Ct~rrency.-The Government of 
India. have occasionally to purchase gold or to sell gold or sterling to 
comply with the provisions of the Indian Currency Act (Act IV of 1927). 
The currency may also be expanded or contracted by transfers between 
the Treasury and the Paper Currency Reserve accounts. The necessary 
adjustments are then made between the Treasury and the Paper Currency 
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Reserve or the Gold Standard Reserve accounts, and the payments of 
sterling in London are made from the source to which the sale proceeds 
have been credited in India. 

123. No accotmt is given here of the Gold Standard Reserve, a 
knowledge of which is nob required in the ordinary course of the duties 
of Audit and Accounts Officers. As the position is constantly changing, 
a knowh::dge of the subject must be gained, when required, by a study of 
up-to-date information in regard to this Reserve. 
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CHAPTER 8. 

The Working of a Treasury. 

124. Personnel.-The personnel of a district treasury, in those districts 
where the Treasury balances are not in the custody of a branch of the· 
Imperial Bank of India, consists of-

(1) The Collector or Deputy Commissioner of the district. 
(2) The Treasury Officer, generally a Deputy Collector. 
(3) The Treasurer. 
( 4) The Accountant. 

There are also cl~rks, money testers, messengers, etc. 
12~. The Collector1is in general charge of the treasury and is personally 

responsible for i~s general administration, for the correctness of its 
returns and the punctuality of their submission, and for the safe custody 
of the valuables it contains ; out he takes ll() part in the daily routine of 
treasury business. 

Tl1e Treasury Offictr is {under the Collector) in immediate executive 
charge of the treasury, 

126. Under these two officers the treasury is divided into two depart
ments, that of cash, stamps, and opium under the charge of a Treasurer, 
who always has to giYe security, and that of accounts in charge of the 
Accountant. 

127. Building.-The treasury building contains a counter at which 
money is received and paid, and a strong room, guarded by an armed 
police guard, iu which the valuables are secured under double locks, one 
key b"'ing held by the Treasury Officer as the C<>llector's representative 
and the other by the Trtasurer. 

128. Opening of tile Treasury.-The procedure of opening the Treasury 
for the day is as follows :- · 

Both the Treasury Officer and Treasurer being p~esent, the locks 
and seals of the gates of the strong room are made over int3ct by the 
guard and the room is opened, each officer using his own key, an<l suffi.: 
cient cash and currency notes to meet the probable demands of the day 
are taken out, made over to the Treasurer, and entered in his aecounts. 
The &trong room is then again double locked. Issues from the strong 
room to meet further demands during the day are similarly made. 
Stamps and opium are issued to the Treasurer from the double lock as 
required, subject to tht> general rule that the value of cash, notes, stamps 
and opium in the hands of the Trt>a.surer at any time shall not exceed 
his security. 
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129. Receipt.s.-The receipt and issue of money then begin. When 
any one has occasion to pay money into a treasury he first procures 
a document called a "chalan," which is usually bi·lingual and in dupli
cate, one copy to serve eventually as a receipt and the other for record 
in the treasury. In the chalan he enters the nature of the payment 
as well as the· person or officer on whose account it is made, and has 
the entries checked, passed and recorded by the revenue department 
concerned. He then takes the chalan to the Accountant, who, if it is 
in order, initials ib and directs the presenter to take it with the money 
to the Treasurer, who, seeing the Accountant's initials, tests and counts 
the money, enters the transaction in his accatmt, and signs both copies 
of the chalan in token that he has received the money. The presenter 
then takes the chal<tn back to the Accountant, who, on the strength of 
the Treasurer's signature, enters the transaction in his accounts, and 
completes his signature on one copy of the chalan which then forms a 
full acquittance. In the case of sums of Rs. 500 and upwards the 
Treasury Officer also signs the receipt. 

130. Payments.-Similarly, all pa;rments are made by the Treasurer 
after examination by the Accountant, but only upon an order to pay 
signed by the Treasury Officer himself. 

When a bill, giving full details as to the amount, nature, and 
period of the payment, and all other particulars necessary for its 
complete identification, is presented for payment jt is received and 
examined by the Accountant, who enters it .in his accounts and lays 
it befara the Treasury Officer, who, if it is in order, signs an order for 
payment on it. It is then passed on, together with the payee, to the 
Treasurer's Department, and the Treasurer makes the payment and 
enters it in his account. The voucher is stamped " paid " and retained 
by the Treasurer for delivery to the Accountant's branch at the end of 
the day, when the books are compared in the manner explained in para· 
graph 134 below. Before payment, the bill has to be receipted by the 
payee. 

131. Wh~n a payment has been made by cheque drawn on the 
treasury, similar formalities are observed in encashing it. The 
Accountant examines its validity and the Treasury Officer verifies 
it and, if he finds it to be in order, signs on it an order for payment, · 
on the authority of which the Treasurer makes the payment and enters 
it in his account. The paid cheque, which then becomes a voucher, 
is handled in the same way as other vouchers. 

132. Treasurer's and Accountcmt's Books.-The Treasurer's account 
consists of a cash book (without subsidiary registers) in which each 
transaction of receipt and payment is posted as it occurs; hut the Account· 
ant has, in addition to a cash book, subsidiary registers for receipts and 
pllyments of freque:~J.t occurrence, or of a special nature, or belonging t() 
departments for which separate returns are prepared, and only the daily 
totals of these registers pe.ss into his cash book. 
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133. lncorporatiM of Sub-Treasury acooun.ts.-Reoeipts and pay
ments continue throughout the day according to this method. At ihe 
same time, a daily sheet (supported by vouchers) is received in the dis
trict treasury from each of its sub-treasuries reporting the receipts, pay• 
ments and balance of the day before (in some cases the second or third 
day before, according lio the distance by post); and after examination 
is at once posted into the Accountant's books at the district treasury 
but llQt into the Treasurer's account. 

134. Daily closing.-The process of closing the Treasury for the day 
is as follows :-

(i) The Accountant transfers the totals of his subsidiary regis
ters into his cash book, sums and closes the latter, and 
prepares a balance sheet in a prescribed form. 

(ii) The Treasury Officer checks both registers and cash book, 
comparing each payment entry with its voucher, and the 
register liotals with those entered in the cash book, and 
verifies a certain number of the totals, the rest being · 
checked by a clerk other than the Accountant. The cash 
book totals are also checked by a senior subordinate other 
than the Accountant. 

(iii) l\Ieanwhile the Treasurer sums both sides of his caah book 
and draws up a balance memorandum which gives details 
in kind of the notes, coin, etc., composing the balances 
in his hands. 

If the results in the two balance sheets agree, the Treasury 
Officer signs both cash books and both balance sheets and 
the accounts for the day are closed. 

NoTE.-The Accountant's balance includes the ba.la.nces of the sub-trea.euries (p&.r&• 
graph 133) and also remittances in transit between trea.euriee in the district, which ha.ve 
to be deducted before agreement can be effected with the Treasurer's ba.l.e.uce. 

(iv) The Treasury Officer then verifies the cash, etc., in the hands 
of the Treasurer as shown in his balance memorandum, 
and, together with the Treasurer, looks it up under double 
locks in the strong room which is then left for the night 
in charge of the guard. 

135. Receipt, issue, and safe custody of treasure.-The aetual process of 
dealing with the valuables in a treasury, which include gold, silver, nickel, 
bronze, copper, currency notes, stamps, and opium, is as follows:-

(i) Payments into and from the treasury are made in silver, 
nickel, bronze, and copper coin, and in currency notes. 
Gold mohurs, S()vereigns and half-S()vert-igLB are receind 
in treasuries in certain circum.stances, but they are not 
:issued as currency. Stamps and opium are albo ltpt lli. 
stock an~ issued as required. 
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(ii) All coin, besides being counted, is tested in detail before 
receipt to see that it is genuine, current, and up to weight 
according to certain rules laid down. 

(ill) Currency notes are similarly examined to see that they 
are genuine and not mie-matched or altered, etc. 

(iv) Coin intended for reception into the strong room is mad~ 
up into bags of uniform contents (Rs. 500, Rs. 1,000 or 
Hs. 2,000, according to convenience of use) and before 
deposit the contents of each bag are poured into scales, 
weighed, and tied up again in bags, in the presence of 
both the Treasury Officer and the Treasurer. 

(v) Notes are mac~e up in bundles according to denominations 
and counteJ both by the Treasury Officer and by the 
Treasurer. 

(vi) In the strong room itseH the bags of coins are placed as a 
rule in iron boxes or safes or wooden chests, or occasion
ally in built recesses or wells, each receptacle being under· 
double locks like the strong room itself. Coin which has. 
been longest in the treasury is given out first, two boxes 
or other receptacles being, for this purpose, brought into· 
use simultaneously, one in which all receipts are placed,. 
and the other from which money required is given out. 

(vii) The bundles of currency notes are similarly kept in suitable 
boxes in order of receipt, so that those longest in stock 
may be first issued ; and similarly with stamps and opium,. 
all the separate boxes being under double locks. 

{viii) Most treasury strong rooms also contain currency chests: 
in which a portion of the cash balance held against the note 
circulation of the country is kept for remittance purposes. 
(see paragraph 119). These chests also are under doubl~ 
locks. 

136. :MO'nthly balance.-The working of the treasury proceeds jn 
this way from day to day, and the monthly process is completed by the 
cash (coin and notes) present in the district treasury on the last day of 
the month being verified by the Collector himself, or by a responsible· 
assistant if he should not be at headquarters, the cash in each sub~ 
treasury being similarly counted by the local officer in charge. An 
actual cash balance report for the whole district is t.hen drawn up with_ 
which the account balance is compared. 

137. :Monthly accounts.-The point has now been reached for the 
despatch of the monthly returns to the Account Office. In the case of 
treasuries sit.uated in the provincial areas of the local GovernmenLs of 
Governors' Provinces, the returns are submitted to the Account Officer 
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of the Province, namely, the Accountants General in Madras, BoJ:?bay,. 
Bengal, the Punjab, Burma, Bihar and Orissa, and the Olntral Provm.ces,. 
the Comptroller in Assam, and the Deputy Chief Accounting ?fficer 
in the United Provinces; and in the case of treasuries situated m the 
Central Areas, that is, those outside the territorial jurisdictions of toe 
local Governments of Governors' Provinces, they are submitt.ed to the 
Accountant General, Olntral Revenues, except in the case of the North
West Frontier Province, where there is a separate Account Officer, and 
of Coorg in respect of whose transactions the Accountant Generalr 
l\Iadras, is the Account Officer. 

138. These monthly returns consist of (i) schedules of payments in 
two parts, the first part relating to the payments made from the 1st 
to the lOth of the month and the second part to those made during the 
rest of the month ; (ii) schedules of receipts; (iii) a List of Payments; 
and (iv) a Cash Account. These are written up daily in the treasury 
from the Accountant's Cash Book and the Registers subsidiary thereto;. 
and the vouchers are day by day numbered, arranged, and put away
under lock and key. 

139. There are separate schedules for each Department or for each 
class of transactions not relating to any particular Department, and in 
them the transactions are entered in sufficient detail to enable the preli· 
minary compilation in the Account Office to be made therefrom, and the 
vouchers to be identified according to the classification given in them. 
The Li:-;t of Payments and the Cash Account show respectively the total 
payments made, and the total receipts collected, during the month, 
detailed according to each schedule, or, in respect o£ the Debt and Remit
tance transactions, according to broad account classification. The Cash 
Account also works up to the actual cash balance in the Treasury on 
the last day of the month, as personally counted by the Collector, after 
bringing into it the total payments as shown in the List of Payments. 

140. The first batch of payment schedules, supported by the neces
sarT Youehers, is sent to the Account Office on the lOth or lith of tll& 
mo~1th; and the remaining schedule.s, supported by the necessary 
Youd1ers, the List of Payments, and Cash Account, which is accompanied 
l,y the cash balance report (paragraph 136), are sent on the list of the 
tmeceeding month. 

X orE.-The pr(l('edure dasc-ribed abo'l"e differs in certain deL>ils in respect of treasuries 
in :\ladraa and those situated in the Central Areas. 

141. The schedules, List of Payments and Cash Aceount, described 
aLoYe as sent from ea~h treasury mont.hly to the Account Offic~r, re
}'resent the first stage of compilation of the public accounts (paragraph 
\ 1 ~ ). Tla.•y ('OYer (•Qlljointly the whole of the public transactions in 
India including departmental aceounts and debt and remittance, and 
work up c011jointly to t.he c.ash balance at treasuri€'s at the end of each 
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month. They may be said to constitute the primary fabric of the publio 
accow1ts in India. 

142. Daily and monthly agreement.-It will be noticed generally that 
the correctness of the daily accoWlts of a self-contained treasury is 
secured by making two independent officials (the Accountant and 
'freasurer) separately deal with and record each item of receipt and pay· 
ment as it ooours, and by effecting an agreement at the end of the day 
between the two sets of accounts thus prepared, and at the same time 
verifying the actual cash balance in the hands of the Treasurer. This 
daily check is reinforced by the actual coun~ of the whole of the cash 
balance in the treasury on the last day of each month by the Collector 
himself. 

143. Similarly, the safe custody of the treasure is secured by placing 
it conjointly in the hands of two independent officials, the Treasury 
Officer and the Treasurer, (one of whom, the Treasurer, gives substantial 
security), under the system of double locks. 

144. Imperial Bank of India.-At almost every station where there 
is a. local Head Office or a branch of the Imperial Bank of India, Govern
ment deposits its treasury balances therein. The actual procedure 
varies according to the agency whereby Government authorises the Bank 
to accept receipts or to make payments. Thus, in a Presidency Town 
there is no treasury, and the Acco.unt Officer alone issues the necessary 
authority. At other headquarters stations of provincial Governments 
there are both Aooount Officers and treasuries, and in some cases the 
Account Ofij.cer issues the necessary orders and in oihers the Collector.* 
There are also branches of the Bank at many stations where there are 
treasuries but no Aooount Offices. At such stations the necessary 
orders are issued by the Collector ; the Bank sends a daily account with 
vouchers to the Collector who compiles monthly accounts in the ordi~ 
nary way and sends them to the Account Officer, Wherever au Account 
Office intervenes, all payments exceeding Rs. 20 are, unless there is a 
special request for cash payment, made by cheques drawn on the Bank 
which sends a daily account with vouchers to the Aooount Officer, where 
a monthly compilation is made therefrom. 

145. It is unnecessary to detail the classes of receipts and expendi
ture which can be accepted &r paid by the Bank without authority, or on 
the authority of the Account Officer or the Collector. It may be said 
generally that the Bank deals direct with the receipts and expenditure of 
departments which have their own letters of credit and issue chequea 
against them, and in other cases it requires the authority either of 
the Account Officer or of the Collector in respect of both receipts and 
paymentd. 

• Nou.-The term "CQJlector" as used in this and the next paragraph induucs W::.e 
officer ill charge of the treasur: , by whatever deaisnatiou he may b~:; called. 
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146. It will be understood, therefore, that, where the Treasury 
business is conducted bv a branch of the Imperial Bank of India, the 
Bank performs practically the whole of the cash duties which, in .a self
contained Treasury, are conducted by the Treasurer. The daily re
conciliation is, in consequence, effected between the Treasury Account;.. 
ant's books and the Bank's daily returns, instead of between the Account
ant's and the Treasurer's books. 

147. Check at the T.,.easury.-In paragraph 130 it is stated that the 
Treasury Officer passes a payment order in writing on each bill presented 
for payment at the treasury, provided it is in order. The words in italics 
connote the check applied at the treasury to all bills before they are 
paid. The Treasury Officer has to satisfy not only himself but the 
Account Officer that the claim is valid ; and has further to prove thd 
the payee has actually received the sum charged. He has, therefore, 
to see that the claim is covered by general or special orders, that the 
voucher is in the proper form and properly drawn up, that it is signed 
(and if necessary countersigned) by the proper officer, that it is stamped 
if necessary, that the arithmetical calculations are correct, that the 
amount claimed is entered in words as well as figures, that there are no 
erasures and that all corrections and alt-erations are attested by the draw
ing officer. This general check is applied to all vouchers before they are 
paid at a treasury. 

148. Its most important features are that this check is applied btifore 
payment, and that it secures that no claims not generally· and prima facie 
admissible shall be paid at a treasury ; and that all bills shall be drawn 
and receipted by the responsible officers, and shall be in the proper forml 
and arithmetically correct. While this check is an indispensable ele
ment of the general arrangements in India for preventin!.! irregular pay· 
ments from the public funds, it must not be confounded with the st.atutory 
audit scrutiny conducted by the Indian Audit Department, which is 
generally audit after payment, that is, post-audit, and includes a re-appli· 
cation of the checks applied at the treasur:v as well as a detailed examina
tion of every item of expenditure with the sanctions, orders, and codes 
of the different departments. 

149. Classifi-cation in the Treasury accounts.-As has already been 
stated in paragraph 93, the bills and vouchers before presentation to 
the treasury are required to be enfa.ced by the department concerned' with 
the proper account cla!!Sification ; and from these enfacements th~ trans
actions are broadly classified in the schedules in the case of revenue 
reeeipts and service payments, and in the List of Payments and the Ca.sh 
Account in the case of Debt and Remittance transactions. For this 
purpose these documents have the broad account classification printed on 
them, and in the majority of cases the totals of the monthlv receipts and 
payments are entered against these printed heads from the subsid.iarv 
regis~rs maintained at the treasury. But a few items occur every month 
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which do not clearly fall under any of the printed heads, or in respect of 
which the full account classification is wanting, and these the treasury 
describes in detail in the body of the schedule or the Cash Account or 
the list of Payments and leaves to the Account Office to classify. The 
.Account Office does this and also chacks the classification already made 
by the Departmental Officers in the bills and vouchers and by the Tre:t
sury Officer in the accounts submitted by him. 

150. TrectSili'Y Inspection.-Each treasury is inspected periodically 
by a. Gazetted Officer deputed from the Audit Office. The Inspection 
Report is sent to the Collector in two parts, one relating to matters ad
minist~recl by the Deputy Controller of ·che Currency and the other 
dealing with all other points. The Collector reports the action taken by 
him on the first part to the Deputy Controller of the Currency and that 
on the second part to the Audit Officer. These officers bring to the notice 
of the Commissioner (and of the local Government, where necessary,) all 
matters in which they think that the action taken by the Collector is 
inadequate. 

151. In matters of accounts and check at the treasury the Collector, 
with the Treasury Officer under him, is responsible to the Account 
Officer, whose instructions he is bound to obey. The Account Officer 
does not, however, ordinarily interfere with the Collector's responsibility 
for its practical working further than by constant correspondence with 
him for the removal of irregularities datected in the accounts and returns 
submitted. The Deputy Controller of the Currency controls the " re
source " of the treasury, that is to say, he keep.:~ iii supplied with suffi
ciency of coins and notes, and, when mcessary, removes surplu3 funds 
elsewhen. In all matters relating to Resource, the Collector is bound 
to carry out the instructions of the Controller of the Currancy. 
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ProctcJ.ure of Vepartments whose Initial Accounts are Compiltd, in 
whole or in pert, Departmentally in!tti.d of at the Trea&ury. 

152. Receipts credited in lump, and payments 11if(lle by cheques.-We 
have now arrived at the point where a treasury has compiled the month's 
transactions and has despatched the month's accounts to the Account 
Officer. The~>e treasury accounts are copies of the initial accounts, 
and on them are based the subsequent compilation in the Account Office. 
It is olwious, however, that, unless these accounts contain sufficient 
(letails of the classification of the items by which the transactions enter 
into the general account, the compilation of the same in the Account 
Office will not be poEsible. Such information can be furnished by the 
treasury in respect of those transactions only for which details are given 
in the cl,a'ans which accompany the money for payment into the 
treasury or in the bill on which money is drawn from the treasury. But, 
as has been stated in paragraph 91, the receipts of some departments 
are paid into the treasury in Jump and the payments for them are made 
by cheques, and the treasury is therefore not aware of the details of these 
trausactions. 

153. In respect of receipts of all civil departments, and of receipts 
under the Debt and Remittance heads, as well as all corresponding 
payments, except in respect of these departments which are served 
by the Pay and Accounts Offices under the Separation Scheme,* the 
detailed information is available at the treasury. In the accounts 
furnished by the treasury, these transactions are therefore entered in 
broadly classified detail, supported by vouchers which furnish such 
further information as is necessary for the compilation. But in respect 
of receipts of the Public Works, ~1ilitary, Railway, Indian Posts and 
Telt>graphs and Forest Departments, and of all payments of these and 
certain other departments, including those served by the Pay and Ac
counts Officers,* details are not made available to the treasury and those 
tran:><lctions therefore appear in the treasury account in lump only, 
by dep<utments, without any detail. In the case of these departments 
the maintenance of separate initial accounts sub3idiary to the treasury 
accounts is therefore required. These sub~idiary initial accounts are 
pre11<Ued by the department concerned, and copies of them are rendered 
to the respeetiYe Account Officers in the same way as is done by the 
treasury. The present Chapt€r describes the relations of these depart
ments with the treasury and also the arrangement> in each for the pre
paration of the initial accounts. 

• Xvn::.-An e.1.ceptiun t.o this will be found in paragraph l.::it', 
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154. Organization.-For purposes of Public Works Administration 
each province is divided into circles which are in charge of Superintending 
Engineers. Each circle is divided into divisions which are again sub
divided into sub-divisions. The divisions are in charge of Executive 
Engineers, and the sub-divisions are in charge of Assistant Executive 
Engineers or upper subordinates who are called Sub-Divisional Officers. 
The Executive Engineers and Sub-Divisional Officers are also called 
Divisional and District Engineers in some provinces. 

The Department as a whole is again generally divided into two 
Branches-Buildings and Roads, and Irrigation-each Branch in a 
province being generally in charge of a Chief Engineer who controls the 
Superintending Engineers. 

(b) RELATIONS WITH THE TREASURY. 

155. Cheques and bills.-Disbursing officers of the Public Works De
partment obtain from the treasury in two ways the cash which they 
require for disbursement,- either dire?tly by bills drawn on the treasury 
or by means of cheques. 

156. For the payment of pay and allowances of Government ser
vantS, bills are drawn on treasuries. In some provinces the funds to 
meet contingent charges are also obtained in the same manner. Such 
payments are brought to account in the treasury accounts in the same 
manner as similar payments for the Civil departments, other than those 
which are served by the Pay and Accounts Officers, and do not enter 
the Public Works accounts which the Divisional Officers submit to the 
Account Officer. 

157. All other disbursements are made by Divisional Officers by 
cheques drawn on treasuries with which they are placed in account by 
the Account Officer. Letters of credit or assignments are not required 
for this purpose. A Divisional Officer may also empower his Sub-Divi
sional Officers to draw.cheques against his own account with a treasury. 
He keeps a Pass Book in which each cheque paid by the treasury is 
recorded by the Treasury Officer. The Pass Book is sent periodically 
to the treasury for completion. At the end of each month, the Treasury 
Officer furnishes a certificate to the Divisional Officer showing the total 
amount of cheques paid during the month against his account. The 
Divisional Officer checks the certificate and the Pass Book with his 
accounts, makes out a list of cheques drawn but not cashed at the trea
sury, and then submits the certificate with a list of uncashed cheques 
t.o the Account Officer in support of his accounts. The paid cheques are 
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also sent to the Account Officer, twice a month, by the Treasury 
Officer, in support of the lump debits in the lists of payments. 

158. Receipts.-Receipts realized by the officers of the department 
are remitted as soon as possible in lump into the treasury. With each 
remittance a Remittance Book accompanied by the usual d(dan is sent 
to the treasury and the treasury acknowledgment is recorded in this 
book. At the end of each month, the Treasury Officer furnishes the 
Divisional Officer with a consolidated receipt for all remittances of the 
entire division during that month. The Divisional Officer submits this 
receipt to the Account Officer along with his accounts. 

(c) PREPARATION OF INITIAL ACCOUNTS. 

159. Div-isional and SUb-Divisional O.ffices.-The Public Works admi~ 
nistrative and accounts unit is the " division", and it includes one or 
more sub-divisions. To each divisional office is attached an Accountant, 
who is a subordinate of the Account Officer but is posted to the Executive 
Engineer's office to check and compile the divisional accounts under the 
supervision and resporu:ibility of the latter. 

(i) Sub-Divisional Accounts. 
160. Funds.-A Sub-Divisional Officer is pl11.ced in funds in one of 

three ways:-
(a) by a fixed imprest or permanent advance which he can recoup 

on depletion ; 
(b) by transfers of cash from the divisional chest; · 
(c) by a drawing account against the Divisional Officer's account 

with a treasury. 
161. He generally has a cash chest in which he places any depart

mental revenue received by him pending its remittance to the treasury 
giving printed receipts for it signed by himself ; and also, if he has ~ 
drawing account with the t~easury, all sums drawn on cheques which he 
is unable to disburse at once to the payees. If he is financed by a fixed 
imprest or an advance from the Divisional Officer's chest, he keeps 
the balance of the imprest or advance in his cash chest. Payments are 
only made on properly prepared bills, in cash from the chest in the case 
of imprests or advances, or by cheques where there is a drawing account.· 
Cheques are usually drawn in favour of the actual payees (contractors 
eto.), who present them at the treasury, but sometimes in favour of th~ 
officer himself to replenish his chest when he has small payments to make. 

162. Account Rerords.-A Sub-Divisional Officer's principal accoun' 
records are-

Cash book. 
Muster roll. 
Measurement book. 
Works abstract. 
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N'oTE.-Little or no departmental revenue is as a rule collected in sub.ditisions. The· 
re\'enue registe1'8 will therefore be considered in the section devoted to the Di>isionat 
Officer's accounts---,see paragraph~ 171 et sez. 

163. Cash BooX~.-The Cash Book is the primary account record. On 
it the whole accounts of the sub-division are based and all other accounts 
and returns are subsidiary to it. All receipts and payments are posted 
into it daily. The Sub-Divisional Officer regularly examines and initials 
it and is personally responsible for its correctness. It is balanced at the 
end of the month and signed by the Sub-Divisional Officer, who at the 
same time personally counts and certifies the cash balance. 

164. Muster Roll.-The Muster Roll, as its name denotes, is a nominal 
roll or list of labourers employed daily on works. There is generally 
a separate roll for each work. Payments on muster rolls are made 
and witnessed by the executive officer of highest standing available on 
the spot, who actually counts the labourers, has the payments made in 
his presence and attests the roll. 

165. Measurement Book.-The Measurement Book is an initial 
account of the greatest importance in the Public Works Department. 
It is the basis of all accounts of quantities (and qualities), whether of 
work done by daily labour or by the piece or contract, or of materials 
received. From the Measurement Book, or record of quantities (ar.d 
qualities) made on the spot by personal measurement by the responsible 
executive officer, all bills for work (buildings and roads, bridges, canalsf 
etc.), are prepared. · 

166. It may be useful to pause at this point aud note in what the· 
extreme importance of the Muster Roll and Measurement Book consists. 
They represent the point of contact between the concrete facts and the 
paper accounts, or between the payments and their equivalents. It is 
here that the accounts may be said to obtain their original vitality and 
reality. Their accordance with the facts, through all their subsequent 
changes of form, depends on their truth at this point ; and it is on that 
account that attention is primarily directed to an examination of these 
initial documents during the annual inspection of Executive Engineers' 
offices by Audit Officers. 

167. Tf orks Abstract.-The Works Abstract records in detail the cash, 
stock and other charges on each work whether carried out by depart
mental agency or contract. In the case of major works, and in other 
specified cases where specially required by the Superintending Engineer, 
it shows also the progress of the quantities of work done. For manu
facture operations, a Works .Abstract is required for each operation, and 
in addition an account is kept of the quantities and values of the pro
ducts of manufacture. 

168. Store Accounts.-Besides the above, the Sub-Divisional Officers 
keep simple lists showing the quantities of each .kind of stores receh ed 
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and issued each day. At the end of the month accounts are prepared 
showing the total quantity received and issued under each class of article 
·during the whole month. In these accounts the receipts are also classi
fied according to the sources from which the stores are received and the 
issues according to the works to which they are issuetl. 

169. Monthly Suh-Divisional Accounts.-The monthly sub-divisional 
accounts are prepared and sent to the divisional office as follows :-

The Cash Book and initial accounts of stores for a month are closed 
on the 25th or an earlier date prescribed by the Account Officer. On 
closing the Cash Book the Sub-Divisional Officer counts the cash in his 
chest and submits a Cash Balance Report to the divisional office. Copies 
of the Cash Book, supported by vouchers, are sent to the Divisional 
.office twice a month or oftener as directed by the Divisional Officer, the 
copy relating to the last period of an account month being submitted 
with the Cash Balance Report. Within 3 days of the closing of the. 
account of the month the Sub-Divisional Officer also submits the Works 
Abstracts and the month's accounts of stock and tools and plant, etc. 
He does not, however, consolidate the transactions into a compiled 
monthly account, this work being done in the Divisional office for the 
entire division. For such a consolidated account (see paragraph 177 
below) the division and not the sub-division is the unit. 

170. If the Sub-Divisional Officer is financed by an imprest, the 
Divisional Officer embodies the sub-divisional Cash Book in his own 
Cash Book; if, however, the Sub-Divi.sional Officer has a drawing account· 
on the treasury, or if cash is transferred to him from the divisional cash 
chest., his Cash Book is not embodied in the divisional Cash Book but 
the transactions are consol-idated direct into the monthly accounts of 
the division. 

(ii) DtvisionaZ Accounts. 
171. Account Records.-As in the case of the Sub-Divisional Officer, 

a Di,·isional Officer has a cash chest, a Cash Book, and Measurement 
Books, and also ~luster Rolls for works which are directly under his 
't'harge, and Works Abstracts, awl uses them in the same way. The 
foro:>going remarks under these heads apply equally to him. He has also 
store ac{:ounts, and in some cases manufacture and workshop accounts. 
He rel'eives revenue, and in the same way as the Sub-Divisional Officer 
Joes makes payments for works, etc., on properly drawn bills, by cheques 
o0r, if the bills are for small amounts, in cash from his chest. 

172. The main accounts which he keeps in addition to those kept 
in the sub-division are:-

(i) The Contractors' Ledger. 
(iil The Register of Works. 

(iii) The Transfer Entry Book. 
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173. Contractors' Ledger.-The Contractors' Ledger is a running 
account with each contractor, showing the amounts due by him for 
advances made to him, and to him for work done by him, and is closed 
and balanced monthly. 

174. Register of Works.-The Register of Works contains a record of 
every important original work or repair showing the expenditure month 
by month compared with the estimate. In the case of major works, 
or in other cases where specially required by the Superintending Engi
neer, the expenditure is here recorded by sub-heads of works, by which 
is meant items of work such as brick work, doors and windows, etc., 
which are specified in the sanctioned estimate. The object of such a 
record is to show the Executive Engineer the rates at which these 
different kinds of work are carried on and to enable him to obtain the 
necessary sanction. 

175. Transfer Entry Book.-The Transfer Entry Book contains a 
record of all transfer entries included in the accounts of the Division, 
as for example, work done or payments made by other Divisions or 
Departments, write-back of an erroneous debit or credit, etc. The 
book is posted as soon as the transactions become known from advices 
of debit, transfer entry orders, etc. In this book is also entered the 
credit on account of cheques drawn during the month. 

176. Revenue Acrounts.-The main records as regards revenue are
(i} Demand and realization registers of public works revenue 

collected in the Civil Department. (These refer princi· 
pally to irrigation revenue.} 

(ii} Rent registers and demand lists for the recovery of rents of 
Public Works buildings occupied by civil and military 
officers. 

These are the two principal items of revenue in the Public Works 
Department. Other miscellaneous Public Works revenue is credited 
in the Cash Book as it occurs. 

177. Monthly DivisilFnal Accounts.-The cash and stock accounts of 
the Divisional office for a month are closed on the last working day of the 
month. On closing the Cash Book, the Divisional Officer also counts 
the cash in his chest and prepares a Cash Balance Report. The Cash 
Balance Reports for the entire division enable the Divisional Officer 
to certify the correctness of the cash balance of the division as given 
in his Monthly Account submitted to the Account Officer. The Trans
fer Entry Book is also closed as soon as possible after the expiry of the 
month. The cash, stock and transfer entry transactions of the entire 
division are then posted in the relevant schedul~ dockets, re~ters and 
schedules which are abstracted in the Monthly Account submitted each 
month to the Account Officer between the 7th and lOth of the month 
following that to which it relates. 
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178. This account is accompanied by schedules (supported by 
vouchers), the more important o£ which are:-

(i) Stock Account prepared from the Sub-Divisional Officers' 
accounts of quantities o£ stock received and issued during 
the month after their valuation in the divisional office. 

{ii) Schedules of Works Expenditure which are prepared from the 
Sub-Divisional Works Abstracts completed in the divi· 
sional office as regards stock and transfer entry transac· 
tions. 

{B) MILITARY DEPARTMENT. 
(a) RELATIONS WITH THE TREASURY. 

179. Cash Collections and Funds.-Military receipts paid into a 
treasury have to be accompanied by an order for receipt signed by one 
of the responsible officers of the Department whose names are on an 
approved list. Funds are obtained by annual assignments on treasuries 
issued on application by the Controllers of Military Accounts. The 
probable requirements of each month are specified in these. assignments, 
and it is an essential feature of the arrangement that the payments at 
any stage shall not exceed the proportionate provision to date made 
in the assignment. Drawings against the assignments are made by 
cheques which, as usual, are sent by the treasury to the Account Officer 
in support of the lump debits in the treasury List of Payments. In case 
of emergent need, funds outside the annual assignments can also be 
obtained under special arrangements. 

(b) PREPARATION OF INITIAL AccoUNTS. 

180, Organisation.-The Military Administrative and Accounts unit 
is the " District ", which is entirely distinct from the Civil " District " 
in charge of a Collector or a Deputy Commissioner, or the Public Works 
Division in charge of an Executive Engineer. There are four Com· 
mands comprising fourteen Military Districts and two Independent 
Brigade Areas in India.. The accounts, internal audit, and disburse
ments of one or more of these units are under an Account Officer called a 
" Controller of Military Accounts." The actual arrangement is as 
follows:-

I. NoBTBERll Co)l)UJ{J), 
PINDI

(1) Rawalpindi District 
(2) Wa.r.irist&n District 
(3) Kohat District • 
(4) Pashawar District • 
(5) Lahore District 

Administrativv 
Headquartel'l!. 

R&walpindi • • 
Dera lsma.il Khan • 

• Kohat • 
• Peshawar 

Aooounte 
Headquarters. 

1 Controller of Milita.ry 
~ Aooounta, :Xorthern 

pindi. ., ... -. J 
Comtrulolld. R&wa.l. 

• Controller of Military 
Aooounta. Labore Die-
triet, Lahore. -
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II. EASTERN COllliA:!'!D, !\A.INITAL-

Adminis~rative 
Headquarters. 

(6) t'nited Provinces District • Meerut . 
(7) Allahabad Independent Bri- Lucknow 

gade Area. 
(8) Presidency and Assam District Calcutta 

III. WESTERN COlnU.ND, Ql'ETTA-

(9) Balucbhtan Distriilt Quetta • 

(10) Sind and Rajputana District Karachi 

IV. SOt'THER:li COlOIAND, POONA-

(11) Deccan District , 
(12) Bombay District • . 
( 13) Central Provinces District • 
(14) Poona Independent Brigade 

Area. 
(15) Madras District 

(16) Burma District 

Secunderabad · 
Bombay 
l\Ihow • 
Poona . 

Welljngton 

Maymyo. 

A;c<.>unts 
Headquarters. 

. l Controller of l\Iilitary 

j Accounts, Ea~tern 
Command, l\Ieerut. 

Controller of l\Iilitarv 
Accounts, Presidency 
and Assam District, 
Calcutta. 

}

Controller of Military 
Accounts, Western 
Command, Quetta; 

}

Controller of l\Iilitary 
Accounts. Southern 
Command, Poona. 

Controller of Military 
Accounts, Madras Dis-
trict, Bangalore. 

Controller of Military 
Account&, Burma 
District, Maymyo. 

181. At the headquarters of each of the four Commands a senior 
officer oi the l\Iilitary Accounts Department, immediately subordinate 
to the Military Accountant General, is posted as Controller of Military 
Accounts, who in addition to being the Controller of Military Accounts 
of the account units under his direct control, is the chief authority for 
accounts and internal audit of the Command and is empowered to over
mle a decision on internal audit given by another Controller of Military 
Accounts in that Command. He also arranges for the test check of 
accounts of one of the Controllers' offices in the Command every year. 
He is also the Financial Adviser to the General Officer Commanding-in- -
Chief of the Command. The District Controller, besides being the 
Financial Adviser to the General Officer Commanding the District, js 
himself the officer responsible for the preparation, payment, internal 
audit and compilation of accounts. He is also responsible for the pre
paration of the periodical account of the District submitted to the l\lili
tary Accountant General and the Auditor General, and also for the dis
bursement of bills and the consolidation of accounts in connection with 
)lilitary W' orks expenditure. The monthly pay accounts, travelling 
allowance claims of all the units, officers and establishments in the 
District, and also the Store accounts under the cost accounting system 
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of the Supply and Store Depots, are prepared locally by Accountants 
and accounts clerks of the Military Accotmts Department attached to 
Mch unit. On receipt of claims from unit Accountants, etc., payments 
are made by Controllers after a careful preliminary check subject to 
detailed check conducted subsequently. In a<ldition to the detailed 
check of accounts in his office, the Controller arrangP,s for the periodical 
local inspection of the store accounts maintained in units. The duties 
of the District Controller ('.ombine the functions of a Civil Treasury 
Officer and of an Account Officer of a Province. The Controller of the 
Presidency and Assam District, Calcutta, is charged with the additional 
dut;~::s of dealing with Railway charges and with the accounts of Military 
Service Funds. 

182. Funds are obtained by disbursing officers by annual assignments 
(paragraph 179), and payments are made by cheques on the civil 
treasurit-s. · 

183. In addition to the eight Controllers of Military Accounts specified 
in paragraph 180 above, who are mainly concerned with the pay and 
store accounts of combatant and departmental units in their reRpective 
dist.ricts or area, (excepting ordnance and clothing factories and marine 
accounts,) there are Controllers for Royal Air Force Accounts, Army 
Factory Accounts, Military Pension Accounts, Northern and Eastern 
Commands, Military Pension Accounts, Southern and Western Com
mands, and l\Iarine Accounts, who are stationed at Ambala, Calcutta, 
Lahore, Mbow and Bombay, respectively. These Controllers deal with 
the accounts, disbursements, internal check and compilation of accounts 
of their respective services. . 

184. For the preparation of Factory accounts one account office 
under a Deputy Assistant Controller is attached to each factory in the 
following statians :-

Two Factories at Ishapore and one each at Cossipore, Jubbulpore, 
Cawnpore, Kirkee, Aravankadu, Shahjahanpur, l\Iadras and Rawalpindi. 
The Controller of Army Factory Accounts arranges for the periodical 
local inspection of the accounts of these factories. 

The Controller of :\larine Accounts, Bombay, is the Financial Adviser 
to the Director, Royal Indian ::IIarine, and is responsible for the mainten
ance of manufacture and store accounts, and for the dif'tribution of 
wages of the Bombay Dockyard. 

. 185. The ::llil.itary_ Accountant General, who is immediately subor
lhnate to the Fmanc1al Adviser, )Iilitary Finance, is the head of the 
)lilitary Accounts Department. To ensure the maintenance of the work 
of the )Iilitarv Accounts offices at a hiah standard of efficiencY there · e .,. t 

is a Deputy ::llilitary Accountant General, attached to the Office of the 
::IIilitary Accountant General, who periodically visits the various l\Iilitary 
Accounts offices. 
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186. Cash Collections and· Funds.-Each railway station remits its 
cash collections daily to the Account Officer of the Railway at head~ 
quarters, who makes consolidated payments into the headquarters 
Government treasury. At the end of each month a consolidated receipt 
is furnished by the treasury to the Chief Accounts Officer. A few large 
stations pay their collections direct into the nearest treasury.· Funds 
are obtained on cheques drawn against monthly letters of credit in 
favour of the Chief Accounts Officer of the Railway. 

(b) Preparation of lni#al Accounts. 

187. G()Vernment-worked Railways.-I.n. this Chapter it is proposed 
to deal only with the initial accounting system in the Railways which 
are owned and worked by Government, and the following paragraphs 
relate exclusively to such Railways ; but it may be added that the 
general account procedure of other Railways is much the same as that of 
Governmen~worked Railways. 

188. Receipts.-On Railways the revenue unit is the station, in charge 
of a Station Master, who remits his cash collections daily to the Account 
Officer and sends him monthly accounts of receipts. Vouchers relating 
to foreign claims of Railways which are party to the Railway Clearing 
Accotmt Office are sent with supporting lists to that office for adjust
ment. 

189. Each station maintains two main Cash Books for coaching 
and goods traffic respectively. There are also a number of subsidiary 
registers in which are recorded the details of the collections under each 
head of traffic. Thus, under coaching, a separate account is maintained 
in respect of passengers' tickets, excess fares, parcels, luggage, horses, 
carriages and dogs, etc. ; and, under goods, on account of both inward 
and outward consignments. Each of these accounts is again sub-divided 
into two parts according as the traffic is " local," that is, beginning and 
terminating on the home Railway, or " foreign," that is, beginning or 
terminating on another Railway. 

190. At the close of the month each Station Master prepares two 
cash accounts called balance sheets, one for coaching and the other for 
goods transactions. The entries for both receipts and payments, (that is, 
remittances to the head office) a.re taken from the Cash Books and subsi
diary registers and are supported by vouchers and schedules. The 
closing balances represent the cash in hand or sums recoverable for which 
the Station Master is held accountable. 
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191. Payments.-The Station Master makes no payments, nor 
indeed do any railway officers on open lines except in special cases. 
Payments are made by the Account Officers, after checking the bills, by 
the agency of a staff of travelling pay clerks. The spending units are the 
various departments of the Railway, namely, Agency, Engineering, 
Traffic, Locomotive, etc., or the Divisions where the Divisional system 
has been introduced. As checked and paid, the bills are entered in 
the primary registers and books, from which the monthly accounts 
of the Railway are compiled. 

192. The executive departments responsible for the maintenance 
and working of open lines of Railway are not permitted (except in certain 
special instances) to make their own purchases of materials required 
by them in their operations. All such purchases are centralised in the 
Stores Department under the control of a Controller of Stores by whom 
issues of materials are made to exe<)utive departments as required. 
Initial documents connected therewith are submitted to the Account 
Officer, by whom the Stores Accounts are compiled, the Controller of 
Stores maintaining numerical records of stock only. 

(II) RAILWAYS UNDER CONSTRUCTION. 

193. Organisatior~r-For administrative purposes a railway line under 
construction is divided into a number of divisions, each being in charge 
of an Executive Engineer who is responsible for all the expenditure 
incurred in his division whether by himself or by his subordinates. As 
in the case of the Public Works Department, each railway division 
is divided into a number of sub-divisions which are in charge of Assist
ant Engineers or upper subordinates. 

194. The procedure followed in accounting for the receipts and pay· 
menta of a Railway under construction is exactly similar to that de
scribed above in the section dealing with the Public Works Department. 
Similar records are maintained both by the Executive Engineer and his 
Sub-Divisional Officers, and monthly accounts in the same form are 
rendered to the Account Officer. 

(D) 11'-.TDIAN POSTS AND TELEGRAPHS DEPARTMENT. 

(I) POSTAL SECTION. 

(a) Relations with the Treasury. 

195. Cash Colledi{)ns and Funds.-Post Offices have one pass book 
with the treasury for both receipts and payments, which is sent to the 
treasury with all transactions, as they occur, and attested by the Treasury 
Officer. Receipts are paid into the treasury with the usual chalan and 
the acknowledgment is given in the pass book Letters of credit are 
issued by the Accounts Officers-the Deputy Accountants General, 
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Posts and Telegraphs,-as required. Funds are drawn on simple receipts 
which support the debits in the treasury List of Payments. At the end 
of the month each Post Master sends a copy of his pass book to the 
treasury, where it is signed as correct by the Treasury Officer. In 
paragraph 90 above it has been said that departmental receipts are 
paid direct into the treasuries. An exception is permitted in the ca~e 
of post offices to facilitate l\Ioney Order and Savings Bank transactions. 

. (b) Preparation of Initial Accounts. 
196. Organisation and Accounts Records.-The account unit is the 

Head Post Office, which incorporates in its accounts the transactions 
of the sub and branch post offices under it. The primary accounts 
maintained by a Head Post office are-

(a) The Treasurer's Cash Book. 
(b) The Head office summary. 
(c) The Head office Cash Book. 

197. Treasurer's Cash Book.-In each Head Post office one o£ the 
-clerks is appointed Treasurer and receives and pays all money. All 
valuables are kept in a safe, under double locks, one key of which is held 
by the Post Master and the other by the Treasurer. All transactions 
of receipts and payments (including stamps) are entered in the Trea· 
surer's Cash Book as they take place. At the close of the day the Cash 
Book is totalled and balanced and signed by the Post Master, who at 
the same time verifies the cash balance. 

198. Head office summary.-This is a classified account of cash receipt!! 
and payments of the head office and is written up daily by the Treasurer, 
its daily balance agreeing with the daily balance of the Treasurer's Cash 
Book. As each transaction of receipt and payment occurs it is entered, 
not only in the Cash Book, but also by an independent clerk in subsidiary 
registers, such as Letter Postage Account, Register of Miscellaneous 
Receipts and Payments, Register of Cash Certificates, Money Orders 
and Savings Bank Journals, Register of Treasury transactions, etc. 
The daily totals of these subsidiary registers are taken into the Summary. 
In this respect the system is similar to that of the Civil Treasury (Chapter 
8). In addition to the account items the Summary contains a memo
randum of items kept out of account in the joint custody of the Post 
l\Iaster and the Treasurer, as for example, undisbursed pay and allow
ances, permanent advances, value-payable money orders remaining in 
hand, etc. It is signed daily by both the Post Master and the Treasurer, 

199. Head office Cash Book.-This is a classified record of the daily 
transactions, not only of the head office, but also of the sub and branch 
offices under it. The entries are made daily by the Post l\Iaster from the 
head, sub and branch office summaries (the two latter prepared in the 
head office from the sub and branch office accounts), and progressive 
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totals are given from day to day. A daily balance sheet is also prepared 
to4 effect a reconciliation between the head office Cash Book and the 

' Treasurer's Cash Book. 
200. On the first of each month a cash account is sent by each head 

Qffi.ce to the Deputy Accountant General concerned. The entries are 
taken from the head office Cash Book and a statement is given at the foot 
of the account showing total drawings from and remittances to each 
treasury with which the head office (including its sub and branch offices) 
has transactions. The cash account is signed by the Post Master and is 
accompanied by a cash balance report in the prescribed form, as well as 
vouchers and schedules. 

201. Periodical Returns.-In addition to the monthly cash account 
and cash balance report, the head office sends weekly or fortnightly, 
as the case may be, to the Deputy Accountant General concerned, 
journals of Money Order, Savings Bank and Cash Certificate transac
tions of its own and its sub and branch offices supported by vouchers. 

202. Railway Mail Service.-In the case of the Railway Mail Service 
the account unit is the Head Record Office and the primary account 
maintained in the office is the Cash Book in which the transactions with 
the local Head Post Office are recorded. Cash accounts are submitted 
twice in the month by each Head Record Clerk to the Account Office, 
which incorporates the accounts in the Classified Abstract by the Head 
Post Office concerned. 

(IJ) TELEGRAPH SECTION. 

(a) Relations with the Treasury. 

203. Cash Collections and Funds.-There is a _separate pass book for 
receipts, which, together with a chalan, is sent to the treasury with each 
remittance, and is signed by the Treasury Officer. Telegraph officerg 
obtain funds from treasuries by drawing money on cheques without 
letters of credit. The debits in the treasury list'of payments are sup-
ported by the paid cheques. ·· 

(b) Preparation of Initi<d Accounts. 

204. Account Records.-Separate accounts are maintained by each 
Divisional Engineer and each officer in charge of a. Radio or Signal office. 
The former is responsible for all receipts and expenditure incurred in 
connection with the construction, maintenance and repair of telegraph 
lines within his jurisdiction, while the latter has to account for all receipts 
and disbursements of his own office. 

205. The primary a{Xl()unt record in the case of Divisional, Radio 
.and Signal offices is the Cash Book which contains a complete record of 

D 
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the cash transactions as they take place. At the close of the month a 
classified account, called the Primary Abstract of the Cash Book, is 
prepared and sent to the Deputy Accountant General, Posts and Tele
graphs, for audit and further compilations. 

206. Store Transactions.-A central depot in Calcutta, with branches 
in several places in India, maintains a very large stock of materials 
and instruments for the use of the department. Detailed ledgers for 
these stores are maintained by the Account office, to which the depots 
render daily accounts of receipts and issues. Monthly adjustments are 
made in the Account Office debiting the proper account heads with the 
net value of stores issued or freight charges incurred. 

207. Local Accounts.-In respect of construction, Divisional Engi· 
neers of Telegraphs stand on a footing analogous to that of Executive 
Engineers of the Public Works Department. There is, therefore, :t 

similar procedure in respect of Registers of Works, Muster Rolls~ and 
Contractors' Ledgers. 

(E) FOREST DEPARTMENT. 

(a) Relations with the Treasu·ry. 
208. Cash Oollecti<ms and Funds.-The Forest Department does not 

use a pass book for treasury receipts or payments. Receipts are sent 
to the treasury with a chalan in duplicate, one copy being retained with 
the treasury, while the other is returned as an acknowledgment. Funds 
are obtained on cheques against letters of credit issued quarterly by the 
Deputy Controller of the Currency. It is optional, however, with the 
local Government to abolish letters of credit for Forest Officers, and to 
allow them to draw cheques on treasuries with whieh they ma,y be placed 
in account by the Account Officer. A consolidated receipt for the 
month's remittances is furnished by the treasury to the Divisional 
Forest Officer. The debits in the List of Payments are as usual supported 
by the paid cheques. 

(b) Preparation of Initial Accounts. 
209. Organisation.-As in the Public Works Department, the Forest 

administrative and accounts unit is the "division", whieh includes one 
or more sub-divisions. The division is under the charge of a Divisional 
Officer, on whom rests the responsibility for the effective internal check 
and control of the accounts of the entire division, in respect of both 
revenue and expenditure. 

210. The Conservator, who is in charge of a " circle " comprising 
number of " divisions ", is responsible for exercising a strict control 
over the whole outlay for Conservancy and Works and for examining 
the charges on account of travelling allowance and contingencies. 
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211. Aooount Records.-Like the Divisional Officer in the Public 
Works Department, each (Divisional and Sub-Divisional) Forest Officer 
has a cash chest in which he keeps revenue not remitted to the treasury 
and money drawn from the treasury not paid away: The cash is counted 
by the Forest Officer himself on the last day of the month and a report 
is sent to the Account Officer. 

212. The main divisional account record is the Cash Book, in which 
are recorded the daily transactions as they take place as well as the 
monthly total of the Sub-Divisio.nal Cash Books received towards the 
end of the month. 

In addition to his Cash Book the Divisional Officer main
tains a Contractors' and Disbursers' Ledger or running account with each 
departmental contractor and disburser. 

213. Besides the Cash Balance Report mentioned in paragraph 211, 
the Divisional Officer renders the following monthly accounts to the 
Account Officer :- · 

(i) Cash Account ; 
(ii) Classified Abstract of Revenue and Expenditure; 
(iii) Schedule of Remittances of Revenue to the Treasury; 
(iv) Abstract of Contractors' and Disbursers' Ledger. 

214. The Cash Account is a general account of the receipts and 
disbursements of the whole of the division, and is compiled from the 
Divisional Cash Book. In the Classified Abstract of Revenue and 
Expenditure all items of revenue and expenditure for the month are 
classified and arranged in accordance with the prescribed accounts 
classification, the entries being made in such detail as may be required 
by the Account Officer. The Schedule of Remittances is supported by 
the treasury receipts, and shows each item of remittance separately. 

(F) OTHER DEPARTl\IEXTS. 
215. Central and Protrincial Departments.-Other departments whose 

initial accounts are not fully compiled at the treasury, are-
(i) All CiYil, Public Works and Forest Departments in the 

Vuited Provinces-both Central and Provincial; 
(ii) Certain Central Civil Departments elsewhere than in the 

rnited Provinces, which are served by Pay and Accounts 
Officers. A list of the more important of them will be 
found in paragraph 69 ; 

(iii) Indian Stores Department ; and 
(iv) Korthern India Salt Revenue Department. 

216. General arrange111et1ts.-.~ regards (i), there are seYeral rav 
and Accounts Officers, each dealing with one or more ProvincuiJ 

D2 
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Departments, and one dealing with all Central Departments. The receipts 
of revenue and the transactions relating to Debt and Remittance heads• 
are handled by the treasury in the usual way, but for the disbursement 
of departmental expenditure bills are presented to the Pay and Accounts 
Officers who, after checking the validity of the claims, issue cheques· 
in payment of the bills which are retained in the Pay and Accounts· 
Office. The Treasury Officer furnishes at the end of the month (a) to 
each Pay and Accounts Officer a schedule of receipts and a schedule. 
of cheques paid pertaining to each Department served by the latter,. 
and (b) to the Deputy Chief Accounting Officer, United Provinces, a. 
Cash Account and a List of Payments for the· whole receipts and pay
ments during the month. Each Pay and Accounts Officer then com-· 
piles the accounts of the department or departments served by him 
for submission to the Deputy Chief Accounting Officer who compiles the 
account of the whole Province. · 

217. As regards (ii), the procedure is the same as stated above, the: 
only difference being that the monthly compiled accounts of these Pay· 
and Accounts Officers are sent to the Accountant General, Central 
Revenues, in whose books they are incorporated. ' 

218. The Accounts of the departments mentioned at items (iii) and 
(iv), which are Central Department~, are under the charge of the Audit 
Officer, Indian Stores Department. The receipts of these departments 
are paid into the treasury in the usual way, except that remittances 
made by the departmental officers of the Northern lndialSalt Revenue 

· Department are entered in a pass book and accompanied by a chalan. 
Payments to Officers of these departments are made by the Audit Officer, 
1ndian Stores Department, by means of cheques drawn against letters 
of credit issued by him. Receipts paid into the several treasuries appear 
in their Cash Account submitted to their respective Account Officers, 
who pass on the credits together with the necessary documents, if any, 
to the Audit Officer, Indian Stores Department, for final adjustment 
in his books. 
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The Original Records. The Basis of Accounts and Audit. 
219. Accuracy.-It is the duty of audit to take all possible steps to 

ensure that the accounts represent the actual state of affairs. The 
accounts of the Civil, Public Works and Forest Departments (except 
in the United Provinces and the North-West Frontier .Province) are 
compiled in the combined Audit and Account Offices, and so also are 
those of the Indian Posts and Telegraphs Department; and it is, there~ 
fore, possible for Audit to certify that, throughout the whole system, 
these acc01mts are, to its satisfaction, accurately built up from the 
records submitted by the treasury, or other departmental officers. In 
the case of Accounts which have been separated from Audit the com
pilation made by the Account Office is checked by the Audit staff, and 
in these cases also audit is able to certify to the correctness of the com· 
pilation from the records submitted to the Account Office by other 
Officers and from those which were already in its possession. 

220. Vouchers.-It has been shown in Chapters 8 and 9 that the 
accounts submitted to the Account Office by the treasury or departmental 
officers are copies of the initial accounts supported by the necessary vou
chers. Thus, the major portion of the original records, namely, the initial 
accounts and other books or papers on which these accounts u.re based, are 
retained in the offices where they originak Except, therefore, the vou
chers received with the monthly accounts, the position in regard to which 
is explained in the following two paragraphs, the original records are not 
available either for Accounting or for Audit when dealing with the com pi· 
lation at a Central Office. It i.B obvious, however, that, unless the 
original records represent facts, the accuracy of the subsequent work 
performed on the basis of these records is of no avail. It is most 
important, then, to see how far Audit is able to ascertain the accuracy 
of the original records. 

221. As has already been stated, every Government payment· is 
made on a document called a voucher (or an acquittance) which gives 
the amount, nature, and period of the payment and all other details 
necessary for its complete identification ; and contains a receipt of 
acknowledgment or acquittance by the person to whom the payment 
is due. This system, whereby the payer obtains documentary evidence 
from the payee in proof of the payments made by him, is uniwrsal in 
both public and commercial account.'!. From the point of view o£ the 
payer the document is called a voucher or acquittance ; from that of the 
payee a receipt. Where payment on a bill is made by cheque the paid 
cheque forms an additional voucher in support of the actual payment 
made in cash. It is the duty of Audit to enforce this system, that is, 
to see that for every payment there is a voucher in proper form, pwperly 
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drawn up, arithmetically correct, and receipted by the proper person. 
In the case of payments made on bills, whether departmentally or at 
the treasury, the preliminary check in this direction is made at the 
departmental office or at the treasury, and the vouchers (except those 
for petty payments) are then submitted with the monthly accounts 
and are finally checked by the Audit staff. 

222. What Vouchers represent.-The Public Works or Railway 
Engineer counts coolies and records their numbers; he measures construc
tion works and enters the figure in a note-book ; the Civil or Military 
Officer musters and enumerates the establishments, corps, etc., he has 
under him, and prepares and signs a pay bill for them ; he signs or 
countersigns a travelling allowance bill for himself and others founded on 
special or general knowledge that the journeys claimed have actually 
been performed ; he submits a claim for contingencies or supplies after 
seeing personally (or through others) that the articles charged for are 
required for the public service and have actually been purchased and 
brought into public use : the Collector counts cash or stamps or opium 
in his treasury and thus proves his accounts for the month, etc., etc. 
At these points the accounts spring direct from the facts; at these points 
they obtain whatever vitality and reality they possess ; their accordance 
with the facts, through all their subsequent changes of form, depends 
on their truth at these points. Generally speaking, in India, Audit 
does not come in here at all ; the executive and administrative disburs
ing officers alone verify the initial record with fact ; the accordance of 
the initial record with fact is accepted by Audit on their statement and 
responsibility, except where there is collateral evidence of error. 

223. Receipts and ~Ce·rtificates.-What Audit does in all these cases 
is to require receipts of the payees, certificates of the disbursing officers 
and the countersignature of controlling officers. Thus for construction 
it requires receipts of the contractors and others to whom large payments 
are made (not receipts given by individual labourers) ; certificates given 
by the disbursing officers of measurements of work done, of counting · 
of labourers and of receiving supplies and of completion of work ; and, 
in the case of works for which contracts are executed, the rates approved 
by the authorities sanctioning the contracts. For contingencies, receipts 
given by private payees (except those for petty amounts) are obtained, 
and certificates from the disbursing officers that the payments were 
necessary for the public service and have actually been made : also, in 
some cases, the disbursers' certificates are re-inforced by countersigna
ture of the bills by superior officers. For pay, receipts are obtained 
from gazetted officers, and for non-gazetted officers certificates (from 
heads of office.s} that they have actually been present on duty, and that 
previous pay has been paid to them and their receipts recorded. For 
leave and pension payments, receipts only are necessary : for travelling 
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allowances, receipts (not from non-gazetted officers), technical certi· 
ficates and countersignature, etc.; etc. 

224. The contact of the Audit office with the facts is, therefore. 
through receipts and certificates, re-inforced in some cases by counter 
signature. It has no opportunity of seeing the facts with its own eyes 
and comparing the bills with them. The question therefore arises how 
far receipts and certificates guarantee the facts. It may be said at once 
that while they are much better than nothing, they cannot guarantee 
the facts with absolute accuracy. 

225. lmposs1:bility of verification by Audit office.-It must be admitted, 
however, that it would be impossible for Audit to verify the initial facts 
unless a representative of that Department were present at every act 
vouched by the certificates enumerated in paragraph 223 above. Those 
acts include the payment of the pay and allowances of, and the journeys 
performed by, every Government servant, the measurement of all work 
done by and for the Public Works Department, and the verification of 
Government stores of all descriptions, using t4e word " stores " in its 
widest sense to include coin, stamps and other valuables. It is obvious, 
then, that the Audit Department could not verify the actual facts 
without a very much larger establishment, and the extra expenditure 
thereby involved would undoubtedly be disproportionate to the advan
tages obtained. 

226. Part played by countersigni119 and controlling ojficers.-The recog
nition of this fact 'had led to the check exercised by Audit being supple
mented to a large exknt by executive check. Work done and paid for 
in the Public Works Department is inspected by superior officers of the 
Public Works Department, travelling allowance bills are checked by 
countersigning authorities who are in a position to have knowledge of 
journeys performed, bills for important contingent expenditure are 
countersigned by controlling officers who can verify and judge the neces
sity for such expenditure and the proper rates of payment and can satisfy 
themselves at inspection that the materials billed for have been 
purcha,sed. · 

227. As regards the verification of original recordi! relating to the 
receipt of money, where such receipts are required to be audited by the 
Indian Audit Department, the position has been explained in Chapter 12. 

228. Because this work is not done in the Indian Audit Department, 
there is a tendency in the Department to overlook its importance and to 
consider that it would be better done if it were undertaken bv the officers 
of tl1e Department. But, although the latter haYe the techllical training 
in cht>cking accow1ts, executiYe officers have an intimat-e knowledge of 
the details of the work done and are in a better position to verify tl:e 
facts and to check the economy of the expenditure passed by them than 
outside otficials would be. Audit has, therefore, to depend largely uron 
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the e:l(:ecutive in this respect. It is, however, the duty of Audit Officers 
to scrutinise, with reference to the records submitted for audit, the man
ner in which the executive officers discharge their financial responsibi
lities ; and, in order to supplement the scrutiny thus made centrally, a 
local inspecti~>n, including a test audit of the original records of the 
Treasuries, Public Works Divisions, and (where possible and desirable) 
other important account units, is conducted periodically by the Audit 
Office. (See Chapter 35.) 

229. Audit is, however, not entitled to make'independent enquiries 
among the tax-payers or the general public, as such action is held to be 
an encroachment on the functions of the executive. Audit should 
confine itself to calling upon the executive to obtain and furnish the 
necessary information ; and, in oases of difficulty, it should confer with 
the executive as to the best means of obtaining the evidence which it 
requires. 

230. Detection of Jraud.-It has already been pointed out that c~m
mercial audit regards the detection of fraud as one of its main duties. 
But such detection is almost impossible except at the verification of the 
original record, and so the detection of fraud in the Audit office in India 
is very rare. And yet it must not be hastily assumed that this indicates 
a defect in the system of Government audit in India. The detection of 
fraud by an executive officer is frequently due to the letters issued by the 
Audit office plainly indicating that something is wrong. Thus in one 
case the Audit Officer pointed out that in a certain office there were fre
quent violatiops of the important rule that money should nOt be drawn 
in advance of requirements. This led the head of the office to examine 
his account carefully with the result that he detected frauds amounting 
to over Rs. 3,000. Numerous similar cases can also be quoted showing 
that action taken bv the Audit office has led to the detection of fraud. 
Frauds are also detected at the local inspections mentioned in paragraph 
228, which give the expert eye of the trained auditor an opportunity to 
detect in the original records suspicious factors which could not come 
to notice iD. the Central Audit Office. 

231. It is essential to investigate frauds carefully because valuable 
lessons can almost always be learnt from them. There is a tendency to 
suggest the framing of new rule.~ to prevent each particular fraud. This 
tendency should be resisted: there are quite enough rules already, and, 
it the preventive machinery is made too elaborate, the chance!:'! are that 
it will not work efficiently. The main point in every fraud investigation 
must be to ascertain whether the exercise of ordinary common sense, 
such as one ought to expect from every Government officer, and the 
application of existing rules, would not have rendered the fraud impos
_sible. The importance of this line of investigation should always be 
borne in mind, because fraud is prevented far more by punishing the 
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defalcator, and the officer whose negligence rendered the fraud possible, 
than by adding to the enormous number of rulea already in existence. 
But fraud investigation may sometimes indicate a defective system of 
check and then the revision of the system is essential. 

232. Records submitted to the Account Office.-The main monthly 
records submitted .to the Account office by each treasury are, as already 
stated, the cash account and the List of Payments with supporting sche
dules and vouchers. 

233. The important feature of the Cash Account is the abstract which 
starts with the opening balance, shows the total receipts and payments, 
and thus works up to the closing balance. The actual cash balances of 
the treasury and sub-treasuries are also shown in detail so that the 
account and the cash balance can be verified. The list of Payments 
together with the schedules appertaining to it, shows the vouchllrS 
required, the vouchers forwarded, and those still to be submitted. It. is 
also to be seen that the details in each work up to the totals and that the 
details agree with the supporting documents. 

234. Similar accounts are also submitted to the Account office direct 
by officers who draw money from the treasury by cheques and keep the 
detailed accounts of the payments made, and similar checks are applied 
in those cases also. 

235. In checking the vouchers furnished in support of the accounts 
the more important points to which the auditor devotes his attention 
are:-

(a) That the vouchers are in the prescribed form, that they are 
duly receipted by the payees, that they are in original, that 
a brief abstract is given in English under the· signature of 
the drawing officer on all purely vernacular vouchers, and 
that vernacular signatures are transliterated, also that sub
vouchers contain notes of dates of payment. 

(b) That they are numbered with reference in the number in the 
List of Payments, schedule, Schedule Docket or other 
account, as the ease may be. 

(c) That the details work up to the totals and that the totals are 
in words as well as in figures. 

(d) That they bear a Pay order, signed by the Treasury Officer in 
the case of vouchers cashed at treasuriea or by the respon
sible disbursing officer in the case of other vouchers. 

(e) That they are stamped " Paid." 

(j) That there are no erasures, and that any alterations in the 
totals are attested by the officer ccncerned as many time& 
as they are made. 
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(g) That receipt stamp3 are affixed to vouchers, where necessary, 
and that they are punched. 

(h) That, except in cases in which it is specifically authorised, no 
payment is made on a voucher or order signed by a subor
dinate instead of the head ofthe office himself, or on a 
voucher or order signed with a stamp ; and that copies of 
sanctions are certified by the sanctioning officer or by a 
gazetted officer authorised to sign for him. 

(i) That, in all cases in which it is prescribed that agreement 
should be effected between two different documents, the 
fact of the agreement is noted on both the documents and 
initialled by the accounts clerk who makes the agreement. 

(j) That i£ a treasury voucher be paid by transfer, it is stamped as 
having been so paid, that the head to which the amount is 
credited is noted on it, and that the credit is traced in the 
cash account when possible. 

(~) That Fund and Income Tax deductions have been correctly 
made. 

(!) That, except in certain specified cases, no claim against Govern
ment not preferred within six months of its becoming due 
has been paid without th~ sanction of the Account Officer. 
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CHAPTER 11. 

Classification of Receipts aad Expenditure in the Government 
Account. 

236. Main prindples of Classijication.-One of the most distinctive 
features of the public account system of India is the minute elaboration 
with which the financial transactions of Government, under both receipts 
and payments, are differentiated and classified. 

237. The main divisions of Government accounts are :-

(i) Revenue. 

(ii) Capital. 

(iii) Debt. 

(iv) Remittance. 

(i) The first division deals with the proceeds of taxation and of pay
ment for services rendered by Government, and with the expenditure 
therefrom, the result of which represents the surplus or deficit which 
determines the feasibility of reduction, or the necessity for increase, of 
taxation. (ii) The second division deals with expenditure met usually 
from horrowed or accumulated funds, such expenditure being incurred 
with the object either (a) of increasing material assets or (b) of reducing 
recurring liabilities, such as those for future pensions by payment of their 
capitalised value. It also deals with final receipts of a capital nature 
intended to be applied to capital expenditure, such as contributions 
received from Ii1dian States or Railway Companies for railway con
struetion. (iii) The third division comprises receipts and payments in 
respect of which Government becomes liable to repay the monies rece~ved 
or has a claim t.o recover the amount paid, together with the repayments 
of the former and the recoveries of the latter. (iv) The fourth and last 
division embraces all cash remittances from one treasury to another, 
besides those which are necessitated either by the constitution of the 
Accounts Department or by the existence of the Home Treasury. Cre
dits and debits taken to those heads in the first instance are cleared 
eventually by adjustment under final heads. 

238. The main wilt of classification is the ~Iajor Head, such as 
'5-Land Revenue' or '26-Police '. As was explai!!ed in paragraph 
16, each such item is determined either by the administrative classifica
tion of the activities of Government, (that is to say, by departments,) oc 
bv the classification of the nature of the transaction. There are about 
45 )lajor Heads under RetV?nue, 57 under Sert•ire, {the Expenditure 
Section corresponding with Revenue), 30 under Capital, and about 62 
on each side of the account for Debt and Remittance heads. These Major 
Heads are combined into Groups called Sections which have specified 
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titles such as A.-Principal Heads of Revenue; B.-Railways; 0.-Irrigfl" 
tion, Navigation, Embankment and Drainage Works, etc., etc., the Capital 
sections being distinguished from the corresponding Revenue sections 
by double letters, such as AA., B'B., CC., etc; There are 12 such 
Sections under Revenue, 12 under Service, 7 under Capital and 9 under 
Debt and Remittance heads. The Major Heads are sub-divided into Minor 
Heads numbering several hundreds, and the Minor Heads into sub-heads 
and detailed heads, which run into thousands. 

· NoTE.-The minor and other subordinate heads of accounts prescribed for the 
classification of expenditure in the genera.l accounts are not necessarily the same as the 
sub-heads and other units of grants or appropriations which are selected by the Finance 
~partment for Demands for Grants and the Appropriation Accoun•.s /see paragraphs 
319 and 320). 

239. The Capital Section of the accounts may be sub-divided into-· 

(1) Expenditure charged to revenue. 

(2) Expenditure not charged to revenue. 

The meaning of these expressions will be clear from the following 
extract from Circular No. 3 P. W., dated 24th September 1921, of the 
Government of India, Public Works Department:-" When the budget 

. is prepared, the local Government estimate, on the one side, the revenue 
likely to be realised during the year, and on the other side, the expendi
ture which they propose to incur from this revenue. The account of 
this revenue and expenditure is known as the revenue account and such 
expenditure is commonly described as ' charged to revenue ' which is 
synonymous with saying ' charged within the revenue. account '. Ex
penditure 'not charged to revenue' is similarly synonymous with 
t'lxpenditure ' charged outside the revenue account '. Resources 
ou~ide the revenue account take the form of loans, accumulated balances 
of previous years, the revenue surplus of the year in question after all 
expenditure chargeable . to revenue has been met, and certain other 
sources of income not classed as revenue." . 

240. Outside these thousands of heads of classification or account, 
there is a further broad division into Central and Provincial, the former 
consisting of revenue and expenditure administered by the Central 
Government and the latter including the revenue and expenditure 
entrusted to the control of a local Government of a Governor's province 
under the Government of India Act. Provincial expenditure is again 
divided into "Reserved" or " Transferred" according as the subject 
on whic:h it is incurred is administered by the Governor in Council or the 
Governor acting with Ministers. The division of subjects into Central, 
Provincial Reserved and Provincial Transferred is determined according 
to the classification given in the Devolution Rules. The expenditure 
under these heads is further classified, under the Government of India 
Act, into Voted or Non-voted, according as it is subject to the vote of the 
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legislature or not. A more detailed examination of this subject will be 
given in Chapter 15. 

241. Purpose of detailed dassificatt'.on.-The object of all this elaborate 
classification is to secure the utmost possible uniformity of accounting 
amid the immense volume and variety of the financial transactions ot 
the Government of India ; and thereby to render possible, not only 
Teliable comparisons between the accounts of different localities and 
periods, but especially the preparation of budget estimates, or forecasts 
of receipts and payments. (See paragraphs 103 and 104:.) Classification 
-carried to this extent also compels each disburser to a minute periodical 
-review of the public receipts and payments in his charge, and so makes 
for effective financial control and economy. 

242. The Central Government (including the minor local Govern
ments, except Coorg,) the local Governments of Governors' provinces, 
·and Coorg, are separate Governments for purposes of classification of 
revenue and expenditure. Subject to certain restrictions in regard to 
:inter-Governmental adjustments, the broad principle which governs· 
.classification generally is that the head to which a receipt or payment 
belongs has closer reference to the department in which it occurs than to 
.its objects or grounds. 

243. Responsibility for dassification.-The process of d11.ssification 
has to be carried out most carefully and rigidly. The primary respon
-sibility for classification of bills, vouchers, etc., rests with the Adminis
trative authorities. Thus, on the face of every bill or voucher received 
.from the treasuries should have been entered the divi~ons (that 
is, Central, Provincial Reserved, Provincial Transferred, Non-voted, 
Voted) and the major, minor and detailed heads to which the charges 
it records belong ; and similarly every item of receipt in the schedules 
;and monthly cash accounts received from the treasuries. should have 
recorded on them the major, and in most cases also the minor and 
.detailed heads of classification. One of the most important duties of 
Account Officers is to check before compilation the classification thus 
-entered, and where it is wanting to classify the items properly on the 
bills or vouchers or in the monthly accounts. The treasuries in Madras, 
the Forest Department everywhere, the Public Works Divisions with 
the exception of certain big project divisions, the Telegraph branch 
-of the Indian Posts and Telegraph Department, and the construction 
divi~>ions of the Indian Railways, submit their accounts in a cla.Ssified 
form ; and it i.s the duty of the Account Offices to check the correct
ness of the classification of every item booked in these accounts before 
Jinal compilation. 
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PART III. 

The l\1ain Principles and the Main Processes of 
Audit. 

CHAPTER 12. 

The Audit of Receipts. 

241. Lio~itation of &::eipt Audit.-From the tim'J when the work of 
.audit and accounts in. India was first centralised, the test audit of 
som•} rec'Jipts, a<> for enmple, Customs rooeipts, receipts of State 

. Railways, revenue realised by officers of the Public Works Department, 
receipts of the Posts and Telegraphs Department, receipts in aid of 
Superannuation, etc., have been entrusted to the Audit Department, 
while in the case of other departmental receipts, such as Land Revenue, 
Excise, Stamps, Jail Receipts, etc., the duty of seeing that the dues of 
Government are regularly paid into the treasury has been entrusted to 
the Departmental Controlling Officers. 

245. Ptoposed Extension of Auditor General's A1.ulit of Reeeipts.
In his despatch No. 149 Fincl., dated 28th November 1913, the 
Secretary of State expressed the opinion that it was desirable t{) ex~ 
tend the scope of the Auditor General's audit over receipts generally, 
but no material progress was made in this direction till the time of the 
Reforms of 1919. 

246. Under the Reforms a rule was included in the Auditor General's 
Rules that the Auditor General shall, if so required by the Go>ernor 
General in Council, arrange for the audit of the accounts of the receipts 
of revenue of any Government Department. In this connection the 
Secretary of State remarked as follows :-

"As regards rule 12, relating to the audit of revenue and stores, 
I note that the Auditor General will only act if required 
by the GoYernor General in Council. As regards the audit 
of revenue, I would refer to paragraph 8 of the Marquis 
of Crewe's despatch Xo. H9, dated 28th November 1913, 
with which I am in entire agreement. I recognise that the 
ext~msion of the Auditor General's activities in the diree~ 
tion of audit of revenue must, owing ro practical consi
derations, be gradual, hut I am of opinion that as oppor· 
tunity offers his responsibilities in this regard should be 
developed." 
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247. The question has on several occasions engaged the attention of 
the Central Committee on Public Accounts, which in 1927 referi€d to 
the fact that the Secretary of State had twice drawn attention to the 
matter. The Committee expressed the opinion that it has never been 

. systematically investigated by the Government of India ; but from time 
to time the scope of audit of receipts entrusted to the Auditor General 
under the rule quoted has been increased, and a number of accounts of 
receipts bas been added to the lists of those which were previously 
under his audit control. In practice, whenever large embezzlements hb 
the accounts of a specific institution are disclosed, the Auditor General 
is asked to undertake the audit of the receipts of that institution. 

248. Under the existing arrangements the Civil Audit offices perform 
the audit of receipts in a small number of cases. A list of the accounts 
of the receipts of revenue, the audit of which bas been entrusted to the 
Audit Department under rule 12 of the Auditor General's Rules, is given 
in Appendix 14 to the Audit Code. The audit of railway elJ,rnings, 
however, forms an important part of the duty of Railway Audit offices, 
and this check will be examined in some detail in Chapter 32. 

249. Functi011s of Receipt Audit.-The check of receipts divides itself 
into the two functions of seeing (a) that all sums due are received 
or checked against demand, and (b) that all sums received are brought 
to credit in the accounts. 

250. Check agc,·inst Demaruls.-A public "demand" arises in India 
in two ways. Either it is (i) a specific demand, fixed or fluctuating, fot 
a contribution to the State Exchequer, such as land revenue and excise. 
·-all taxation is of this nature-or (ii) it is a demand which arises in. 
consequence of some outgoing of Government property (stock) or Gov
ernment cash or Government service, in which case it is a claim for a 
"quid pro quo." 0£ the lattt~r nature are demands set up by the sale 
of Government lands, stamps, forest produce, etc. ; by Government cash 
advances and. remittances; and by Government services, such as State
Railways, Telegraphs, etc. 

251. The check against (i), the specific demand, is always exercised 
in one way : the demand, if fixed, is entered in a register and the receipts 
o · satisfactions of it are checked and entered against it : if fluctuating 
(as in the case of excise and customs duties, etc.), a Government staff 
is employed to watch the operations on which the demand depends and 
to collect the dues. In India this check is in most cases left to the 
revenue-collecting authorities. 

252. The check against (ii) varies according to the nature of the 
demand. 

(a) Where the demand arises in consequence of some outgoing 
of Government property (stock), Audit can only operate if it receives 
returns of the rroperty, such as the monthly retwns of stamps and 
opium sent by the treasuries to the Audit office. The check then 
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consists in seeing that for every reduction of stock in the return there iSl 
an equivalent cash credit in the accounts. "' 

(b) Where the demand arises in consequence of some outgoing~ of 
Government cash, as· in the case of advances and remittances, Audii 
exercises a direct and complete check, cnt~ring the outgoing in a registe:r 
and watching and recording the receipt against it. 

(c) \Vhere the demand is occasioned by some outg~ing of Govern
ment service, as in the case of State Railways and 'felegraphs, the dues 
are collected by the Government staff working the service and their 
collection is subjected by Audit to check, the extent of which is pre
scribed in each case. 

253. There is a third class of receipts which occurs without reference 
to demands, or, as it were, casually. Of this nature are ~eposits (such 
as those in the Post Office Savings Bank) and payments to Government 
for money orders. These are repayable ; Government acts in regard 
to them as a banker or remitter ; they are not Government dues and· 
Audit can exercise no function as to their receipt. It doe&, however; 
check each repayment against the original receipt. 

2t4. To sum up, the foregoing analysis indicates that Audit plays 
an extremely limited (though, so far as it goes, important) part in ensur
ing that the Government receives the sums of money due to it, that 
is, in protecting Government against fraudulent or inadvertent omissions. 
to realise its enormous cash dues. In the main, however, this task 
is left to the revenue-collecting authorities: 

255. CJ.eck of Credit in accounts.-The second check in regard to 
receipts is to see that all sums received on behalf of Government are 
brought to credit in the accounts. The sums due to Government are
either paid by the persons concerned direct into the treasury or paid to 
a Government servant who is required to receive the same and remit 
them to the treasury. In the latter case, it is left to the revenue autho
rities concerned to see that sums received by the members of their· 
departments are paid into the treasury. The task of the Audit De
partment then resolves itself into seeing that all sums of money paid 
into the Government treasuries are credited by the treasury staff in their 
accounts. The first or main safeguard to this end, that is, against 
error or fraud on the part of the treasury staff, is the printed receipta. 
which have to be given for all payments into a treasury. If audit could 
collect all these receipts it would possess an almost perfect check over 
the credits in the treasury accounts. But, apart from the fact that the 
Audit Department is debarred from taking such action, this course 
is not. feasible ; the receipts are required by the payers as proof of their 
payments and to protect them against a second demand. In general 
they remain in the back-ground as a moral safeguard and only operate 
actively when some inquiry arises, or the repayment of something in. 
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the nature of a deposit is required. To establish a more immediate 
connection between payments and credits, Audit sends all the large 
civil revenue-paying Departments (such as Land Revenue, Stamps 
Excise, etc.) monthly returns of treasury credits. - These they compare 
with their own records, and differences brought to notice are settled. 
The great non-civil departments (Public Works, Railways, Posts and 
Telegraphs, etc.), and the Forest Department send the Audit Office 
information as to their payments into the treasuries which it 
compares with the treasury credits ; Courts of Law send to the Audit 
Office returns of fines paid into the treasury. In this way a very 
large proportion of the credits in the treasury accounts are verified 
without much delay, and errors or frauds on the part of the revenue 
treasury staff are pro tanto prevented and corrected. This is a most 
important and valuable function of Audit, 

256. Nature of aud1:t functions in relation to Receipts.- '\-\'here the 
audit of receipts is required to be conducted by the Audit Department 
it should not be directed so much to a mechanical check 'Of items 
credited as~ 

(i) to see that adequate regulations and procedure have been 
framed to secure an effective check on the assessment, 
collection, and proper allocation of revenue ; 

(ii) to see that such regulations and procedure are being carried 
out; and · 

(iii). to make a test examination as to the correctness of the sums 
brought to account. 

257. It will, therefore, be seen that such audit of receipts is not con
fined to the limits of the check mentioned in paragraph 249. The 
Audit Department is also at liberty to inquire of departments, which 
are receivers of public money, what checks are imposed against the 
commission of irregularities at the various stages of collection and 

. .accounting and to suggest improvements in procedure. 
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CHAPTER 13. 

The Audit of Expenditure. 

2~8. Essential conditions go'verning e:rpenditure.-Every payment 
of money on Government account involves three prin~ip~l processes :-

(a) The submission of a claim; 

(b) The disbursement of the money claimed; and 

(c) The incorporation of the transaction in the Accounts. 

It is clear, however, that a disbursing officer must have some criterion, 
whereby he can judge the equity of a claim so Irulde, and can justify 
his action in making a payment in satisfaction of it. 'Ve have there
fore to consider what conditions regulate public expenditure. 

2t9. The incurring of expenditure from the revenues of India is 
governed by the following essential conditions :-

(i) that there should exist sanctions, either special or general, 
accorded by competent authority, authorising expenditure;. 

(ii) that there should be provision of funds sanctioned by com
petent authority fixing the limits within which the expendi
ture can be incurred; 

(iii) that the n'Peuditure should be incurred in accordance with 
the financial rules and regulations framed by competent 
authority; 

(iv) that the expenditure should be incurred with due regard to 
financial propriety. 

260. Duty of Audit.-As has already been stated, the Audit{)r General 
is responsible for the efficiency of the audit {)f expenditure in India 
from the 1 evenues of India. The Audit Department is, therefore, 
charged with the duty of auditing all classes of such expenditme to see 
that the administrative authorities comply with these essential condi
tions. Therefore the audit of expenditure follows the lines of these 
conditions. 

261. Conditions (i), (ii) and (iii) are governed by Statute, as embodied 
in the Go,·crnlllt'nt of India Act, and in statutory rules made thereunder, 
and by executiYe orJers issued by competent authority ; and condition 
(iv) is rf.'gulated by certnin canons of financial propriety laid down by the 
Senetary of State in Council in rule 11 of the Auditor General's Rules. 

262. In conducting the audit in respect of the first three conditions 
the auditor is performing quasi-judicial functions, in that he has to apply 
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cthe rules and orders as they stand, irrespective of the position of the 
-person against whom they are enforced. He may not relax or waive the 
Tules, except where he is specifically empowered to do so. 

263. In conducting the audit in respect of propriety _the audit officer 
has to scrutinise the expenditure from the point of view of an adminis
trative authority. He is required to see that the general principles of 
legitimate finance are borne in mind both by disbursing officers and by 
sanctioning au~horities, and it is his duty in audit not only to offer any 
necessary criticism of their acts, but also to assist them in protecting the 
interest of the tax-payers, in developing revenue, and in effecting econo
mies in expenditure wherever possible. This class of audit, which is 
ordinarily known as Higher Audit, is, therefore, not a 'J.rul,tter of mere 
application of rules and regulations. It requires an intelligent and 
detailed scrutiny directed to the avoidance of wasteful and extravagant 
-expenditure. c 

264. It will thus be apparent that, however courteously and carefully 
can auditor may conduct his work, his task is delicate and his duty, if 
·carried out conscientiously, is liable to misrepresentation and attack. 
At the same time the responsibility laid upon him is great, both to the 
Legislature as representing the tax-payers, and to the executive and 
,other authorities responsible for the financial control of expenditure. 
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CHAPTER 14. 

Audit of Sanctions. 

265. The first condition governing expend1ture.-As explained in 
the previous Chapter, the first of the important functions of Audit is to 
see that each item of expenditure is covered by the sanction of the 
authority competent to sanction it. The duty of audit in this regard 
is thus very simply stated. Its complexity lies in the knowledge. 
and the correct application which are required of the princiJ.>les 
involved and of the present constitutional position. 

266. Application of Audit Check.-Audit check is not applied in 
India to the sanctions and orders of the Secretary of State, but only to 
sanctions accorded by the Governor General in Council or the local 
Governments, or by lower authorities. Audit is charged with the duty 
of determining whether any expenditure so sanctioned actually requires 
the sanction, either of a higher authority in India, or of the Secretary 
of State. 

267. In smaller matters, such as contingent expenditure, sanction 
may be regarded as being accorded by the signature or countersignature 
of a bill ; and in such cases it is the duty of the a11ditor to see that no 
item in the bill actually requires the sanction of a higher authority than 
the signing or countersigning officer. But the term "sanction audit" 
is more especially applied to the work of examining separately communi
cated orders authorising the incurring of specified expenditure. After 
the order of sanction has been audited and recorded, the audit of the 
expenditure against the recorded order becomes a matter of audit in 
respect of regularity. See paragraph 338. 

268. Independence of Audit in relation to Sanction Audit.-:-The 
"independence of audit ", to which a reference has been made in 
Chapter 4, is of ~special importance in relation to this branch 
of audit work. The Auditor General in India is himself independent of 
the Government of India, but the Officers of the Service are not. As 
the latter are members of a Central Service, no question of " independ
ence " arises in respect of their Audit of Sanctions accorded by local 
Governments 07 their officers, or by any authority subordinate to the 
Government of India ; but it does arise when they are required to audit 
sanctions accorded by the Government of India itself because they are 
subordinate to the authority_ whose sanctions they audit. 

269. The difficulty was met by provision made in the rules originally 
framed under Section 96D (1) of the Government of India Act of 1919 
that the audit of sanctions to expenditure accorded by the Governor 
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General in Council should be under the immediate supervision of the 
Auditor General, and that no officer employed immediately under the 
Auditor General on this duty should be subject to adverse disciplinary 
action by the Governor General in Council in respect of the discharge of 
such duties. All such sanctions were then audited by "Auditors of 
Government of India Sanctions." These posts, though still theoretically 
necessary, were later abolished, and the audit duty was retransferred 
to the offices auditing the expenditure agaillilt such sanctions, on the 
basis of a convention that, in the event of an audit objection being 
raised with which the Government of ·India did not concur, the matter 
should be taken up by the Auditor General himself. 

270. An interesting point which illustrates the importance still 
attached to this theory of independence is the inclusion, in the Auditor 
General's Rules, of a provision for the audit, by an Officer unconnected 
with the Audit Department in India, of all sanctions to expenditure 
accorded by the Auditor General himself under the powers delegated 
to him. 

271. Authority to Sanction Expenditure.-It will now be seen that 
it is incumbent upon all audit officers to make themselves fully 
conversant with the powers of sanction of the several authorities, which 
are laid down in the Statute, and in the Statutory Rules and other orders 
issued by the Secretary of State in Council, or in orders issued by the 
authorities in India, and are embodied in the various audit and depart~ 
mental codes and other publications issued by the Government of India, 
or under their authority, or by the local Governments. 

272. History prior to Reforms of 1919.-The first regulation which 
defined the authority for sanctioning expenditure from the revenues of 
India was Section 41 of the Government of India Act, 1858 (21 and 22 
Yic. Cap. 106), which subsequently appeared as Section 21 of the Govern
ment of India Act, 1915, and ran as under:-

" The expenditure of the revenues of India, 1oth in British India 
and elsewhere, shall be subject to the contr.ol of the Secre
tary of State in Council ; . and no grant or appropriation 
of any part of those revenues, or of any other property 
coming into the possession of the Secretary of State in 
Council by virtue of this Act, shall be made without the 
concurrence of a majority of votes at a meeting of the 
Council of India." 

273. Thus the entire responsibility for the control of expenditure 
from the revenues of India was vested by the statute in the Eecretary 
of State in Council. In order, however, to provide for the speedy 
disposal of public business, the Secretary of State from time to time 
prescribed limits within which expenditure might l;e incuned by the 
Government of India without previous reference to him on each 
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occasion. These instructions, before 1889, were embodied in executive 
orders, rules and regulations issued by the Secretary--of State. But it 
was not untill888 that any steps were taken to provide that expenditure 
Vi'Tongly incurred without the sanction of the Secretary of State should 
be challenged in Audit. 

274. The position was re-examined in that year ; and in 1889 for the 
first time an Audit Resolution was promulgated, which was re-issued 
with certain modifications in 1893, indicating precisely the limits of the 
~xpenditure which the Governor General in Council could incur without 
previous reference to the Secretary of State, and the Audit Officers were 
directed to require evidence of the latter's authority wherever this was 
necessary according to the. terms of that Resolution. 

275. Thereafter there were numerous revisions of this Resolution, 
.and the last edition prior to the introduction of the Reforms of 1919 
(known as the l\fain Audit Resolution) was issued on the 4th 1\Iarch 
1913. Between that date and the time of the Reforms the matter was 
brought more and more prominently to notice, and the Secretary of 
State latterly extended and insist.ed upon his powers of interference. 

276. Delegations to local Govermnents and Subordinate Authoritie~.
As regards the growth of the powers granted to local Governments, 
it is sufficient to note that an important resolution was issued in 
1897 defining those powers. Since then, as a result largely of the work 
of the Decentralization Commission of 1909, their powers were increased 
()Onsiderably and a new Resolution defining the powers of sanction of 
local Governments in respect of Provincial and Imperial expenditure was 
issued in July 1916. This was known as the Provincial Audit Resolu
tion. 

277. History of delegat£on.-The Statutory Rule quoted in para
graph 272 required that all expenditure in India should be sanctioned 
by the Secretary of State in Council. It was not until many years 
late~ that. it was r~alised that this S~atutory Rule gav_e the Secretary 
of State ill Counc1l no power to d1vest h1mself of th1s responsibility, 
and that he could not make any general assign•nent of his C)ntrol 
either to t'1e Government of India or to any province or body 
subordinate to it, without an evasion o' the spirit and an infraction of 
the letter of the Act of Parliament. In 1916 the following proviso was 
.added to Section 21 of the Government of India Act, 1915, in order to 
get over this difficulty :-

" Provided that a grant or appropriation made in accordance with 
,. })rovision~ or res~ric!ions prescribed by the Secretary 

of State ill Council w1th the concurrence of a majority of 
\'Otes at a meeting of the Council shall be deemed to be made 
with the concurrence of a majority of such votes." 
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This amendment made the position clear and legalised the delegation 
of powers by the Secretary of State to authorities in India. 

278. Even under the then existing orders it was found that the posi
tion as regards delegation was very complicated. The Secretary of 
State held that the powers exercised by the Government of India or the 
local Government were merely delegated by him, and that the Govern
ment of India or the local Governments could not delegate to subordi
nate authorities powers entrusted to themselves without the sanction of 
the Secretary of State. The whole question was, therefore, examined 
in detail ; and with the approval of the Secretary of State a set of financial 
rules was issued in 1917 clearly defining not the actual powers to be
exercised in each case but the maximum limits up to which powers may 
be delegated to subordinate authorities without reference to the Secre
tary of State. 

279. The Resolutions defining the powers delegated by the Secretary. 
of State to the Government of India and to the local Governments, and 
the rules defining the extent to which the delegated powers could be re
delegated to the subordinate authorities, were revised up to the 1st June 
1918 and published in a volume called the "Book of Financial Powers." 

280. Control by the Government of India over local Governments 
before the Reforms of 1919.-The control of the Secretary of State over 
the powers of expenditure of the Government of India and of the local 
Governments has so far been examined. It is now necessary to 
describe briefly the constitutiond ).o:;ition before the Reforms of 1919 
as regards the powers of control of the Government of India over 
local Governments. Under Section 45 of the Government of India 
Act, 1915, every local Government was bound to obey the orders of 
the Governor General in Council and " to keep him constantly and 
diligently informed of its proceedings in all matters which in its 
opinion should be reported to him or as.to which he requ~es inform
ation". Since the Government of India were generally responsible 
for provincial solvency, the financial control that was exercised was 
detailed as well as rigid, and financial settlements were based definitely 
on the requirements of the various provinces. So far as provincial 
expenditure was concerned, the local Governments exercised limited 
powers delegated to them by the Secretary of State. 

281. Relevant features of the Reforms Scheme in regard to Provincial 
matters.-One of the fundamental principles, on which the new consti· 
tution under the Reforms of 1919 was based, is that the Provinces should 
be given the " largest measure of independence of the Government of 
India which is compatible with the due discharge by the latter of its own 
responsibilities ". This was effected partly by complete separation of 
the sources of revenue and partly by relaxation of the orders under 
which proposals for provincial expenditure had to be submitted to th 
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Secretary of State for his approval. The following is a brief description 
of the measures adopted to achieve this object :-

(i) In Governors' Provinces the functions of the local Govern
ments have been distinguished from those of the Governor 
General in Council by a division of the subjects which 
are placed under their respective administrative control. 
Those subjects which remain under the administration 
of the Governor General in Council are called " Central " 
subjects, while those which have been placed under the 
control of the local Governments are called " Provincial " 
subjects. The local Governments frame their own budgets 
which are passed by the Legislative Councils, which 
contain a large elected majority. 

(ii) The provincial subjects have been further divided into (a) 
"Transferred" and (b) "Reserved". The former includes 
those subjects which it was considered could be entrusted 
to the popular control and have been placed under the 
charge of the Govemor acting with Ministers, who are 
appointed from th6 elected members of the Legislative 
Council. The latt-er class includes subjects which have 
not been so transferred and are placed undP.r the charge 
of the Governor in Council. 

NOTE.-A complete list of subjects classified as Central, Provincial reserved and 
.Provincial transferred, respectively, is given in Schedules I and II of the Devolution Rules. 

(iii) Local Governments are given powers to borrow in the open 
market for their own purposes, subject to certain restric
tions, while the local Legislative Councils are empowered 
to pass laws imposing fresh taxes of certain specified 
kinds. 

,(iv) Under the rules framed under Section 96B (2) of the Govern
ment of India Act, the power to make rules regulating the 
method of recruitment, eouditions of service, pay, allow
ances and pensions of provincial and subordinate services 
and of officers holding special posts has been delegated to 
the local Governments of Governors' Provinces. 

(v) In regard to expenditure on provincial transferred subjects, 
the local Government, that is to say the Governor acting 
with l\linisters, has been given full powers except in respect 
of All-India Services and of Officers holding the King's 
Commission. The local Government has also been autho
rised t<~ delegate any of its powers t<~ an authority sub
ordinate t<1 it, after previous consultation with the }'inance 
Department, t<~ such extent as may be required for the 
convenient and efficient despatch of public business. 
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(vi) In regard to expendi~ure on provincial reserved subjects, 
the powers of sanctiOn of the local Governments, that is 
~o say, the. Governors in Council, have been very largely 
mcreased mther by rules made under the Act, which have 
receive.d the approval of both Houses of Parliament, or by 
executive orders of the Secretary of State, and they have 
now full powers, except in respect of the following :-

(a) Pay, allowances, etc., of All-India Services, and Officers 
holding the King's Commission; 

(b) The expenditure of the Provincial Governors ; 

(c) Revisions of establishment involving an annual ex
penditure exceeding a certain limit ; 

(d) Capital expenditure upon irrigation and navigation works, 
including docks and harbours, and upon project11 for 
drainage, embankment and water storage and the 
utilisation of water power, where the original esti
mate exceeds Rs. 50 lakhs. 

The local Governments may also, with the previous consent of the · 
Finance Department, delegate such power upon such conditions as they 
may think fit to any officer subordin~te to them. 

282. The introduction of the Reforms of 1919 has, therefore, had thO' 
effect of handing over the control over expenditure in respect of provincial 
transferred subjects from the Secretary of State in Council to the Legis
lative Councils, except in the case of All-India Services and of Officers. 
holding the King's Commission. In regard to provincial reserved sub
jects the Secretary of State still retains his statutory control; and the· 
powers of expenditure on these subjects enjoyed by the local Govern
ments are derived from delegations made by him under the provisions. 
of Section 21 of the Act. 

283. Control by the Government of India under the Reforms of 1919.·
Practically no control is exercised by the Government of India 
over the provincial expenditure. In cases where the sanction of the 
Secretary of State is required, it is laid down that every application for
his sanction should be addressed to the Governor General in Council, 
who shall (except in the circumstances explained in the next paragraph, 
in which he can himself accord sanction) forward the same for the orders 
of the Secretary of State in Council with his recommendations and with 
such further explanations of the proposal as he may have seen fit to 
require from the local Government. 

284. The Governor General in Council has power at his discretion to 
€auction on bihalf of the Sfcretary of State in Council the following itE:ms. 
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of expenditure in cases in which they require a reference to the Secretary 
·of State:-

(a) the grant in an individual case of any increase of pay; or 
(b) the creation or extension of a temporary post. 

If he himself does not exercise his discretion and sanction the proposal, 
he may, and, if he dissents from the proposal, shall forward the applica
tion with his recommendations, and with such further explanatiOns of 
the proposal as he may have seen fit to require from the local Govern
ment, for the orders of the Secretary of State in Council. · 

285. It will be seen that in respect of provincial expenditure the 
Government of India now merely offer their advice or their comments in 
forwarding schemes for the sanction of the Secretary of State in Council. 
At the same time, in dealing with Provincial matters of sufficiently 
grave importance to justify direct action, the Governor General in 
Council can at any time exercise, in respect of reserved subjects (see 
Devolution Rule 13), . the powers of superintendence, direction and 
control conferred on him by Sections 33 and 45 of the Government of 
India Act. In regard to transferred subjects these powers are limited 
by the terms of Devolution Rule 49. 

286. Powers of tlle Government of lndi{l in regard to Central sub}eds.
With regard to " Central " subjects, that is to say, subjects under 
the control of the Central Government, the powers of the Govern
ment of India have also been considerably enhanced, but in the matter 
of control by the Secretary of State the position is the same as in the case 
of provincial reserved subjects. The classes of expenditure from Central 
revenues upon subjects other than provincial subjects which the Gover
nor General in Council may not sanction without the previous consent of 
the Secretary of State in Council are clearly defined in the new " Book of 
:Financial Powers " and, in respect of Railway matters, in a separate 
publication entitled the " Schedule of Powers of the Government of 
India, Railway Department (Railway Board)". It has also been pro
vided that the Governor General in Council can delegate the powers 
J)Oilsessed by him either to any officer subordinate to him, or to a local 
Government acting as his agent in relation to Central subjects, upon 
such condition as he may think fit. The orders of delegation passed 
under this rule may contain a provision for re-delegation by the author
ity to which the powers are delegated. 

287. Expenditure involving ldgher sanction at a later d.ate.-A.nother 
important limitation put upon the powers of the Governor in 
Council and the Governor General in Council in respect of Provincial 
reserved subjects and Central subjects respectively is that the 
sanctio~ of th~ Se.cre_tary of. State in Council is necessary to any 
tlXpendtture wh1eh 1s likely to mvolve at a later date expenditure beyond 
the power of sanction of those authorities. 
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288. This rule was previously included in the old Main Audit Resolu
tion; but at ,the time of the Reforms it was transferred to the 
Auditor General's Rules as one of the canons of financial propriety, which 
made the Auditor General responsible for seeing that no authority should 
incur any expenditure which might involve at a later date expenditure 
beyond its own power of sanction. The effect of the inclusion of this 
rule in the Auditor General's Rules was that, in case of a breach of this
canon, audit could report the matter to the Governor General in Council 
or to the local Government as the case might be ; but if the matter was 
not redressed by such report, all that audit could do was to require its 
report by the Finance Department of the Government concerned to 
the Public Accounts Committee (Rule 14 (i) of the Auditor General's 
Rules). This course was not considered to be proper in cases in which 
the Secretary of State is the authority directly concerned, and when 
audit holds that an authority in India has accorded a sanction which 
should have been accorded by the Secretary of State. 

289. The defect in this rule was therefore brought to the notice of the 
Secretary of State by the Auditor General in paragraph 55 of his letter 
No. 234 Rep/4-28, dated lOth July 1928, forwarding the Appropriation 
Accounts for the year 1926-27 and the Reports of the Audit Officers. 
thereon; and in 1929 the rule was retransferred from the Auditor General's 
Rules to the various Books of Financial Powers. 

290. {a) The following is an exatnple of a case falling under this. 
rule. A local Government wished to create certain temporary appoint
ments as an experimental measure with the object of constituting small 
areas within a district with a gazetted officer in charge of each. It 
was considered almost certain that the result of the experiment would 
be the introduction of the system permanently in that province. It. 
was held then that it would probably involve at a later date expendi
ture beyond the powers of the Government of India and that the sanc
tion of the Secretary of State should therefore be obtained in the first-
instance. . 

(b) Another typical example is a case in a Governor's provin.ce in 
which an additional post of a Chief Engineer was sanctioned for 7-f 
years and a member of the permanent establishment was appointed 
to that post. In consideration of the arduous nature of the work and 
other reasons, a special pay of Rs. 300 was granted by the local Govern
ment for two years to the holder of the post. Under the rules in force 
the continuance of the special pay beyond two years required the sanc
tion of the Secretary of State in Council. The local Government sanc
tioned the special pay for two years only on the ground that the meum
bent of the post was due to retire after that period. The grounds alleged 
for its grant would, however, be equally applicable to his successor ; 
and consequently there was every likelihood of the special pay being 
continued beyond that period. It was therefore held in audit that the-
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sa.nction of the Secretary of State in Council should be obtained initially 
to the grant of the special pay in question. 

291. Grouping for the purpose of sancticn.-A further important 
point in the old :Audit Resolution was the stat('ment that, in detemlin· 
ing the authority competent to sanction a work, a group of works 
which forms one project shall be considered as one work, and the 
necessity for obtaining the sanction of a higher authority to a P!oject is 
not avoided by reason of the fact that the cost of each particular work. 
in the project Ill within the powers of sanction of the lower 
authority. Though it has not been considered necessary to include this 
principle in the several Books of Financial Powers, it is still in force 
and has been issued as an Audit Instruction by the Auditor General .. 

292. It is very difficult to devise any general formula '\\·hich '\\·ill in 
each case decide the question whether two or more schemes or projects 
must be considered so connected as to form essentially one scheme or 
project. It was ruled in 1916, with the approval of the Secretary of 
State, that the following two tests should be applied :-

(i) Can the expenditure on any local area or iii respect of one set 
of conditions be confined thereto or must it lead to fmther 
outlay? 

(ii) Is there a central idea underlying a scheme for one establish
ment which it is intended to apply to other establishments ? 

For the practical application of these tests, the following instructions
were also issued with the approval of the Secretary of State for the
guidance of the Audit Officers:-

(i) In dealing with specific cases, the initial presumption should 
be in favour of a local Government's contention that the 
particular scheme does not involve further el:Jlenditme 
which would require the sanction of higher authority, and 
the Audit Officer should not traverse this contention with· 
out what he deems to be cogent evidence to the contrary .. 

(ii) If an Audit Officer holds that, although a scheme does not 
require the Secretary of State's sanction by reason of its 
own magnitude, but ought to be submitted to him because 
it is likely to lead to a larger' scheme, he is not entitled to 
require that the first scheme be held up until the details of 
the larger scheme have been worked out. All he is entitled 
to say is that the first scheme requires the Secretary of 
State's previous sanction by reason of the fact that .. the 
expenditure which it involves cannot really be kept wit1in 
the limit of the financial powers of the local Government, 
but will lead later on to larger, perhaps much larger,. 
outlay. 
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(iii) Where a local Government has made provisional arrangements 
pending the introduction of a larger and more satisfactory 
scheme, these arrangements must be treated by them~ 
selves. They are not a part of the larger scheme, but 
merely a substitute therefor. 

293. In 1920, the Government of India made an amendment with 
the approval of the Secretary of State in the Book of Financial Powers 
to the effect that, in order to determine whether a particular item is or 
is not part of a scheme, the test is whether the Government is ready to 
go on with the scheme even though sanction is refused to that item. 

294; In this connection the study of some of the previous decisions 
on the subject will also be helpful in arriving at reasonable conclusions ; 
and some of them are, therefore, quoted below :-

(i) In connection with the Dacca Capital Project, the Secretary of 
State, in April1909, expressed himself to the following effect:-

" The chief question which I am called upon to decide is whether 
the various buildings required for the establishment at Dacca of the 
Head Quarters of the Province of Eastern Bengal and Assam are to be 
regarded as forming one Project. The decision must clearly depend to 
a considerable extent on the views expressed on previous occasions by 
the Secretary of State for India in Council when similar questions have 
come before him. So far as I have been able to ascertain, there have 
been two occasions on which the Secretary of State has been called upon 
to consider whether separate and distinct buildings required for the pur
pose of an administrative improvement are to be regarded as forming a 
single project. The action taken in the two cases was as follows :-

(a) In 1876, the Government of India proposed to spend 
£150,000 on improving the sanitation and water supply of 
Simla, erecting quarters for officers and clerks, and other 
measures, and this expenditure was sanctioned by the Secre
tary of State. In the following year the Government of 
India sub)llitted a statement showing that in addition to the 
items already sanctioned they contemplated the construc
tion of a new house for the Viceroy, that they had spent 
£7,000 in acquiring a site, and that pending the comple
tion of the designs and estimates they had ordered improve
ments costing £10,000 in the house which His Excellency 
then occupied. In his reply of the 7th June 1877, No. 29-
Public Works, the l\Iarquess of Salisbury decided that these 
expenses and any others which it might be proposed to incur 
at Simla for the purpose of making it more suitable as a 
Summer Residence for the Viceroy and his officers must be 
looked upon as belonging to the same work as that 
for which expenditure has already been sanctioned, and 
that it would, therefore, be necessary before the proposed 
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additional works were actually commenced that estimates 
for their construction should be sanctioned in the regular 
manner and approved by Her l\Iajesty's Government. The 
Earl of Kimberley's concurrence in the views of the Mar
quess of Salisbury was clearly and emphatically expressed 
in his Despatch Ko. 3-Public \Yorks, dated 12th February 
1885. 

(b) In 1907, as you are aware, I decided that various items of 
expenditure incurred for the acquisition of certain sites 
and construction of buildings to provide additional accom
modation for the Viceregal Establishments at Calcutta 
must be regarded for purposes of sanction as one scheme, 
although the several buildings were dealt with by you as 
separate schemes. 

Having regard to the precedents I am unable to decide otherwise 
than in the sense suggested by the Examiner the question now under 
consideration, but I may observe that even if no precedents were avail
able I should be of opinion on general grounds of reasonableness that 
the works included in the building programme required for the estab
lishment of a new Provincial Head Quarters must be regarded for the 
purpose of Financial sanction as forming one project." 

(ii) The Secretary of State in his Railway Despatch Ko. 48 of 1913 
accepted the proposal of the Government of India which may be sum• 
marised thus: "The Railway Board proposes that interdependence 
should be the determining factor in deciding whether two or more works 
must be regarded as forming a group of works for purposes of sanction. 
We agree that this is the principle which should ordinarily be adopted 
• . . . . .. We would add that in emphasising the importance of the 
principle of interdependence as the test to be ordinarily applied we do 
not desire rigidly to fetter the discretion of audit authqrities as there 
may be circumstances in which grouping may be held necessary with 
reference to financial considerations even though the test of inter
dependence is not dearly satisfied." 

Thus, at least in the case of Railway works, the interdependence 
of works has been rl'garded as the determining factor. It has there· 
fore to be considered in each case whether or not a particular work is 
complete in itself for the purpose it is int{'11ded to serve, independently 
of the construction of another work of the same or a different class, 
whether in juxtaposition to it or separated from it by a distance. 

(iii) In 1914, in connection with the transfer of the headquarters 
of the Sibsagar District from Sibsagar to Jorhat and the consequent 
expenditure on several new works in the new district headquart~rs, the 
cost of which if groupt.>d t(Jgether would have exceeded the powers of 
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sanction of the Government of India, the Auditor General expressed 
his opinion as under :-

"In this particular case_, 'I do not think that mere coincidence of 
.time and space necessarily brings all works within one project. There 
must be a link of purpose as well as of time and space." 

(iv} The Secretary of State decided that the following were to be 
.considered as schemes for purpose of sanction :-

(1) Various improvements in the accommodation for the Viceroy's 
entourage at Calcutta carried out at the same time. 

(2) Revisions of establishments for the offices of-

(i) The Chief Engineer and Secretary. 

(ii) The Examiner, Public Works Accounts. 

(iii} The Circle, Divisional and Sub-Divisional Offices necessi· 
tated by the creation of the new province of Eastern 
Bengal and Assam. 

(v) The Auditor General treated the following as " schemes " for the 
purpose of sanction and these decisions were accepted without comment 
.by the Secretary ..of State :-

(i) The changes accepted by the local Government on the report 
of a Committee to enquire into the methods of work, the 
rates of pay and the adequacy of the subordinate estab
lishments in all Government offices in the United Provinces . 

. (ii) The increase in cost, over that shown in the original proposi
tion statement for the estimated cost of effecting all the 
changes effected in the United Provinces as a result of the 
report of the Police Commission, when all those changes 
had been carried out and the actual cost could be stated. 

(vi) The Royal Decentralization Commission in paragraph 132 of 
their report stated : " The question to be asked in such a case is whether 
exp3nditure in one or two districts could stop there or whether it must 
iMvitably lead to outlay elsewhere. In the former case the expenditure 
-im:mdiately contemplated should be considered by itself, in the latter, 
the financial result of its general application must be taken into account." 

. ...,_ 
295. S() far, expenditure incurred at or about the same time ha'l been 

con:~idered. But account has al >O to be taken of expenditure which will 
be incurred at a comparatively distant date. Such expenditure need not 
be included in the cost of a scheme, unless the object of the expenditure 
jg a direct and inevitable consequence of the expenditure on those parts 
o£ the sch9m~ which are to be undertaken at or about the same time, 
.which~expenditure has to be ill.cluded in the cost of the scheme for the 
-purpose o£ sanction. 
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296. Inasmuch as the power of sanction depends upon the amount 
of an estimate, there must be sometimes a temptation to keep an estimate 
within the power.~ of sanction of a subordinate authority by omitting 
from it a few of the less important features. It is important, then, to 
have some working rule as to the subsidiary works which must be in· 
eluded in the project estimate of a large scheme. This rule may be 
expres~~·~l thus :-" A project estimat-e for a scheme should contain 
estimates of all those subsidiary works which are essential in order that 
the scheme may fulfil the purpose for which it was undertaken." lt 
is also desiral>le that it should contain estimates of all those works which 
are e.~sential in order that the scheme may meet the probable immediate 
demand for the service to render which it is undertaken. But Audit 
cannot insist on the acceptance of the latter proposition in the framing 
of estimates while it can in respect of the former. 

29?. Though it is diffkult to formulate these rules in words it is easy to 
show their application to concrete instances. If a Railway is being 
constructed it must have at least one line of rails, and some stations, 
engines and rolling stock, and the cost of these must be included in the 
project estimate. To meet the probable immediate demand it might be 
preferable to have a broad gauge line and stations every five miles, and if 
the money were available it would be more economical to build the line 
on that scale at once. But if it be decided to build the Railway on the 
metre gauge .with stations every ten miles, and if thereby the estimated 
cost be brought within the powers of sanction of a lower sanctioning 
authority, Audit can raise no objection. 

298. It is, of course, understood that, if any one item of a scheme 
requires the sanction of higher authority, effect should not be given 
to that itetn before sanction to it is obtained. In determining whether 
any other portion of the scheme may be put in hand prior to the receipt 
of such sanction, due regard must be paid to the rule quoted in paragraph 
287. 

299. Sandion to expenditure on pUblic Services.-ln dealing with 
the audit of sanctions it is necessary to indicate how the powers of 
sanction to expenditure on public Services are affected by the Reforms 
of 1919. 

300. The eonditious of service, the pay, allowances and pensions, 
etc., and the discipline and conduct of the members of the public Services, 
and of the holders of certain high and special posts, are governed by the 
provisions of the Government of India Act, or by rules made under the 
relevant sections of the Act, or by laws enacted in accordance therewith. 

301. Under the provisions of Sections 29 and 30 of the Act, appoint
m~nts to public Services are sometimes made by contract effected 
between au individual person and the Secretary of State in Council or 
an authority in India on behalf, and in the name, of the Secretary of 
Stat-e in Council. 

E 
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302. Section 96B (2) of the Act authorises the Secretary of State in 
Council to make rules regulating the classification of the civil Services 
in India, the method of their recruitment, their conditions of service, 
pay and allowances, and discipline and conduct. Such rules may, to 
such extent and in respect of such matters as may be prescribed, delegate 
the power of making rules to the Governor General in Council or to local 
Governments, or authorise the legislatures in India to make laws regu
lating the public Services. 

303. Olass·ification Rules.-Under this section the Secretary of State 
in Council has framed certain rules, called the " Civil Services 
(Classification, Control and Appeal) Rules ", regarding the classification 
of the public civil Services in India, the recruitment of members for 
those Services, their pay, allowances and pension, and their discipline 
and conduct. These rules are applicable to every person in the 
whole-time civil employ of a Government in India except-

(a) persons for whose appointment and conditions of employment 
special provision is made by or under any law for thi 
time being in force ; 

(b) persons in respect of whose conditions of service, pay and 
allowances and pension, or any of them, special provision 
is made in the contract, to which reference has been made 
in paragraph 301. 

Provided that, in respect of any matter not covered by the provisions 
special to him, his service or his post, these rules shall apply to any person 
coming within the scope of these exceptions to whom, but for these 
exceptions, the rules would otherwise apply. 

NoT:e.-Clause (a) above covers the case of certain Railway servants and others, in 
respect of whom separate Classification Rulea are in contemplation. 

304. The classification made under these rules divides the public 
civil Services in India into six classes-

(!) the All-India Services; 

(II) the Central Services, Class I ; 

(Ill) the Central Services, Class II ; 

(IV) the Provincial Services ; 

(V) the Specialist Services ; 

(VI) the Subordinate Services. 

305. (a) The power to make rules regarding the method of recruit
ment, conditions of service, pay and allowancesr etc., of the All-India 
Services, and of l\Iilitary Officers and Officers of the Royal Indian Marine 
holding the King's Commission, who are appointed to a post in any of 
the public Services in India, is reserved to the Secretary of State in Council. 
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(b) In regard to (II), the power to make rules regulating the condi
tions of service, ete., of the Central Services, Class I, has (with specified 
exceptions) been delegated to the Governor General in Council, subject 
to the control of the Secretary of State in Council in certain respects. 

(c) In regard to (III), full power to make rules regulating the condi
tions of service, pay and allowances, etc., of the Central Services, Class 
II, has been delegated to the Governor General in Council. 

(d) As to (IV), the power to make rules on these subjects in respect 
of the Provincial Services has been delegated to the local Governments 
of Governors' Provinces, subject to certain minor reservations in respect 
of first appointment to, and increase or reduction of the number of posta 
in, these Services, requiring the intervention of the Secretary of State 
in Council or of the Governor General in Council. 

(e) As regards (V), full powers have been delegated to the Governor 
General in Council and the local Government of a Governor's Province 
to determine the posts to be held by members of the Specialist Services 
under their respective administrative control, and to appoint persons to 
hold them, and to make rules prescribing the conditions of service, the 
pay and allowances, and pensions, if any, of the incumbenta of such posts ; 
subject only to the condition that no such post, if its creation would 
adversely affect any member of an All-India Service, or certain Central 
Services, Class I, shall be created without the previous sanction of the 
Secretary of State in Council. 

(f) As regards (VI), full power to make rules providing for the first 
appointment, method of recruitment, number and character of posts and 
conditions of service, pay, allowances and pensions, of the Subordinate 
Services under the administrative control of a Government has been 
delegated to such Government. 

306. These Rules also provide that any rule made by an authority 
in India in exercise of the powers thus delegated to it may, for reasons to 
be recorded iu writing by the Governor General in Council or the local 
Government as the case may be, be relaxed in individual cases in which 
that authority is satisfied that a strict application of the rule would 
cause hardship to the individual concerned. 

~C7. D(ltgatlon of power.-As pointed out in paragraphs 277 to 279 
above, the question of delegation was very complicated before the in
troduction of the Heforms. At present, however, the Governor General 
in Council and the local Governments have been given specific powers 
and they are at liLerty, after previous consultation wit}J. the Finance 
Department of their Government, to delegate, with or without condi
tions. to any officer subordinate to them, or (in the case of the 
Governor General in Council) to a local Government acting in relation 
to Central subjects as the agent of the Governor General in Council .. 
any of tht' powers of sancti•)ning expenditure which they themselves 

E2 
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possess. As already stated, it has further been ruled by the Secretary 
of State that any orders of delegation which the Governor General in 
Council may issue may also contain a provision to the effect that the 
authority to which the powers are delegated may in turn re-delegate any 
of its powers to any lower authority. 

303. Perioil of Validity of Sanctions.-Any sanction accorded by a 
competent authority remains valid for the specified period for which 
it is accorded, subject in the case of voted expenditure to the voting of 
supply by the legislature in each year. 

309. Audit of Sand,ions as distinguished from Audit of expenditure 
:lgainst Sanctions.--It will be observed that this Chapter has dealt 
almost exclusively with an examination of the powers of sanction of 
various authorities in India ; and it will be seen how complex a matter 
is the audit of sanctions, and how important it is for Audit Officers to 
study the subject with care and to apply it with intelligence. Wb.en 
once orders of sanction, separately communicated, have been exa
mined, admitted in audit, and recorded, the audit of expenditure 
against the audited sanctions becomes a simple matter, and will be 
found to be one of the items of check prescribed in Chapter 16. 
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CHAPTER 15. 

Audit against Provision of Funds. 

310. The second condition governing expenditure.-The second of the 
four main conditions governing expenditure, mentioned in Chapter 13, 
which Audit has to examine, is that there is provision of funds sane· 
tioned by competent authority fixing the limits within which the 
expenditure which is being audited may be incurred. 

311. Autlwrity for sanction of funds.-For the purposes of determin· 
ing the authority which can provide funds, the Government of India Act 
of 1919 divides expenditure into two classes, namely, (1) Voted and (2) 
:\'"on-voted. The former class includes the items for which the 
provision of funds is subject to the vote of the legislature ; while funds 
for the latter class are sanctioned by Government without reference 
t.o the legislature. The latter class includes only the following 
items:-

CENTRAL EXPENDITURE. 

(i) Interest and sinking fund charges on loans. 

(ii) Expenditure of which the amount is prescribed by or under any 
law. 

(iii) Salaries and pensions payable to or to the dependants of-

(a) persons appointed by or with the approval of His ~Iajesty or 
by the Secretary of State in Council ; 

(b) Chief Commissioners and Judicial Commissioners; 

(c) persons appointed, before the first day of April 1924, by the 
Governor General in Council or by a local Government, to 
services or posts classified by rules under the Act as superior 
services or posts ; 

(iv) Sums payable to any person who is or has been in the civil service 
of the Crown in India under any order of the Secretary of State in Council, 
of the Governor General in Council, or of a Govtrnf,r, made upon an 
appeal made to him in pmsuance of rules made under the Act. 

(v) Expenditure classified by the order of the Go,;e:nwr General in 
Council as-

( a) Ecclesia.stical ; 

(b) Political; 

(c) Defence. 
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PROVINCIAL EXPENDITURE. 

(i} Contributions payable by the local Government to the Governor 
General in Council. 

(ii) Interest and sinking fund charges on loana. 

(iii) Expenditure of which the amount is.prescribed by or under any 
law. 

(iv) Salaries and pensions payable to or to the dependants of.-.:. 
(a) persons appointed by or with the approval of His Majesty 

or by the Secretary of State in Council ; 

(b) Judges of the High Court of the province; 

(c) the Advocate General; 

(d) persons appointed, before the first day of April, 1924, by the 
Governor General in Council or by a lucal Government, to 
services or posts classified by the rules under the Act as 
superior services or posts ; 

(v) As in clause {iv) under Central Expenditure. 

NoTE.-The expression" salaries and pensions," as used in clause (iii) of the Central 
Expenditure and in clause (iv) of the Provincial Expenditure, includes remuneration, 
allowances, gratuities, any contributions (whether by way of interest or otherwise) out 
of the revenues of India to any provident furld or family pension fund, and any other 
payments or emoluments payable to or on account of a per:;on in respect of his office. 

312. Budget.-A statement of the estimated annual receipts and 
expenditure of the Governor General in Council, in respect of central 
subjects, arising both in India and England, is prepared by the Finance 
Department ann presented to the Central Legislature. This statement 
is generally known as "the Budget." A similar Budget is prepared 
by the Finance Department of each local Government in respect 
of provincial receipts and expenditure, and is presented to the Pro
vincial Legislative Council. 

313. Demands for Grants.-The proposals of the Governor General 
in Council or of the local Government, in respect of money required 
for voted expenditure included in the Budget, are submitted to the 
vote of the legislature in the form of." Demands for Grants." It is 
for the Finance Member to settle the form in which the demands 
should bll presented, but ordinarily a separate demand is proposed 
for each Department of Government. Each demand contains, first, 
a statement of the total amount required, then, a statement of the 
detailed estimate under each demand divided into items. The demand 
is however subject to the restriction that, if any expenditure requires 
the sanction of the Secretary of State in Council, it should not be 
included in i.t unleSB the required sanction has already been obtained. 
An exception to this rule is allowed in cases of extreme urgency, where 
the time available is so short that sanction cannot be obtained even 
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by telegram ; but in such cases a report is required to be made to ihe 
Secretary of State as soon as possible after the presentation of the 
demands. 

314. The legislature can vote only on proposals so placed before it 
by Government. It cannot grant more than the demand nor can it 
make a grant for any expenditure not ineluded in the demand. 

315. When the demands for grants are presented, the Central legisla
ture may act in any of the following ways when voting upon each 
demand:-

(a) It may assent to the demand ; 

(b) It may refuse its assent to the demand; or 

(c) It may vote a grant of an amount less than that demanded . 

.A. provincial legislature may act similarly; and may also, whe:t re
ducing the amount of a demand as at (c) above, specify the particular 
item or item~ of expenditure proposed in the demand which it intends 
should be omitted or reduced as the case may be. 

316. POU'ers of the Governor General and of Got'ff?lQ1's.-The control of 
the legislature is not, howew~r, final, as the Act gives the Governor 
General and the Governors certain powers, which ar~ detailed below, to 
incur expenditure even though it bas not rec:.eived the as~ent of the 
legislature. 

CENTRAL ExPENDITl'RE. 

' The demands as vot.ed by the Legislative Assembly shall be sub
mitted to the Governor General in Council who shall, if he declares 
that he is satisfied that any demand which has been refused by the 
Legislative Assembly is essential to the discharge of his responsibilities, 
act as if it had been assented to, notwithstanding the withholding of 
such assent or the reduction of the amount therein referred to, by the 
Legislative Assembly. 

Notwithstanding anything in this section the Governor General shall 
have power, in cases of emergency, to authorise such expenditure as may, 
in his opinion, be necessary for the safety or tranquillity of British India. 
or any part thereof." 

PROVI:SCU.L EXPE:SDIITRE. 

"The local Go>ernment shall have power, in relation to any such 
demand, t.o act as if it had been assentBd to, notwithstanding t!J.e with· 
hollling of such as&nt or the reduction of the amount therein referred 
to, if the demand relat~s to a reser>eJ subject and the Governor certifies 
that the expenditure provided for by the demand is essential to the 
dh-charge of his responsipility for the subject ; and the Governor :hall 
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have power in cases of emergency to authorise such expenditure as may 
be in his opinion necessary for the safety or tranquillity of the province, 
or for the carrying on of any department." 

317. It will be noticed that there is an essential difference between 
the powers of a Governor and those of the Governor General. In cases 
of emergency both can authorise expenditure ; but, in other cases, while 
the Governor can sanction expenditure which he certifies to be necessary 
for the discharge of his responsibilities only in the case of certain sub
jects classified as "Reserved", the Governor General in Council can 
adopt this procedure in the case of all expenditure under his control. 
This ·difference is due to the fact that in the case of central subjects no 
portions are transferred to popular control and placed entirely under 
the control of the legislature. 

318. Grants and Appropriations.-The Demands for grants, which as 
already stated, relate to the votable part of the Budget, when voted 
and passed by the legislature become "Grants" available for expendi· 
ture within the scope of the Demands as explained in paragraphs 
326 and 32 i. The remaining portion of the Budget is passed by the 
Government of India or the local Government, as the case may be. The 
assignments made by Government from the non-votable portion of 
the Budget to meet specific expenditure on non-voted items are called 
"Appropriations." 

319. Sub-heads of Grant and of Appropr1'at·ion.--For purposes ( f 
financial control, the grant or appropriation i;; divided into a number 
of units, called "sub-heads", each of which may be divided or sub
divided as may be necessary into primary or secondary units of 
appropriation. 

320. The distribution of allotments under sub-heads is usually 
effected as under :-

(i) The whole or a part of the allotment under a sub-head may 
be placed at the disposal of a controlling authority or a 
disbursing officer ; or the sub-head may be broken up into 
a number of primary or secondary units (to cover a numlJer 
of items of expenditure or a number of detailed heads of 
account) and the allotment for any of these, wholly or in 
part, may be placed at his disposal. 

(ii) A controlling officer, at whose disposal an allotment for an 
unit or a portion of it has been placed, may, out of it, allot 
funrlil for expenditure on a specific item, or on a group of 
items. 

(iii) The sum total of all allotments made by any controlling 
authonty from a unit should not exceed the amount of 
the unit, or a portion thereof, placed nt. his disposal. 
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321. Supplementary Grants.-The amount of a grant once sanctioned 
by the legislature cannot be reduced even by that authority, although 
for the purpose of control the Executive Government has power to 
require its officers to spend a smaller sum than that sanctioned by the 
legislature. The grant can, however, be increased with the sanction of 
the legislature in the following cases :-

(i) When the amount of a grant voted in the budget is found 
to be insufficient for the purpose of the current year ; or 

(ii) \\<'b.en a need arises during the current year for expenditure, 
for which the vote of the legislature is necessary, upon 
Bome new service not contemplated in the budget for that 
year. 

In such cases, an estimate for the supplementary or additional grant 
is submitted to the vote of the legislature, and that body deals with it 
in the same way as if it were a Demand for a Grant. An estimate may 
be presented in respect of any demand to which the legislature has pre
viously refused its assent or the amount of which it has specifically 
reduced. 

322. Re-appropriations.-Within the amount of the grant as voted 
by the legislature, and subject to the limitations in regard to new services, 
the Government possesses full powers of transferring the provision from 
one w1it to another by a formal order of re-appropriation, provided 
that such action shall not have the effect of restoring an item omitted 
or reduced as explained in paragraph 315. For example, the 
Finance Department of a local Government has been given power 
t.o sanction any re-appropriation within a grant from one major, minor or 
subordinate head to another. The Member or Minister in charge of a 
department has power to sanction re-appropriations within a grant 
between heads subordinate to a minor head, provided the transfer docs 
not involve undertaking a recurring liability. 

323. Re-appropriation from one grant to another is not permissible, 
as such re-appropriation would have the effect of reducing and increasing 
respectively the t'l'fl') grants. The powers of re-appropriation within 
the grants are regulated by rules made by the Governor General in Council 
and the respective local Governments. 

324. The powers quoted in the last two paragraphs refer only to 
expenditure from grants, that is t.o say expenditure in respect of those 
services for which the vote of the legislature is required. So far as non
voted services are concerned, any expenditure in excess of the appro
priation, that is t.o say the estimate for that head shown in the budget 
for the year, can be incurred only after consultation with the Finance 
Department. Where no vote of the legislature is involved, there is no 
restri(.'tion on re-appropriation corresponding with the restriction for
l•idding re-appropriation from one grant to another. The finance 
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Department may frame rules regulating the procedure of re-appropria
tion within or between non~voted appropriations. 

This rule applies only to expenditure on provincial subjects. As 
regards central subjects the Governor General in Council has full powers 
in respect of non-voted services, and they are exercised by the several 
departments of the Government of India in accordance with the rules 
framed by the Governor General in Council. 

325. Re-appropriations from a non-voted head to a voted head are 
not permissible, as a voted grant cannot be increased except by the 
legislature. Re-appropriations from a voted head to a non~voted head 
are also not permissible as such re-appropriations have the effect of 
,reducing a grant voted by the legislature. The Finance Department 
of a Government is entitled to sanction supplementary funds for a non
voted service against earmarked savings under specified voted grants; 
but such additions to non-voted heads by formal re-appropriations from 
voted grants are not permissible. 

326. Duties of the Audit Department.-The Audit Department is 
responsible for auditing the grants, appropriations, allotments from 
them under sub-heads, and re-appropriations, and for auditing the 
expenditure against grants, appropriations, and allotments therefrom, 
to the extent indicated below :-

(a) AUDIT OF GRANTS lND A.PPROPRIATIONS. 

To see:-
(i) that the grant for votable expenditure is covered either by 

the vote of the legislature or by orders issued by the 
Governor General or the Governor in exercise of the powers 
conferred upon them by the provisions of the Act as detailed 
in paragraph 3E 

(ii) that the appropriation for non-votable expenditure has been 
sanctioned by Government. 

(b) AUDIT OF ALLOT:\!ENTS AND OF RE-APP~PRIATIONS, 

To see:-

(i) that an authority making allotments under a grant or appro
priation does not allot amounts in excess o£ those available 
under the grant or appropriation; and 

{ii) that an amount re-appropriated is available under the 1mit 
from which the re-appropriation is made, and is covered 
by the sanction of competent authority, and that for every 
addition to a unit by re-appropriation there is a corre
sponding reduction in another, so that the net re5ult may 
be 1dl. 
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(c) AUDIT OF EXPENDITURE AGAINST GRANTS, APPROPRIATIONS AND 

ALLOTMENTS THEREFROM. 

A controlling authority at whose disposal a grant or appropriation 
is placed is responsible for watching the progress of expenditure and for 
keeping the aggregate charges within the amount of the grant or appro
priation. Similar duties are imposed upon a subordinate controlling 
authority at whose disposal the allotment fixed for a portion of the 
grant or appropriation is placed in turn. When several officers are 
authorised to incur charges relating to a sub-head against a lump sum 
allotment placed for the purpose at the disposal of a single higher 
authority, it devolves upon this authority to watch the progress of ex
penditure in all the offices and to keep the aggregate charges within 
the allotment fixed under that sub-head. It is the duty of the Audit 
Officer to see that the controlling authorities are carrying out their 
duties properly. For this purpose-

(i) The Audit Officer is required to watch firstly, that the total 
expenditure against a grant or appropriation does not 
exceed the amount of the grant (including supplementary 
grants) or of the appropriation (as finally modified by t1e 
Finance Department); and secondly, that the total ex~ 
pemliture on each sub-head does not exceed the allotment 
therefor, as modified by orders of re-appropriation passed 
by competent authority from time to time. 

(ii) He must further see on behalf of the executive Government 
(Central or Provincial) that if, under the financial rules of 
that Government, a particular object of expenditure 
requires a specific allotment, all expenditure on it is audited 
against such allotment. 

(iii) Similarly, if a lump sum allotment is made for a group of 
items of expenditure of an office, ·~he Audit Cfficer 
fhould see that the total expenditure thereon is audited 
against the. lump sum placed at the disposal of the 
disbursing officer for the purpose. 

(iv) Lastly, tho Audit Officer has to see that the expenditure 
brought to account against a particular grant or appr"pria
tion is of such a character as to warrant its record against 
that grant and against no other. 

An Audit Officer is not ordinarily required to audit expenditure 
against any primary or secondary unit of appropriation. If, ho~ever 
he is requested by the local Government to audit the charges against 
the allotment under such units he will comply with the request, 

327. Another important check of expenditure against grants is to 
see that the money voted by the legislature has been spent ou purposl:li 
which are set out in the detailed Demands for Grants. The legislaturo 
grants a lump sum in response tQ a. demand, which is set out in cousider-
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able detail, and it is implied that the amount granted should be spent 
only on purposes which are set out in the detailed demands. Thus, as 
already stated in paragraph 321 (ii), it has been laid down in a statutory 
rule, issued under the Government of India Act, that the Government 
should obtain an additional grant before money can be spent on " some 
new service not contemplated in the budget." 

328. Audit has, therefore, to see that the expenditure brought to 
account against a grant is covered by the purpose of the grant as detailed 
in the demand therefor, and that for expenditure on a new service a 
supplementary grant has been obtained from the legislature. 

This form of check is not applicable to appropriations for non-voted 
expenditure, as the Government has full power to vary the programme 
of such expenditure during the course of the year and to modify the 
budget accordingly .. 

329. Meaning of the term New Service.-No rule has been framed by 
the competent authority for the interpretation of the term "new 
service" mentioned' in clause (ii) of paragraph 321, which forms part 
of a statutory rule. To determine whether expenditure has or has not 
been incurred on a new service within the meaning of the statutory 
rule, Audit Officers should observe the following as a working rule. 

33D. A new service may be a new form of service or a new instrument 
of service. The difference between these two is best explained by concrete 
illustrations. If in a province there is no Borstal Institute and one is 
inaugurated, that undoubtedly is a new form of service. On the other 
hand if it is decided to build a new jail, that is not a new form of service 
because jails already exist in every province. It is, however, a new 
instrument of service because it is a new jail additional to those already 
in existence. When expenditure is to be incurred on a new form of 
service, then in all such cases, theoretically, it should be held that the 
expenditure is to be incurred on a new service within the meaning of the 
statutory rule. A new instrument of service may, however, be a new 
University, if there is already a University in the province, or it may 
be an additional chowkidar. The former may cost over a crore of rupees 
with very considerable recurring expenditure, while the chowkidar may 
cost perhaps Rs. 60 a year recurring expenditure. It is not practical 
po~tics to insist that an additional grant shall be obtained to meet 
expenditure of Rs. 60 per annum on a chowkidar when there are already 
thouslnds in existence. It is, however, obviously essential to obtain 
an additional grant if the new instrument of service is to be of the 
importance of an University and is to entail very considerable expendi
ture. Exactly where, between these extremes, the line of demarcation 
is to be drawn i.<J a matter which cannot be determined by any rigid rule. 
Th.6 application of the term '' new service " t l concrete case; can best 
be governed by the evolution, in the course of time, of a body of Case 
Law. 
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Audit against, al!.d Scrutiny of, Rules and Regulations. 

AuDIT AGAINST RuLES .AND REGv"LATIONS. 

331. The third condition governing expenditure.-The third of the 
main functions of audit, as described in Chapter 13, is to see that the ex
penditure is incurred in accordance with the financial rules and 
regulations framed by competent authority. 

332. Necessity jM Rules and Regulations.-In view of the fact that 
Government expenditure is incurred by numerous authorities en
trusted with the administration of different activities of Government, 
it has become necessary for the purposes of control to presc ibe 
various financial rules and regulations for their guidance. These rules 
and regulations fall under two categories :-

(i) those dealing with the procedure of Government and other 
transactions to which a Government official is a party ; 
and 

(ii) those governing the pay, allowances, etc., of the various 
services and posts under Gover)lment. 

333. ·Authority to frame Rules.-So far as provincial transactions are 
concerned, the rules of the first category are issued under rules 16 and 
37(e) of the Devolution Rules. 

334. With the previous sanction of the Secretary of State in C()uncil, 
the Governor General in Council has issued, under rule 16 of the Devolu
tion Rules, certain Treasury Orders prescribing the main principles to 
be followed in the payment of monies into, and in the withdrawal, transfer 
and disbursement of monies from, the public account of the Government 
(){India. 

335. Under rule 37 (e) of the Devolution Rules, which makes the 
Finance Department of a local Government responsible for seeing that 
proper financial rules are framed for the guidance of other departments, 
the local Governments have framed financial rules prescribing the detailed 
procedure to be followed by Government officials in dealing with Govern
ment a.nd other transactions. 

336. The Treasury Orders and rule 37 (e) of the Devolution Rules 
have no statutory authority in their application to central transactions, 
as they derive their authority hom Section 45A of the Government 
-of India Act, which deals with provincial matters. The Government of 
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India have therefore issued, under their executive authority, sinular 
financial rules governing the mode of central transactions. The nature 
and scope of these rules have been more fully discussed in Chapter 25. 

337. The position as regards the rules falling under the second cate
gory is explained in paragraphs 300 to 306. 

338. Objects of Audit.-In applying the check against these rules 
and regulations the Audit Officer has to see that all payments which 
he is required to audit are effected according to the procedure laid 
down by the competent authority regulating the mode of transactions,. 
and also that they conform with the conditions governing the pay and 
allowances, etc., of various services and posts where such payments 
are involved. The main obje~ts of this check are, therefore, to 
ensure:-

(a) that the expenditure is in accordance with a sanction properly 
· accorded (see paragraphs 267 and 309) and is incurred by 

an officer competent to incur it ; 
(b) that the claims are made in accordance w;th the rules and in 

the proper form ; 
(c) that all prescribed preliminaries to expenditure are olserved, 

such as proper estimates framed and approved by com-· 
petent authority for works expenditure, or a health certi
ficate obtained before disbursement of pay to a Govern
ment servant, etc. ; 

(d) that an adequate classification of the nature of the 'claim is 
given on the bill and that such classification· is correct; 

(e) that the rules regulating the method of payment have been 
duly observed by the disbursing officer ; 

(f) that the payment has, as a fact, been made and has been made 
to the person entitled to it under the rules,~or any speciaL 
or general order ; 

(g) that it has been so acknowledged and recorded that no second 
claim against Government can be made on the same 
account; 

(h) that the rates paid for work done or supplies made are in 
accordance with any scale or schedule prescribed by com
petent authority ; 

(i) that the payments have been correctly brought to account. 
in the original accounts. 

ScRUTINY OF RuLEs AND REGULATIONs. 

339. NeressityjCYr Scrutiny.-A.s the audit of expenditure is to be 
conducted against these rules and regulations, it is . essential that all. 
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financial rules and orders affecting expenditure and other transactions 
subjected to audit, which are issued by any authority in India, whether 
under the provisions of any statutory rule or otherwise, should them
selves be subjected to audit scrutiny before the audit of the transactions 
which they govern can be conducted against them. 

340, Application of Audit Scrutiny.-lt is, therefore, necessary to 
see-

(i} that these rules and orders are consistent with the essential 
requirements of audit and accounts ; 

(ii) that they do not conflict with the orders of any higher 
authority ; and 

(iii) that, in cases in which they have not been separately approved 
by a CQmpetent authority, the issuing authority possesses 
the necessary rule-making power. 

341. In applying the first of these checks the principle to be observed 
i~ that the discretion vested in authorities empowered to make rules is 
not.,.to be fettered unnecessarily merely because difficulty may arise in 
the application of necessary audit checks or the maintenance of proper 
accounts. If the audit and accounts procedure can be amended withouli 
loss of effidency or extra expense, the rule should be accepted ·and the 
procedure amended accordingly. 

342. In applying the second of these checks the guiding principles 
.enunciated below should be observed :-

(i) If the authority framing the rule is granted full· powers in 
respect of a certain class of expenditure, an order issued 
under those powers can be challenged by audit only under 
the canons of financial propriety. 

(ii) If it is granted powers which may be exercised provided due 
regard is paid to certain criteria which are expressed in a 
general form, orders issued under those powers can be 
challenged by audit if the facts of the case are such as to 
make the audit authority confident that one or more of tht:: 
criteria have been disregarded, and that the di&regard is 
so serious as to make the order perverse. 

(iii) If it is granted powers which are expressed in precise terms, 
the Audit Officer is bound to ascertain that the order 
defining its powers is exactly obeyed in every instance. 

343. The third of the ched,;.s mentioned· in paragraph 340 require~J 
no explanation. 
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CHAPTER 17. 

Audit in respect of Propriety, 

344. The fourth ccmdition governing expenditure.-0£ the fcur main 
headings, summarised in Chapter 13, under which audit is conducted, 
the first three have been described in Chapters 14, 15 and 16. The 
fourth duty of audit is to see that the expenditure is incurred with due 
regard to financial propriety. · 

345. The Cancms of F1'nancial Propriety.--Jn rule 11 of the Auditor 
General's Rules it has been laid down that the Auditor General, without 
prejudice to his other audit functions, is responsible that audit is con
ducted with reference to the following canons of financial proprietyt 
namely:-

(I) Every public officer should exercise the same vigilance in 
respect of expenditure incurred from Government re
venues as a person of ordinary prudence would exercise 
in respect of the expenditure of his own money. 

(II) Money borrowed on the security of allocated revenues 
should be expended on those objects only for which, as 
provided by rules made under the Act, money may be so 
borrowed. If the money' is utilised on works which are not 
productive, arrangements should be made for amortisation 
of the debt. 

(III) No authority should exercise its powers of sanctioning 
expenditure to pass an order which will be directly or 
indirectly to its own advantage. 

(IV) Government revenues should not be utilised for the benefit. 
of a particular person or section of the community un
less-

(i) the amount of expenditure involved is insignificant, or 

(ii) a claim for the amount could be enforced in a court of 
law, or 

(iii) the expenditure is in pursuance of a recognised policy or 
custom. 

(V) The amount of allowances, such as travelling allowances, 
granted to meet expenditure of a particular type, should 
be so regulated that the allowances are not on the whole 
sources of profit to the recipients. 

346. Origin of the Canons.- Before discussing the intentions of these 
canons in detail it is desirable to explain their origin. Formerly it was 
rare for the Audit Departp1ent to question the wisdom of any charge 
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on public funds or whether it accorded with the policy of the Govern
ment, or whether it was on the most economical scale compatible with 
securing the desired result. As a rule, all that the auditor asked was proof 
(a) that the money was spent on its declared purpose, and (b) that there 
was proper formal authorisation under the Codes for its expenditure. 

347. In 1907 the Secretary of State for India drew the attention of 
the Government of India to the rules by which expenditure from the 
revenues of India was then regulated, and pointed out the necessity 
of revising the existing Audit Resolution in such a way as to limit the 
powers of sanction of the Government of India, by providing explicitly 
that certain classes of e~penditure, which were not then mentioned in it, 
should require the previous sanction of the Secretary of State in Council. 

348. In accordance with the wishes of the Secretary of State, the Go
vernment of India submitted a draft of a new Resolution, and made the. 
following comments on the subject of the propriety of expenditure :-

" In paragraph 3 of the draft we make it clear that all measures 
which raise an important question of administration or financial policy, 
or involve considerable expenditure of an unusual nature, must be sub
mitted for the orders of the Secretary of State. This general limitation 
on our financial powers has been embodied in the preliminary portion 
of the Resolution, dealing with the powers which govern the discretion 
of the administrative, rather than in that part which describes the duty 
of the audit officer. This arrangement follows what is virtually the 
existing practice." The Secretary of State did not accept this view 
and held that expenditure of an unusual nature should come within the 
purview of audit. 

349. A rule was accordingly embodied in the Audit Resolution of 
December 18th, 1908, to the effect that the sanction of the Secretary 
of State was required to any expenditure exceeding Rs. 500* in any 
one case which was of an unusual nature or devoted to objects outside 
the ordinary work of administration, or to any expenditure likely to
involve at a later date expenditure beyond the powers of the Govern
ment of India ; and the Audit Officers were enjoined to verify these condi
tions. This rule was worded vaguely, and its interpretation gave great 
trouble, as it is not easy to deci~e what is "usual " or belongs to th& 
"ordinary work of administration." So, although before the ReforiDB. 
efforts were made to scrutinise expenditure in respect of propriety not 
much advance was made in this direction, owing to the want of a' rule 
clearly laying down the principles by which Audit should be guided. 

350. The rauwn d' etre of audit has, under the Reforms, been des
cri~ed ~ the .nece~sit.y ~or .a power~ul and in~ependent central agency 
whtch will brmg fin~nctal megulanty and nusdemeanour prominently 
before (1) the executive and(::!) the legislature. This view was expressed 
thus in paragraph 77 of the First Despatch on the Reforms :-

• l\on.-The words" exceeding R.&. 500 in any one cue" w·eru.ddcdin 19U. 
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" In place of the formal examination of authorities a::ld of rules, the 
work should be conducted with greater regard to the broad principles 
?£ legitimate public finance. The audit will not only see whether there 
~~ quoted authority for expenditure, but will also investigale. the neces
Slty for it. It will ask whether individual items were in furtherance 
of the scheme for which the budget provided ; whether the same results 
could have been obtained otherwise with greater economy ; whether 
~he rate and scale of expenditure were justified in the circumstances; 
~ bet, they will ask every question that might be expected from an 
mte~igent tax-payer bent on getting the best value for his money. The 
Audit Officers will also devote more of their time to looking into the 
~nner in which various executive officers are undertaking their more 
1mportant financial responsibilities." 

The existing rule in the old Audit Resolution mentioned above was 
iound by experience to be unsatisfactory and it was decided to replace it 
by the set of principles reproduced in paragraph 345 above, which have 
received the label" canons of financial propriety." 

3)1. The reasons why they do not appear in the new Audit Resolu
tions but in the Auditor General's Rules are constitutional. The 
responsibility in respect of transferred subjects now devolves on the local 
Governments, and the Secretary of State did not consider it desirable to 
retain his control over such subjects to ensure compliance with the 
canons. He has therefore left that duty in the hands of the new 
authorities, namely, the legislature acting through the Public Accounts 
Committee ; and inasmuch as he came to that decision with regard to 
Provincial transferred subjects, he accepted the same principle with 
regard to Provincial reserved and Central subjects also. Consequently 
the rule does not take the form of requiring the sanction of the Secre
tary of State when any of these canons is iniringed, and is not therefore 
tJmbodied in the Audit Resolutions. 

352. Duty of Audit in respect of the CaMns.-lVben an apparent 
breach of one of these canons is detected it should be reported by the 
_\udit Officer to the administrative authority concerned, and, if the 
matter be serious, at the same time to the local Government. If the 
correspondence confirms the Audit Officer in the opinion that there hali 
been a. breach he will report it to the local Government.. The Finance 
Department can require the Audit Department to withdraw the 
objection on the promise that the matter will be placed before the Public 
Accounts Committee. The Public Accounts Committee as representing 
the leO"islature makes its recommendations on the case and it then 
rests ;ith the Government to take them into consideration. The Audit 
Officer should, however, see that the action taken by Government is 
.adequate; and, if he is of the opinion that it is not, it is open to him 
w comment thereon in his next Report. 
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333. An examinattoo of the Canons.-The canons :tnay now be consi-· 
dered in detail. 

(1) The first canon requires the Audit Officer to see that there is no 
extravagance. This canon comes practically from an existing rule in 
the Civil Account Code (Article 91 slightly modified). The application 
of this canon will be explained later. 

(2) The secmui canon deals with borrowing. This canon is quite new 
as the local Governments had no powers of borrowing in the past. It 
imnoses a new duty on Audit Officers to see that borrowed money is not 
sp~nt on objects the expenditure on which is intended to be met from 
current revenues. The rule refers to revenues allocated to local Govern
ments under the Devolution Rules and states that money borrowed 
on the security of those revenues can only be spent on the objects specified 
in the local Government (Borrowing) Rules, and that, if expenditure 
met from such Loans is on unproductive works, a Sinking Fund or other 
form of amortization should be formed for the eventual liquidation of the 
loan. It further requires that if, after meeting the objects for which 
money had been borrowed, there remains a surplus balance, it should 
be utilised on objects for which money can be borrowed under the rules 
and not put back into the general balances of the province. The 
Secretary of State in his Financial Despatch No. 8, dated the lOth July 
1922, r:mggested that the rules regarding the creation of a Sinking Fund 
for the amortization of loans utilised on unproductive works ~:>hould 
apply aiso to the Central Government, and the Government of India.. 
Mve taken action accordingly. 

(3) The third canon was evolv_ed some years ago when a proposal 
came up to the Government of Ind1a to grant the members of the Execu
tive Council_ slig~tly ~prove~ rates .of travelling allowance when they 
were travelhng m theu spec1al carnages. They proposed to sanction 
the increased rates in pursuance of their general powers of dealing with 
travelling allowances; but, as a doubt was expressed as to the propriety 
of according sanction in such a case, a reference was made to the Auditor 
General for a ruling whether it would require the sanction of the Secretary 
of State. The Auditor General held that, whatever might be the posi
!·ion with_ reg~rd. to travelling all~wance generally, it was certainly 
mcorrect m prme1ple for an authonty to pass an order which would be 
directly or ind~ec~ly to its. own advantage. This is now accepted as a 
fundamental prmc1ple. It 18 to be noted, however, that if an order is of 
perfectly general application it does not constitute a breach of 
tl is canon if the particular authority that passes that order is also be
nefited thereby. 

(4) The foorth ~ano11: emanate~ direc~ly from ~n audit rule relating: 
t4l unusual eXJ:Ienditure m the Mam Audit Resolutwn. The point arose 
in connection with the polo grounds which were constructed at Delhi 



116 

~54] AUDIT IN RESPECT OF l'ROPRIETY. [CRAP. 17. 

()n the occasion of ·the King-Emperor's Durbar. No objection was 
raised to the initial expenditure, but when the Durbar was over it war. 
proposed that Government should maintain those grounds as polo 
grounds. The Auditor General expressed the opinion that, as the polo 
grounds would benefit merely the few people who would play polo thereon, 
the maintenance of the grounds should fall upon them and not upon 
Government. 

Provisos are, however, necessary to make t1e rule practicable, and 
exceptions have therefore been made for (i) insignificant sums, (ii) 
claims which could be enforced in a Court of Law, and (iii) exFen:liture 
which is in pursuance of a recognised policy or custom. 

The last proviso alone needs detailed explanation. Under British 
rule, with regard to expenditure on behalf of particular sections and 
-communities, numerous customs have been recognised and certain lines 
()f policy have been adopted. For instance, grants to hospitals or 
educational institutions or for the construction of public roads have 
always been recognised as permissible. On the other hand, a grant for 
the construction of a Hindu temple or a Muhammadan mosque is not 
-covered by any recognised policy or custom. 

NoTE.-After the fourth canon, another canon used to follow prescribing that no 
,authority should sanction any expenditure which is likely to involve at a. later date 
11xpenditure beyond its own powers of sanction. For constitutional reasons this rule has 
now been retra.nsfen-ed to the Audit Resolutions, (from which it was originally taken) 
.and has therefore been discussed in Chapter ·14. 

( 5) The fifth canon is based on Article 995 of the Civil Service Regula· 
tions, regarding travelling allowance, and applies on the &ame principle to 
other compensatory allowances. The local Governments of Governors' 
provinces have now full authority to sanction compensatory allowances 
:Subject to the restriction contained in this canon. The rules framed by 
Government will thus require intelligent scrutiny on the part of Audit 
to ensure that their operation will not involve a breach of this canon. 

354. The application of the first canon is perhaps the most 
important phase of audit work. Government expects disbursing and 
controlling officers to see that there is no extravagance in the expendi· 
ture of the public money. The controlling officers are thus responsible 
that the expenditure is necessary and the rates are fair. It is the duty 
.of the Audit Officer to see that the officers of Government properly 
discharge their functions in this respect. He should devise means to 
bring to notice all important cases which indicate want of attention to 
economical considerations. All important sanctions must be scrutinised 
intelligently to see if the expenditure is necessary, and in doubtful cases 
the papers leading to the sanction should be examined and the Finance 
Department should also be consulted. As proposals for new expendi
ture are also scrutinised by the Finance Department, it may sometirr es 
llappen that that Department will bring to the notice of th Audit 
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Officer cases in "·hich expenditure has been sanctioned which in the 
opinion of the Finance Department is unnecessary or extravagant. 
Breaches of this canon should be reportro only after full considers· 
tion of all the circumstances of the case. 

355. The controlling officer, with his intimate knowledge of the 
details of the work in question, is in a far better position than the Audit 
Officer to determine fair rates. At the same time it is necessary that the 
Audit Officer should not be wholly absolved from responsibility in this 
important branch of audit. There can be no doubt as to the wisdom 
of the distinction of the duties of the two classes of officers in this respect. 
The scrutiny of rates demands the exercise of great int<>lligence and care, 
and should not be entrusted to an ordinary auditor to be applied as a 
mechanical check. Individual abnormalities should, of course, be 
watched, but the institution from time to time of a comparative examina
tion of the rates paid by various officers in the same or neighbouring 
localities may indicate cases in which, the rates being abnormal, further 
enquiry may be desirable. Cases involving considerable suins should 
generally be selected. The assistance of the Finance Department may 
be invoked in obtaining reliable B:'hedules of rates and other necessary 
information. 

356. Cases of extravagance should, in the first instance, be brought 
to the notice of the controlling authority of the officer whose expendi
ture has been called in question. That officer will investigate the matter 
and will forward to the Audit Officer his opinion whether the expendi
ture is extravagant or not, with his reasons. The Audit Officer will 
then be in a position to determine whether there has been a breach of that 
canon or not. In all important cases, the Finance Department should 
be consulted before making a formal report to Government. 

357. The question of checking extravagance is of principal 
importance in connection with those Audit offices which deal with the 
accounts of Works, Stores and W orkRhops, and the results of audit would 
be more valuable if greater attention were paid to this branch of the 
work and less to the enormous volume of work arising from the applica
tion in audit of the rules contained in the various Codes concerning 
amounts drawn by officers of Government in the shape of pay and al· 
luwances. 
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CIIAP~ 18. 

Audit of Stores and Stock. 

358. LimitatUin of responsibility for audit of stores and stock.-As has 
already been stated iu paragraph 23, the audit of stores and stock is 
mainly left to the departmental authorities in whose custody they are 
kept. The Auditor General, as in the case of receipts, arranges for this 
audit only in cases in which he is so required by the Governor General 
in Council. A list of accounts of stores and stock for the audit of which 
the Auditor General has been made responsible is given in Appendix 14 
to the Audit Code. 

359. Whenever material assets have to be retained for any time in 
the custody of Government servants, Stores Accounts have to be main
tained. Stores Accounts may be either unpriced or priced, the general 
principle determining the distinction being that the former applies to 
stores the cost of which is charged to a final head, whereas the latter 
applies when the cost of the stores is subject to subsequent adjustment. 
The essential points of such accounts are simple. The difficulties arise 
from the very large number of articles kept in a large storeyard, and 
from the need of simplifying the procedure without lessening the effi-
ciency of check. · 

360. Essential points of stores audit.--An account of stores (including 
stock) is a record of all articles brought into, and sent out of, store; and 
the function of audit is to see :-

(i) that every article purchased or otherwise obtained for :,tore 
is entered as a receipt in the store account ; 

(ii) that there is a proper sanction for the purchase ; 

(iii) that the rates paid agree with those shown in any contract 
or agreement that may have been made for the supply 
of the stores ; 

(iv) that the store-keeper holds a proper quittance for every 
article shown in the store account as issued ; 

(v) that the articles are periodically counted and otherwise 
examined to verify the accuracy of the quantity balanc-es 
in the books ; 

(vi) that the balance in hand does not exceed the maximum 
limit prescribed by competent authority and is not in 
excess of requirements for a reasonable period ; 

(vii) that steps are taken to dispose of unserviceable and surplus 
stores; 
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(viii) that, where a priced account i.s maintained, 

(a) the materials are priced with reasonable accuracy, and 
the rates are reviewed from tin1e to time and revised 
where necessary ; and 

(b) the balance of stock materials works up to the value 
balances as shown in the account at reasonable rates 
which should be within the market rates. 

361. The sellers of articles purchased for store may be relied upon 
to obtain paymeJ?.t from Government, and such a payment must a~pear 
as expenditure in some Government account. In the same way, if an 
article brouaht into store has been obtained from some other Govern
ment department and that department has obtained its quittance from 
the store-keeper, the transactions must appear in the departmental 
account and also in the cash accounts of the Store Department. Thus, 
for every article brought into store there must be a debit in a Govern
ment account, and the check described in item (i) is exercised by tracing 
for every such debit an entry of the receipt of an article in the numerical 
store account. 

362. Item (ii) involves the applicatwn of the Rules prescribed from 
time to time to regulate the supply of articles required to be purche5ed 
for the public service. 

363. Ordinarily for the supply of st()res contracts are made between 
the department concerned or fte Indian Stores Derartment and a 
suitable individual or firm, with an agreement as to the price of the 
articles to be supplied. Item (iii) requires that the price paid for the 
articles purchased shall be in accordance with the rates so fixed. 

364. The check prescribed in item (iv) is two-fold ; it is a comparison 
of the receipts of the persons to whom the stores have been issu~d with 
the entries of issues ; it is also a check to ensure that the persons to 
whom the stores have been issued are authorised to obtain those st()res. 

365. Physical verification of Sf{)m.-J .. s regards the check prescribed 
at it.em (v), an auditor is not ordinarily required to assume responsibi
lity for the physical verification of stores, but accepts a certificat~ from 
a responsible authority that the stores have in fact been verified. Audit 
has, however, the right to investigat~ balances of stores in the event of 
its tiuJiug in the stores account discrepancies which may appear to 
require further elucidation. 

366. The auditor has also the right to St}e that the system of st()rell 
verification adopted by the executive is adequate and proper. Thu.'l 
he may enquire whether the staff responsible for the verification of stores 
is other than the staff responsible for the physical custody of the stores 
or for the ac\.'ountiag for the same, and whether the verification takes 
place i~1 the presence of the odL::er im!ll~ii<ltely responsible for the custJ)(}l' 
of thl' stnes. • 
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367. Stores represent a locking up of capital.-The purchase of stores 
for large construction works and on the Government Railways in India 
involves the borrowing of large sums of money, on whieh interest is paid. 
Thus stores, in many cases, represent a locking up of capital, which is 
always unjustifiable unless essential. The value of the check prescribed 
at item {vi), which is of general application, is therefore directed towards 
economy in this direction. 

368. Unserviceable stores, and stock in excess of requirements.·-The 
accounting and maintenance of unserviceable stores which cannot be 
utilised by the Department in whose custody they are kept involve 
waste of labour and space. Similarly stores kept in excess of the 
probable requirements of the Department in the near future may 
result in loss to Government through deterioration. Further, such a 
practice involves 1 he locking up of money which could be utilised ib. other 
directions. The check required by item (vii) should be directed towards 
the avoidance of such losses, and suggestions should be made for the 
disposal of such articles in the best way possible. 

369. Pricing of articles.-A priced account of stores should show 
the value of articles both at the rates at which they were purchased 
and at which they are to be issued. The latter should be fixed on a 
consideration not only of the actual cost, but also additional charges, 
such as cost of carriage, losses fro!!l depreciation or wastage, expendi
ture on establishment employed on the maintenance of initial accounts 
and custody of stores, etc., and they should at the same time be within 
the market rates. Item {viii) requires Audit to verify the correctness 
of the pricing of articles according to this principle, the object being 
to e:rleguard Government against any loss in their issue. 

370. The general principle in a big Department is that in its general 
books an account is maintained of the value of stores purchased or other
wise acquired in which the transactions involved in the acquisition of 
each item of stores are recorded in detail, and that the value of stock 
materials as shown in the stock register is worked out separately in order 
to secure an agreement between the value balances as shown in the general , 
books and as worked out separately in the stoek register. Item (ix) 
requires an auditor to verify the agreement of these balances. 



121 

CHAP. 19.] THE SPIRIT OF AUDIT. [ 371-375 

CHAPTER 19. 

The Spirit of Audit. 
371. 1'he Spirit of Audit.-The spirit which should animate Audit 

was explained in paragraph 77 of the First Despatch on Reforms, an 
extract from which is given in paragraph 350. See also paragraph 263. 

372. Although Audit Officers are bound to ascertain that the pres
cribed rules and orders are obeyed, it is not to be understood that the 
mere application of these rules and orders in their minutest detail serves 
the purpose of audit. Such a view does not envisage the fundamental 
object of an Audit Department, which is to save the tax-payers' money 
by seeing that expenditure is not irregularly and wastefully incurred. 

373. For such a purpose it is necessary, of course, that rules of proce
dure should be laid down ; but, if these rules are to be regarded as ends 
in themselves, and not merely as means to an end, the inevitable ten
dency will be for Audit Officers to insist rigidly on relatively petty matters 
and thus to frustrate the real object of audit. For it is clear that, if 
much t,ime and trouble is taken up, and friction probably engendered, 
over expenditure of a very trifling character in regard to which there has 
been only a technical, as opposed to a substantial, irregularity, tl e 
State and therefore the tax-payers are losers. That is, it is better 
often to pass some not fully regularized expenditure of perhaps a few 
annas than to embark on lengthy controversy in respect thereof. Undue 
insistence on petty or technical detai\.s should whenever possible be avoid
ed and more time should be devoted to the investigation of really import
ant cases in which the auditor's intervention is desirable. 

374. The ·prescribed checks should, therefore, be observed in the 
spirit and not in the letter as opposed to the spirit. As a rule, trifling 
matters which are of no consequence to the finances of the State 
should not be given much attention. To save time and trouble over 
petty sums, powers have been delegated to Audit Officers by the Gov
ernment of India and all Provincial Governments to waive petty ob
jections (see Article 156 of the Audit Code) and these powers should 
be exercised freely with discretion. 

375 Pr()cedure .for Audit scrutiny.-ln the scrutiny of accounts 
and vouchers the following procedure should be observed. The ac
tual ~rson performing the original audit, who will be usually a clerk 
must apply the rules strictly. It cannot be expected that the cler~ 
ou c.omparatively low pay who rerform the detailed audit will have the 
judgm{·l:t o.r breadth of view necessary to exercise the discretionary 
pow;ns md1cated abov~. Bu~ ouce the detailed audit has been strictly 
earned out and ewry mfract10n of rule brought to light, it will then 
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be for the competent Audit Officer to exercise the discretion vested in 
him by Government, as laid down in .Article 156 of the Audit Code, and 
to determine the cases in which the objections which might be raised 
under the strict letter of the law can be waived. 

376. Pursuance of objedions.-But, if the objection is of such a nature 
that it cannot be waived under the rule quoted above, it is then the 
duty of the Audit Officer to press it quietly but firmly. The more 
important the objection the more necessary it is to couch it in language 
which shall be courteous and impersonal. In carrying out this audit, 
the Audit Officer should remember that ex<:eptional cases may arise in 
which it is desirable to relax formalities which he would follow strictly 
in ordinary cases. Thus in one case on retirement an officer went to a. 
far country and sent hills for the balance of pay due to him. These hi.lls 
were stamped with stamps of that country and the officer did not 
endorse on the bills the fact that he wished them to be made payable 
to a certain bank although he had left a letter in which he had 
expressed the wish that the amount of his bills should be paid over to 
that hank. In view of the special circumstances of the case it was held 
that endorsement on the bi.lls themselves might have been dispensed 
with, and that the value of the requisite Indian stamps might have 
been deducted from the hill and the stamps purchased. therewith and 
affixed. Audit Officers must remember, however, that circumstarrces 
must be really exceptional before rules are relaxed, and even then the 
relaxation must be of formalities rather than of essentials. 

3'ii. Audit to assist Gorernment.-In paragraph 8 it has been pointed 
out that Audit is an instrument of financial control. H is therefore the 
duty of the Audit Officer to assist Government in financial matters. 
He is entrusted with responsible but unpl;:asant functions, and he must 
remember that he does not assist Government if he raises in the minds 
of other Government servants the feeling that he is far more willing to 
apply strict audit rules than to assist in other ways. Whenever, 
therefore, the Government invites his assistance he should give it with 
the utmost willingness and to th€ best of his ability. Whenever he has to 
inspect an office he should not only point out mistakes but also indicate 
how they may be rectified and in future avoided. He must educate as 
well as investigate. 
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CHAPTER 20. 

Interpretation of Rules. 
378. How rules are framed.-Considerable experience is necessary 

before an officer can become expert in interpreting the rules which he 
has to apply in Audit. These are found mainly in a number of Codes 
which have been framed by the crystall.isation of departwental case
law over a long period of years. With each new edition, out-of
date orders are supposed to be removed and important orders of 
permanent interest, which have been passed since the last edition, 
introduced, ephemeral orders being neglected. 

379. It will also be noticed that Indian Codes rarely contain any 
reference to the orders on which they are based. This has been done 
deliberately on the ground that decisions in audit matters should be 
based upon the actual words used in the Codes. 

380. Correlation betueen the spirit and the lctter.-At the same time 
Audit Officers are, as stated in paragraph 37 4, enjoined to follow the 
spirit rather than the letter of a rule when these two appear to 
conflict. Thus it is important for them j;o try to understand the real 
intention of the rules which they have to apply. The framing of 
rules to express an intention clearly is a difficult matter ; and if Audit 
Officers find that when, as applied to a particular case, the wording 
of the rule in a Code does not seem to bear out the intention of the rule, 
it is desirable that they should take steps to bring the case to notice so 
that t.he wording of the rule may be brought more into accordance with 
the intention. This is all the more necessary because many Audit 
Officers have to apply the same rule and some of these may not have 
the same intimate knowledge as others of the intention of the autho
rity, so that it is important that the letter of the ~e should convey its 
spirit as clearly and as accurately as possible. 

381. Correw.tion between two rules of the same nature.-Again, it some
times happens that two rules seem to contradict each other when· 
applied to a particular case, and there is no indication which rule 
should be applied. In that event, if one rule is fundamental and the 
other is of lt:>ss importance, then the fundamental rule should prevail 
Here again, however, for the reasons indicated above it may be 
d,•t>irable to Lring the apparent conflict to notice. 

382. In the application of rules to concrete cases an Audit Officer 
may find:-

(1) That the application of the rule both in let~r and in spirit is 
clear. In such cases it is for him to give his decision. If 
there are special reasons which in any case render the deci
sion inequitable it is for the administrative authorities an·l 
not for the AuJit Officer to move in the matter. 
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(2) That, even though he is confident as to the correct interpreta
tion of the rules, he may think that the wording might be 
improved. In that event he should give his decision and 
should suggest a revision of the Code to remove the apparent 
discrepancy between the spirit and the letter of .a rule, or 
between two conflicting rules. 

(3) That there is a real difficulty in interpretation and that he can
not decide how to apply the rules to that case. In that 
event he should refer the matter to higher audit authority 
for a decision. 

383. Procedure of interpretatirm.-A young officer may enquire how 
he is to ascertain the intention of any rule otherwise than by a careful 
interpretation of the words. Such 'intention can be ascertained autho
ritatively only by reference to the discussionfl leading up to the framing 
of the rule, that is, to the files of the Government. Such files, of course, 
are not ordinarily accessible to Audit Officers. There is, however, in 
every Audit office an atmosphere of experience and also records of cases 
in which the underlying intention of the rule has been discussed. 
Valuable knowledge can be obtained from such experience and re
cords and should be stored carefully in the minds of Audit Officers; 
but it is necessary to warn them against an uneasy desire to look 
beyond the authorised Codes when deciding every individual case. An 
Audit Officer should not look to find, outside regulations, a ruling 
which shall form an exact precedent for every case with which he has 
to deal; and, whatever guidance he may in fact obtain elsewhere, the 
decisions at which he ultimately arrives should be such as he is prepared 
to justify on the regulations as they stand without appealing to external 
authority. 

384. If in any case it becomes necessary for an Audit Officer to trace 
the genesis of a particular rule contained in a Code, he should search 
the previous editions to ascertain when the rule was first introduced. 

385. Another point to remember in :nterpreting is that it is often 
difficult to ascertain the intention of the sanctioning authority from the 
terms of the order in which that sanction is conveyed unless the Audit 
Officer has also before him the letter asking for the sanction. It will 
then be easy to see what information was before the sanctioning autho
rity when he conveyed the sanction, and that knowledge is often of 
the utmost use in determining the exact meaning of the sanction con
veyed. 

386. Another difficulty arises in the interpretation of orders from 
the use of " etc." in such orders. The authority to whom power is 
conveyed by such an order may be anxious to interpret that order in 
the widest possible sense. Such an interpretation, however, is not 
permissible. " Etc." in such a case means similar cases of a like nature. 
It cannot be used to cover other instances of a different nature. 
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CHAPTER 21. 
The Results of Audit. The uecutive and Appropriation Reports. 
381. The l' alue of Audit.-As explained in Chapter 10, the statutory 

audit on behalf of the Auditor General begins in almost all cases 
after the events have occurred. In some provinces, certain classes 
of payments are made after the claims have been audited and passed 
by the Audit Department; but these payments, taken together, 
comprise a negligible percentage of the whole expenditure of Govern
ment. Generally speaking, therefore, the whole proceedings of the 
Audit Department are conducted ex post fado, and consequently Audii 
cannot prevent an overpayment through negligence or non-observance 
of the financial rules and regulations, or the c~mmission of any other 
irregularity or impropri<>ty by the administrative authorities during 
the course of events. The effective value of Audit li<>s in the report 
on its results being se,nt to proper authorities, so that the appropriate 
action may be taken by them to rectify the irregularity or impro
priety where possible, or to prevent a recurrence of it. 

388. Deta,iled reports on Audit.--Under rule J4. of the Auditor 
General's Rules, the Auditor General has power to enforce his 1mdit 
objectionB subject to certain conditions. The detailed results of 
audit are reported at the earliest opportunity by the Audit Officers 
to the disbursing and controlling authorities, on whom the respon
sibility then falls for the settlement of the objections raised in audit 
and for the recovery of any amount disbursed in excess of that to 
which the claimant is entitled. Audit Officers are, however, required to 
keep a constant and careful watch over these objections and to keep 
controlling authorities fully acquainted not only with indivicual cases 
of serious disregard of financial rules but also generally with the 
progress and clearance of objections. 

389. Collective reports on Audit.-Aiter the completion of the year's 
accounts, a collective report of the Audit Officer concerned upon the 
Appropriation Accounts* of the year and upon the results of Audit 
applied to them is presented by the Audit()r General in respect of 
Provincial transactions to each local Government, and in respect of 
Central transactions to the Governor General in Council, with such com. 
ment.s as he may think fit. 

390. There are separate reports on the financial transactions of each 
of the provincial governments, as well as each of the three principal 
spending departments of the C~ntral Governm<>nt-the Army, Rail
way, and Posts and Telegraphs Departments. The transactions of the 
remaining departments of the Government of India are considered in a 
single compilation. · 

• Non.-The term "Appropriation aooounts" is used to oon•r accounts of expendi• 
t.ure both from \"O\ed Grants and from non-voted Appropriatiuw;. I See paragraph 44.10.) 
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391. In actual practice two separate documents dealing vrith the 
accounts of the majority of these units have hitherto been prepared 
in each case. The first of these, the Executive Report, was never pre
scribed in the case of the accounts of the Army Department, and has 
been discontinued in the case of the all Centra.!. It is likelv to be 
discontinued, as the need for it ceases, in the case of the P;ovincial 
accounts also ; but, where still prescribed, it is submitted, in advance 
of the more important document next described, for consideration by 
the Executive Government. The second document, which contains the 
Appropriation Accounts and the Report of the Audit Officer thereon, 
is intended for submission to the Committee on Public Accounts and 
is considered both by the Executive Government and by that 
Committee, and is also submitted by the Auditor General to the Secre
tary of State through the Governor General in Council, with his detailed 
comments on each Report and with such further comments of a general 
nature as he may think fit. 

392. Position before the Reforms of 1919.-Before 1881 there was 
practically no appropriation audit in India. On the recommendation 
of the India. Office Committee appointed in 1880 to report on the system 
of Military Accounts in India, the Secretary of State directed in his 
despatch No. 46, dated 27th January 1881, that the Comptroller General 
.<3hould prepare annually a report comparing the accounts of the last year 
with the budget for that year, and with the accounts of the preceding 
year, with explanations of any important variations; and in his 
despatch No. 103, dated 23rd .May 1882, he also directed that the 
report should be submitted to him. The scope of the report remained 
practically the same till 1912, when it was decided that it should give 
more explanations on variations, and notes on any abnormal growth of 
expenditure or tendency to extravagance, and should mention cases 
of serious breach of financial rules and other important points in 
audit~ In 191:.1, on the elevation of the status of the Comptroller and 
Auditor General, the Secretary of State directed that these reports 
should be addressed to him by the Auditor General and sent through 
the C'TOvernment of India. 

393. These reports were then a combined publication, and all local 
and departmental accounts and reports were combined into one by the 
Comptroller and Audit-or General and sent to the Secretary of State in 
a consolidated form as " Audit and Appropriation Reports on the 
Accounts of the Government of India." 

391. The dominant conception of the Indian constitution before 
the Reforms of 1919 was that the entire Government system was one 
indivisible whole and amenable to Parliament. The whole Civil and 
Military administration of the country was committed to the Govern
ment of India, and local Governments were virtually in the position of 
.agents of the Government of India. By Act of Parliament the powers 
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of superintendence, direction and control over the Government of India 
were vested in the Secretary of State. He was, therefore, the supreme 
controlling authority, and it lras necessary that the Auditor General 
should report the results of his audit to the Secretary of State through 
the Government of India, which was responsible for the financial adminis
tration of the country. 

395 Position under the Reforms of 1919.--The Reforms of 1919 
brought in a change in this constitution, by recognising, within the 
Government of India, the separate existence of the local Governments 
of Governors' provinces, as component parts of that body. The 
Secretary of State still remains responsible, under Section 2 (2) of the 
Government of India Act, for superintendence, direction and. control 
over all acts, operations and concerns which relate to the Government 
or revenues of India, and all payments and charges out of or on these 
revenues ; and, under Eeetion 21 of· the Act, the Secretary of State in 
Council retains the consequential power of control over expenditure 
from. and appropriation of, these reYenues. Similarly, under 8ection 
33 of the Act, the Governor General in Council is still vest~d with 
t.he power of superintendence, direction and control of the Civil and 
Military Government of India. But these powers are now limited 
by the insertion of the words " subject to the provisions of this Act 
or/and rules made thereunder", in recognition of the fact that any 
degree of minute control by outside authority is incompatible with 
"the gradual development of self-governing institutions". The removal 
and rebxation of external control over local Governments were made 
through divestment and devolution of powers under Section 19-A and 
4ti-A of the Act and rules 13 and 49 of the Devolution Rules. The 
effect of devolution has been to increase the financial powers of the exe
cutive half of the loc.al Government, which still remains amenable to 
Parliament by the retention of an intermediate responsibility in the 
hands of the Governor General in Council, and of the ultimate respon
sibility in the hands of t.he Secretary of State ; while the effect of divest
ment has been to transfer some subjects to the control of that half of 
the local Government which is responsible to the local legislature, the 
Secretary of State and the Governor General in Council retaining powers. 
of intervention in the transferred field in certain limited and definitely 
~rescribed circumstanees only, and with the narrowest possible reserva
tions. 

: 396. Again, before the Reforms of 1919 the Legislative Council was 
m theory only a~ enlargement of the Executive Government for the pur
~)se of law ma~mg. It had practically no hand in the matt~r of finan
Cial control. lnder these Reforms, the lkgislative bodies became a. 
more popular i.ns~itution and their existenc.e was reeognised as distinct 
from the e:xt-cutlve. In financial matt~ts, their dutits include the 
scrutiny of the Budget and the power of granting demands, to be put 
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forward by the executive, for expenditure on the administration of 
Government, with the exception of certain heads which are not to be 
presented to the vote of that body. The powers grm ted to the legis
latures in regard to the voting of demands have been described iu 
Chapter 15, from which it will be observed that these powers are real, 
as, unless the Executive Government, or the head of that Government, 
.as the case may be, exercises its powers of certification or authorisa~ 
tion, the voting of the demand is final and the executive has to carry on 
the administration in regard to voted expenditure within the amount of 
the grant and within the scope of the demand. 

397. The different authorities having been given powers over finan
-cia] matters, while the Secretary of State retains the supreme power of 
.control, it became a matter for consideration how the reports of the 
Audit Officers would be considered under the Reforms. It was recognised 
that, in the exercise of the control over provincial finances entrusted to 
them, the local authorities would depend largely on the effectiveness of 
the help rendered by the audit offices, and that they should, therefore, 
formally receive·reports from the Auditor General. Accordingly it was 
provided in rule 15 of the Auditor General's Rules that the reports 
·should as before be forwarded to the Secretary of State through the 
Governor General in Council, but at the same time they should be for
mally transmitted to the Governor General in Council and to the Finance 
Department of the local Government. 

398. Re-organisation of the Rep&rts.-The question o£ the re-orga· 
nisation of these reports was at the same time taken up, aud, as a 
l'esult, each report was divided into two separate parts:-

(i) the Audit Report dealing with expenditure under objection, 
financial irregularities and general comments ; and 

(ii) the Appropriation Report containing appropriation account 
statements, comments regarding the excesses and abnormal 
savings brought to notice in it, and provincial finances. 

The system of consolidation of all the reports by the Auditor 
General for submission to the Secretary of State was also disconti
nued. 

399. On the recommendation of the Central Public Accounts Com
mittee of 1923, the question o£ making the Appropriation Accounts more 
illuminating was investigated by the Auditor General; and in 1925 
it was decided to re-organise the reports on the lines of the correspond- • 
ing British Reports, the main features of the re-organisation being :-

(a) the amalgamation into one of the two separate reports, 
namely the Audit Report and Appropriation Report; 

(b) the inclusion of the financial irregularities, embezzlements, 
frauds, etc., under the proper grant and appropriation 
in the amalgamated report; · 



129 

Cnu.21.] THE RESULTS OJ!' AUDIT. [ 400-401 

(c) the combination of the voted charges of a grant with the 
non-voted charges of the corresponding appropria!ion in 
one Appropriation Account, so as to give a better tdea of 
the expenditure on each particular head of account as a 
whole, as the two classes of expenditure are in almost 
all cases closely inter-connected ; 

(d) the appending of store accounts of important stock and 
trading accounts of the quasi-commercial concerns to the 
relevant Appropriation Accounts, so as to give a clear idea. 
of the transactions in connection with them brought to 
account in the general Appropriation Account. 

400. Object of the Repm on the Appropriation Account8.-The object 
of this reorganised report, which is called the " Appropriation Account 
and the Report of the Audit Officer thereon" , is to present the audited 
accounts of expenditure from all the voted grants and non-voted appro
priations of the year, with full explanations of all important varia
tions between grant or appropriation and expenditure, and with such 
comments as the results of audit scrutiny shew to be desirable. 

401. ObJect of the Executive Report.-lt was also decided that a 
separate report should be submitted, in advance of the Appropriation 
Accounts and Report, to the Executive Government. The main objects 
of this report, which is called the "Executive Report" are:-

(i} to bring to the notice_ of the Executive Government, several 
months before it is possible to submit the Appropriation 
Accounts and the Report thereon, cases of financial irre
gularity, sufficiently important for mention in the Report 
on the Appropriation Accounts, on which the orders of 
Government have not yet been passed or, having been 
passed, are not considered in audit to be entirely adequate; 
and thereby to give the Government an opportunity of 
expediting or reconsidering its orders upon them ; 

(ii) to represent to the Executive Government a comprehensive 
review of minor irregularities which, while of insufficient 
importance to justify mention in the Report on the Appro
priation Accounts should be a matter of concern to a 
Government which desires to maintain a. high standard of 
financial administration; ani 

(iii) to suggest remedial and preventive measures for the consi
deration of the Executive Government, and, if necessary, . 
to comment upon the adequacy of such measures already 
taken. 

It will therefore be understood that the Executive Report concerns 
the Executive Government only, whereas the Appropriation Accounts 
and the Report thereon concern the legislature also. It is not however 

]!' 
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intended that the Executive Reports shall be a permanent feature of 
the Indian system, and steps are already being taken to discontinue 
them wherever the requirements of the Executive Government can be 
oth~rwise met. 

402. The Appropriation Accounts of the Central Civil expenditure 
for 1924-21> and the Repmt thereon wele, for the first time, reorganised 
on these lines; and by 1927-28, the re-organisation of all the Appro
priation Accounts and Reports on them was completed. 

403. By whom prepared.-In certain cases, owing to the separation 
of accounts from audit, the duty of preparing Appropriation Accounts 
has been entrusted to officers other than Audit Officers. It is for the 
Audit Officers concerned to submit the Report on these accounts, as 
well as to prepare the Executive Report for so long as its preparation 
is still required. In all other cases both the Appropriation Accounts 
and the Report thereon and the Executive Report are prepared by 
the Audit Officers concerned. 

404. In respect of expenditure incurred in England by the Secre
tary of State and the High Commissioner for India, no Executive Reports 
are prepared. The Appropriation Accounts are compiled by the Account
ing Officers in the United Kingdom, and the Reports upon them by the 
Auditor of the Indian Home Accounts. These Appropriation Accounts 
nre, however, incorporated in the relevant Appropriation Accounts 
prepared in India in order to present in a single document the combined 
result of the whole transactions of each Government. 

405. Functions of the Public Accounts Committees of Provincial 
Legislatures.-It is necessary to deal here in some detail with the 
functions of the Committee on Public Accounts. In introducing the 
Reforms of 1919 it was intended that the removal and relaxation of 
external control over the provincial field, as explained in paragraph 
350, should be "contingent on the existence of a powerful and in
dependent central audit, which will bring financial irregularity and 
misdemeanour prominently before the executive and the legislature," 
the two guardians of financial propriety in a province. 

406. The question then arose how control should be exercised by 
the legislature, and it was decided that each legislature should have a 
Committee on Public Accounts which should deal, on its behalf, with 
the Appropriation Accounts and the Report thereon, and that to make 
this Committee a popular body not less than two-thirds of its members 
should be elected by the non-official members of the legislature, the 
remainder being nominated by the Governor. 

407. The duty of the Committee as laid down in the Statutory 
Rules is:-

(a) to scrutinise the Appropriation Accounts of the province and 
the Report of the Audit Officer thereon ; 
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(b) to satisfy itself that the money voted by the legislature has 
been spent within the scope of the demand granted by the 
legislature ; 

(c) to bring to the notice of the legislature :-
(i) every case of a breach of the principle that no re-appro

priation may be made from one grant to another ;. 
(ii) every re-appropriation within a grant which is not made 

in accordance with the rules regulating the functions 
of the Finance Department, or has the effect of in
creasing the expenditure on an item the provision for 
which has been specifically reduced by a. vote of the 
legislature; and 

(iti) all expenditure which the Finance Department has re
questP-d should be brought to the notice of the legis
lature. 

408. Under Rule 37(i) of the Devolution Rules the Finance Depart
ment of a local Government is required to lay before the Committee 
the Appropriation Accounts and the Report of the Audit Officer thereon 
and bring to the notice of the Committee all expenditure which has not 
been duly authorised and any financial irregularities. 

409. Functions of the Public Acoounts Committee of the Central 
Leg1:sla.ture.-Similar provisions have been made as regards the control 
to be exercised by the Central Legislature, and the Finance Department 
of the Government of India is also required to take similar action in 
regaril to the Central Appropriation Accounts and the Reports of the 
Audit Officers on them. 

410. Although the Committee on Public Accounts is inherently a 
Committee of the legislature, which is primarily concerned in ascertain
ing, through its Committee, whether the money granted by it has been 
spent according to its determination and with due regularity and pro
priety, the scope of the control exercised by the Committee has been 
greatly developed so as to make it a valuable instrument for safe-guard· 
ing the interests of the tax-payers. It has been held that the Committee 
is entitled to scrutinise all matters included in the Appropriation 
Accounts, and in the Audit Officer's Report and the Auditor Ge!leral's 
comments thereon, whether in regard to voted or non-voted expen
diture, or receipts of revenue, or stores, with the exception of cases 
arising in a "Bacl..-ward Tract," to which the provisions of Section 
72-D of the Government of India. Act do not apply, as the functions 
of the legislature and its Committee on Public Accounts are regulated 
by the rules framed under that Section of the Act. The Committee 
is further entitled t.o express its opinion upon the conduct of the 
administrative department in respect of its accounts and upon the 
decision of the Finance Department affecting the latter, and to criti
cise improper and wasteful or unwise methods of financial administration. 

r2 
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But the Committee is not an executive body, and! has no power, 
even after the most minute examination and on the clearest evidence, 
to disallow any item or to issue an order. It can only call attention to 
an irregularity or to a failure to deal with it adequately, and express 
its opinion thereon and record its findings and recommendations. 

411. Assistance required of the Audit Officers.-In order adequately 
to fulfil these functions the Committee must necessarily rely upon 
the assistance of the reporting officer who should invite its attention 
to all unusual features and important irregularities arising out of the 
audit described in Chapters 12 to 18. Where accounts are compiled 
by an authority other than the Audit Officer, irregularities are also 
discovered by the accounts staff of that authority during the course 
of internal check, and such irregularities also should find a place 
in the Report. Having decided what information should be brought 
to the Committee's notice, the Audit Officer should set forth carefully 
all the relevant facts, explaining the obvious inferences to be drawn 
from them and the points which appear to require examination, in 
such a way as to enable the Committee to reach a conclusion on each 
subject or to determine the nature of any further investigation which 
may be necessary. 

412. Review of Finance.-In order to present a comprehensive survey 
of the financial administration of the government, the report ordinarily 
includes a general review of the financial position of the Government. 
In doing so the report should indicate not only the result.s of the year 
but should also show whether the position has improved or deteriDrated 
during the past few years, referring to the main causes that have been 
at work to effect the result. To indicate the present position, the cash 
situation has to be explained, and in addition the growth or diminution 
of liability should be indicated. For this purpose both revenue and ex
penditure should be suitably analysed, and permanent commitments 
distinguished from those of a temporary character, the forme~ being 
detailed to the extent necessary and the latter sub-divided as may be 
suitable. Contingent liabilities, such as estimated expenditure on un• 
completed schemes or works, should receive special attention, as well 
as asset.s not yet brought to account. 

413. Disposal of the Repwts.-After the reports have been scrutinised 
and considered by the Public Accounts Committee, it devolves upon 
the Finance Department to take into consideration any recommenda
tions of the Committee and to issue orders thereon. The report of 
the Committee and the orders of the Government thereon are then 
furnished to the Audit Officers concerned and to the Auditor General, 
and it is open to the Audit Officer in his next report and to the Auditor . 
General in his comments thereon to indicate the action which has been 
taken in respect of cases previously brought to notice and to comment 
on the adequacy of the action. 
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414. When forwarding the reports to the Secretary of State, the 
Auditor General offers such commenUI of a general nature as he may 
think fit after a scrutiny of the accounUI of the whole of India so as to 
present the general trend of audit development and the progress of 
financial control in India, quoting, where necessary, individual cases of 
financial irregularity as examples illustrative of his commenta. 

415. Importance of the Reports.-Reports on the Appropriation 
Accounts are thus public documenUI of considerable importance. They
should, therefore, receive the personal attention of the head of the 
Audit Office. Every endeavour should be made to convey through 
them a. just, impartial and yet sympathetic picture of the financial 
administration, as, to the Government concerned, the reports will show 
the extent to which ita subordinate officers are complying with its 
rules and orders, and to the tax-payers and to the Secretary of State 
they will exhibit the extent to which the Government is complying 
with the orders and views of the legislature. It should be borne 
particularly in mind that the control which the legislature of the 
province will exercise over the provincial finance:;; will depE'nd l11rgely 
upon the effectiveness of the help rendered by these reporUI. 
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CHAPTER 22. 

Relation between the Audit Department and the Finance Departments 
of the Central and Provincial Governments. 

. 416. The Auditor General ikpendent on the Government of India in 
matters of Expenditure and Administration.-We have seen in Chapter 3 
that the Auditor General in India is, in his capacity as the final audit 
authority in India, independent of the Government of India. This 
independence does not, however, cover his powers of expenditure, 
or his administrative powers over the Indian Audit Department. 

. 41 i. Such powers of. expenditure as the Auditor General possesses 
are delegated to him by the Governor-General in Council ; and in this 
respect, therefore, he is subordinate to the Government of India. Simi
larly, the Auditor General's administrative control over the Indian Audit 
and Accounts Service is largely limited in respect of Officers of Class I 
and of Accountant General's status. 

418. While therefore the Government of India cannot override the 
Auditor General's authority in audit matters without a reference to 
the Secretary of State, it is within their power to issue financial or ad
ministrative orders in respect of the Indian Audit Department which 
may, in the opinion of the Auditor General, prejudice the efficiency of 
the audit for which he is statutorily responsible. For example, the 
Government of India may dissent from the Auditor General's opinion 
regarding the number, status, or remuneration of the Gazetted Officers 
or non-gazetted staff required for the proper conduct of particular audit 
·duties, or in regard to the grant of facilities or encouragement for special 
training, or on the subject of the selection or posting of particular senior 
Officers for promotion or duty. 

419. If and when such differences of opinion arise, the Auditor 
General's only remedy would lie in convincing the Secretary of State 
that his own view is right and that of the Government of India is wrong. 
He has, however, no direct means of access to the Secretary of State; 
and, if the Government of India are not prepared to forward any re
presentation which he may make, he must wait to put forward his state
ment of the case in the annual letter with which he forwards the Appro
priation Accounts to the India O:ffice,-this being his sole avenue of access 
to the Secretary of State. 

420. It will thus be seen that, while the Auditor General is, in his 
audit capacity, independent of the Government of India, he is in fact 
dependent on the Government of India for the means of giving effect 
to his audit duties and responsibilities. 
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421. Co-operation between the A wliJ()'T' General and the Fitlance 
Department of the Government of lndia.-It is therefore necessary 
that close touch should be maintained between the Auditor General 
and the Finance Department,-the Department of the Government 
of India the portfolio of which includes the subjects with which the 
Auditor General deals. Close co-ordination is required in connection 
with the drafting, amendment and interpretation of rules having any 
financial bearing. In actual practice the Auditor General is generally 
consulted by the Finance Department before any action is taken ; 
aud the general convention is (i) that where, (as in the case of the 
Fundamental Rules and the Civil Service Regulations} the Governor
General in Council has the power of interpreting rules, the Auditor 
General is consulted by the Finance Department ; and ( ii) that where 
such power is reserved to the Secretary of State in Council, the Auditor 
General gives audit rulings on disputed cases after first ascertaining 
if the Finance Department agrees. In all cases in which the Finance 
Department issues financial rules, whether in the form of Codes or 
otherwise, these are scrutinised by or on behalf of the Auditor General. 

422. Apart from these special matters which concern the direct 
relations between the Auditor General and the Finance Department of 
the Central Government, the general principles regulating the relations 
between the Government of India and the Audit Department in regard 
to budgets, financial control, the Reports on the results of Audit, and 
other such matters, differ only in detail from those which have governed 
the relations between Provincial Accountants General and the Finance 
Departments of Governors' Provinces since the Reforms of 1919 brought 
with them a relaxation of the Central Government's control over pro
vincial finance. While, however, the relations have, in the case of the 
Provincial Governments, been put upon a statutory basis, there is no 
such basis in the case of the Central Government. 

423. The increased financial powers of Provincial Governments, and 
the consequent duties of Audit.-In recommending such relaxation of 
external control, the Government of India, in paragraph 7 4: of the 
First Despatch on Reforms, stated as follows :-

"Withdrawal of external control over provincial finance implies 
the substitution of effective control within the province. 
That control in practice must be divided between the Finance 
Department of the province and the Legislative Council." 

424. The external control mentioli.ed here means the control which 
the Secretary of State and the Government of India used to exercise 
over the provincial finances prior to the introduction of the Reforms. 
The ReforlllS of 1919 gave the provinces a. large measure of fiLancial 
independence, a.s described in Chapter 14, as well as large powers of 
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taxation and borrowing. The former external control has now been 
replaced by control within the province, partly by the Finance Depart
ment and partly by the Legislature, the latter in this behalf being assisted 
by its Committee on Public Accounts. 

425. The Audit Officer's relati<m with the Legislature and the Finance 
Department of the local Government.-In paragraph 77 of the same des
patch the Government of India stated that " standing behind all 
financial control there must be an effective audit 11 

; and in para
graph 78 they discussed as follows the means of making audit criticisms 
effective :-

" With the audit rehabilitated as we should wish, the procedure 
for making its criticism effective will be as follows :-Each 
audit report which deals with provincial subjects will be 
submitted to the Governor, for communication to the exe
cutive authority concerned, whether Member of Executive 
Council or Minister. Copies will go simultaneously to the 
Finance Department of the Province, which will take orders 
upon the report. . . . . . . . . . . . . . . . . . . . . . . . . But in each 
case, the Finance Department will place the report and the 
orders upon it before the committee on public accounts 
.. .. .. .. . .. The committee . .. .. .. . . . .. will have the 
right to examine all audit objections and executive orders 
passed upon them, and to make recommendations ...... ". 

426. As explained in the previous Chapter, the Auditor General's 
audit is conducted primarily on behalf of the Secretary of State-the 
final controlling authority-but his assistance is available to the execu
tive government and the legislature which are now responsible for the 
internal control. To safeguard the interest of tax-payers the report on 
the results of audit conducted by the Audit Department is scrutinised 
by the Public Accounts Committee ; but, as the functions of the legis
lature, and consequently those of the Public Accounts Committee, as 
.at present constituted, are confined to scrutiny and recommendation, 
they do not possessany authority to enforce compliance with their wishes. 
Where a local Government fails to meet the wishes of the legislature in 
such a matter, the legislature has, of course, its own remedies,-remedies 
of an indirect kind : but no other authority can intervene unless recourse 
be had to the general powers of superintendence, direction, and control, 
reserved to the Secretary of State and to the Government of India. 

427. In the previous Chapter it has also been shewn how the assist
ance of the Audit Department is rendered to the executive Govern
ment and legislature through the Executive Report and the Report on 
the Appropriation Accounts. It was, however, recognised that its co
mdination with the Finance Departme~t will be necessary in detailed 
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matters, and the Government of India in paragraph 75 of the same des
patch explained the desirability of it as under :-

" Finally the Finance Department must be in int~ate relati?ns 
with the audit. It will have to advise the auditor regardmg 
the scope and intentions of schemes of expenditure, having 
itself been apprised of these in its discussions with the execu· 
tive authority at the preliminary stages. It will be consult~d 
by the auditor about the detailed application of financt~l 
principles and the interpretation of financial rules. It Will 
keep him informed about prices, local rates of labour, and 
many other facts which are relevant to his audit, but of 
which he has no direct source of knowledge." 

428. It is especially in connection with the conduct of higher aud_it, 
as described in Chapter 17, that the Audit Department can be of servtce 
to and should expect assistance from the Finance Department in the ex
ploration of avenues for economy. 

429. Dut1:es of the Finance Department, and cor,resportding functionl 
of the Audit Officer.-The statutory provision for internal control of the 
Finance Department is contained in Section 45-A (2)(iii) of the Act, which 
provides that rules framed thereunder may "provide for constituting a 
finance department in any province, and regulating the functions of 
that department." The functions of the Finance Department are de
tailed in Part III of the Devolution Rules framed under that Section of 
the Act. The more important of these functions which involve co
operation with the Audit Department are summarised below :-

(i) The safety and proper employment of the Famine Relief 
Fund and of the proceeds of borrowing. 

(ii) The framing of the financial rules and arranging for the 
maintenance of suitable accounts throughout the province. 

(iii) The preparation of the annual budget estimates. · 
{1:v) The scrutiny of proposals for new expenditure and guard· 

ing against undue growth of expenditure on the public 
service. 

(t') Taking action on the reports of the Audit Department. 
(t'i) Advising departments responsible for the collection of revenue 

regarding the progress of colledion and the methods of 
collection employed. 

(tii) Controlling the delegations of financial powers by the local 
Government and the subordinate authorities. 

430. In regard to item (i) of paragraph 429, the Finance Department 
has t~ see that proposals for the utilisation of the Famine Relief Fund 
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and borrowed money fall within the objects on which they may be 
spent under the rules, while the Audit Department has to satisfy itself 
by im ex post facto scrutiny of the expenditure that such funds are 
ae1u9.lly spent only on authorised objeem, and that if loans have been 
spent on unproductive objoot9 sinking funds have been created under 
the Looal Government (Borrowing) Rules. 

43L In respoot of item (ii) of paragraph 429, the Finance Department 
frames, in consultation with the Audit Department, rules to secure proper 
financial control, and the latter department has to see that the rules 
are so framed as to satisfy the requirement9 of audit and do not impair 
the efficiency of audit. As regards account9 the Auditor General deter
mines the form in which officers rendering account9 to the Indian Audit 
Department shall render such account9, and in which the initial account9, 
from which the account9 so rendered are compiled or on which they are 
based, shall be maintained. Where these aecount9 do not bring out 

. any particular information which may be required by the local Gov
ernment for im own special purposes, it rest9 with the Finance 
Department to arrange for the maintenance of suitable po jMmti. or 
other aecount9. In such matters it will no doubt find it desirable to 
obtain the advice of the Audit Department. One branch of work in 
which these duties of the Finance Department are of special import
ance is "Local Funds," a8 these ·are not subjoot to the audit of the 
Indian Audit Department, and the local Government is responsible for 
making its own arrangement9 for audit. As regards all account9 
maintained by department9 under a local Government the Finance 
Department is responsible for satisfying itself that they are actually 
kept in ar..oordance with the prescribed rules. 

432. As regards item (iii) of paragraph 429, the Finance Department 
requires the assistance of the Audit Department in preparing the budget 
estimates and watching the progress of receipt9 and expenditure ; and 
the following statutory rules provide for such assistance being given by 
the Audit Department :-

"The Auditor General shall supply, or shall arrange that officers 
subordinate to him supply, any information required by the 
Governor-General in Council or by a local Government which 
can be derived from the account9 maintained in the offices 
under his control" 

" The Auditor General shall arrange that such assistance as may 
be required shall be rendered by the officers of the Indian 
Audit Department to the Governor-General in Council, the 
local· Governmenta and other authorities in the preparation 
of their annual budget estimates." 
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433. The amount of a.ssistance rendered by Accountants General in 
relation to the budget is not uniform in all provinces. TheorP.tically, 
the Audit Officer should not prepare any budget estimate, except in 
respect of any grant of which he is the Controlling Officer ; but he should 
scrutinise the consolidated estimates in certain directions. In actual 
practice some provinces expect. much more, one even going 80 far as 
to ask the Accountant General to supply the printed forms, to collect 
and consolidate the estimates, to fill in past actuals, to calculate the 
provision for Home charges, to print the budget as approved by the 
local Government, and to distribute the allotments between the Con
trolling Officers. 

434. As regards item (iv) of paragraph 429, the Finance Department 
demands justification for new expenditure from the department which 
proposes it and challenges the necessity for spending 80 much money 
to secure a given object. The functions of the Finance Member in 
this respect are, however, advisory, and the Minister or the Member 
in charge of the department concerned is not bound to accept the advice 
given by the Finance Member. But, after the expenditure is sanc
tioned or appears in the accounts, the Audit Officer investigates the 
necessity for it through the proceedings and other papers leading to its 
sanction ; and, if he considers the expenditure to be extravagant, he is 
in a position to challenge it and bring the irregular expenditure of public 
money to the notice of the Public Accounts Committee and the legis
lature through his Audit Report. Thus the Finance Department and 
the Audit Department have analogous functions in regard to new ex
penditure-the former advises before action is taken and the latter 
scrutinises the action taken either on receipt of the sanction or when 
the expenditure appears in the accounts. 

4j)5. In regard to the public service in particular, the Audit Dep~ 
meut conducts a scale check and apprises the Finance Department of 
any variation in the scale fixed for the service or establishment that 
requires the sanction of a higher authority. The Audit Department is 
also required to advise, if necessary, on the question whether the sanc
tion of the Secretary of State in Council, or of the Governor-General in 
Council, is or is not required to the addition of a permanent or temporary 
post to the public service. 
~· As to item (v) of paragraph 429, the Finance Department, on 

rece1pt of a report from the Audit Officer to the effect that expenditure 
for which there is no sufficient sanction is being incurred, may reqwre 
the department concerned to take steps to obtain the necessary sanction 
or to stop the unauthorised expenditure. Where, however, the local 
Government is unable to accept any audit decision given by the local 
Audit Officer, provision exists in the Auditor General's rules that, on 
reference being made to him, the Auditor General ahall review such 
audit decision and if he thinks fit overrule it. "" 
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437. The functions of the Finance Deparlment under item (v) also 
include the duty (explained in detail in Chapter 21) of laying before 
the Public Accounts Committee the Appropriation Accounts and the 
Reporl of the Audit Officer thereon, bringing to its notice all unauthor
ised expenditure as well as financial irregularities. 

438. In regard to item (vi) of paragraph 429, the Audit Department 
has t.o ascertain that adequate regulations and procedure have been 
framed by the Finance Department to secure an effective check on the 
assessment, collection and proper allocation of revenue, and to satisfy 
itself that any such regulations and procedure are being duly carried 
out. It also suggests improvements in the procedure for collection, and 
for the internal check applied thereto. 

439. In respect of item (vii) of paragraph 429, above, the Finance 
Department examines the proposals for delegations of powers to ensure 
that such delegations are necessary for the convenient and efficient 
despatch of public business. After the orders for delegations are sane· 
tioned, the Audit Officer has ~lso to satisfy himself in all important 
matters of delegation that they are not likely to impair seriously the 
efficiency of the conduct of public business. For instance, the principle 
of authorising disbursing officers themselves to sanction special charges 
may be carried too far or extended to cases in which obviously some 
sort of control by higher authority is advisable. If such cases are im
portant, the Audit Officer should make a suitable representation to the 
Finance Department, and thus give the latter the opportunity of review
ing or reconsidering the order as the case may be. 

440. Co-operation between the Audit Department and the Finance 
Department is also necessary in the following matters in which it is 
prescribed in the Treasury Orders that the concurrence of the Auditor 
General should be obtained :- • 

(a) The maintenance or otherwise of a treasury in every dis~ 
trict under the charge of a Treasury Officer. 

!b) The procedure for the payment of money into, and with~ 
drawal of money from, the treasury. 

441. Co-operation between the Audit Officer and the Finance Depart
ment.-It will be realised that, though the Audit Officer may and 
does have to act as the critic of the operations of the Finance Deparl
ment, the objective of both authorities is in effec~ the. same, ~amely the 
saferuardina of economy, efficiency and pmpr1ety m public finance. 
The 

0
desirelresult can therefore be best attained by the establishment 

of mutual understanding and co-operation. 
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CHAPTER 23. 

Relation between the Auditor General Md the Auditor of the Indian 
Home Accounts. 

442. Position of the Auditor Genera.l in India.-Under Rule 9 (ii) of 
the Auditor General's Rules, the Audiwr General is responsible for 
the audit of expenditure in India from the revenues of India, and 
under Rule 2 (d) of these Rules the Indian Audit Department, that is 
to say, the officers and establishments subordinate to the Auditor 
General, is employed upon the compilation and audit of accounts of 
Government transactions in India, the latter duty including the audit 
of those receipts of revenue and stores and stouk the audit of which 
has, under Rule 12 of the Auditor General's Rules, been entrusted w 
the Auditor General by the Governor-General in Council. The Audit 
Department is, therefore, responsible for the audit of Government 
transactions arising in India, and under Rule 9 (i) of the Audiwr 
General's Rules the Auditor General is the final audit authority in 
India. 

443. Positt:m of the Auditor of the Indian Home Accounts.-The 
administration of that portion of the transactions of the Government 
of India, (including transactions of both the Central and Provincial 
Governments) which arises in the United Kingdom, rests with the 
Secretary of State and the High Commissioner for India. The 
compilation of the accounts of such transactions, which are maintained 
in the name of the Secretary of State in Council, is performed by the 
accounting authorities in England ; and, for the audit of these accounts, 
Section 27 of the Government of India Act empowers His Majesty to 
appoint an auditor and requires that audiwr to " examine and audit 
the accounts of the receipt, expenditure and disposal in the United King
dom of all money, stores and property applicable for the purposes of 
the Act." That Section further requires the audiwr to bring specially 
to the notice of the Secretary of State in Council" cases (if any) in which 
it appears whim that any money arising out of the revenues of India 
has been appropriated to purposes other than those to which they are 
applicable" and to "lay all his reports before both Houses of Parlia· 
ment." 

444. Thus the duty of auditing transactions of the Government of 
India is, under the Statute, divided between the Audiwr General in 
India and the Auditor of the Indian Home Accounts, the former being 
responsible for those transa.ction.s which arise in India and the latter for 
those arising in the United Kingdom. 
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445. Genesis of appointrnent of Auditor for Indian Home AccQ1.mts. 
-The first provision for the appointment of the Auditor of the 
Indian Home Accounts appeared in the Government of India Act, 
1858. Its main object was to provide an independent authority 
which should scrutinise on behalf of Parliament the exercise by the 
Secretary of State in Council of the powers entrusted to him by the Act. 
At that time the Secretary of State in Council was, under Sections 2 
and 21 of the Act, the supreme authority in respect of expenditure 
from the revenues of India. He delegated certain powers to authorities 
in India, and watched their exercise of those powers through the 
agency of the Comptroller and Auditor General in India, who was 
appointed by the Secretary of State but worked in direct subordina
tion to the Government of India. Thus the Secretary of State, as the 
ultimate spending authority, watched, with the aid of the Comptroller 
and Auditor General in India, the expenditure of the authorities to 
whom he had delegated power ; while he answered for his own outlay 
to Parliament, which derived its information from the report of the 
Auditor of the Indian Home Accounts appointed for the purpose. 

446. Anomalies created by the Refo-rms of 1919.-In dealing with the 
Reforms Scheme, before its introduction, the position of the Auditor 
of the Indian Home Accounts did not come under consideration ; and 
the arrangements under which two auditors, quite independent of 
each other and remaining responsible to two different authorities, 
carry on the audit of transactions of the Government of India have 
resulted in certain constitutional anomalies. 

447. For example, with the reformed constitution, the position as 
regards expenditure underwent considerable change. In the first place, 
the ultimate power of sanctioning expenditure in respect of provincial 
transferred subjects passed from the Secretary of State in Council to 
local Governments in India. Secondly, specific provision of funds is 
now necessary before expenditure can be incurred, and in many cases. 
such provision must necessarily, as explained in Chapter 15, take the 
shape of a vote by a Legislative body in India. Thus a considerable 
portion of the outlay of the Secretary of State himself is financed from 
funds so voted, while the Secretary of State is responsible for the appli
cation of such funds to an authority other than that which voted them ~ 
and an even more anomalous position arose on the creation of the High 
Commissioner for India, who spends, as the agent both of the central 
and of the provincial Governments, monies partly voted by their res
pective legislatures, and partly, in respect of non-voted items, allotted 
by the executive Governments. 

448. Section 27 of the Government of India Act is so worded that~ 
on the creation of the High Commissioner, his accounts became auto
matically subject to the audit of the Auditor of the Indian Hom& 
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Accounts ; and the latter is required to lay his reports upon those 
accounts before both Houses of Parliament. It is inconsistent with the 
coMtitutional position of the High Commissioner, who acts as an agent 
<>f the Government of India. and of the various local Governments, that 
his accounts should be separately submitted direct to Parliament, rather 
than as a part of the accounts of the Government of India as a whole. 
On the other hand, there is no provision in the Act for the submission 
to the legislatures in India of the report upon the accounts of the High 
Commissioner, although the expenditure which they represent has been 
sanctioned either by the executive authorities in India or by the High 
Commissioner himself in virtue of powers delegated by those authorities, 
while a large part of the funds to cover the expenditure has been voted 
by the legislatures. 

449. Again, the High Commissioner for India acts under the direct 
instructions of the Government of India and the local Governments. 
His financial transactions are governed entirely by those instructions 
and by such compilations as the Civil Service Regulations and the Funda· 
mental Rules. The great majority of such rules and orders have to 
be followed by llubordinate authorities in India as well as by the High 
Commissioner, The transactions of the former come under the audit 
<>f the Auditor General in India, and it is essential that the officers res
ponsible for the audit in the two countries should interpret the rules 
and orders in the same way. There is specific provision both in the 
Civil Service Regulations and in the Fundamental Rules that the final 
authority for the interpretation of these rules vests in the Government 
<>f India ; and that authority is in actual practice exercised in direct 
<COnsultation with the Auditor General, who circulates the interpreta
tions so given as "Audit Instructions." In the abstract, as matters 
now stand, it is conceivable that a Government servant while on leave 
in England might obtain a different audit interpretation from that 
<Current in India, in regard to his conditions of service. 

450. Arrangements made to cover the anmnalies.-In practice con· 
ventional arrangements have been made to meet the more important 
-difficulties pointed out above. The Auditor of the Indian Home 
Accounts submits to the Government of India all his reports, which, 
together with the accounts to which they pertain, are in turn laid 
before the legislature in India and scrutinised by the Public Accounts 
·Committee. The Home Accounts prepared in England are also 
incorporated in the Appropriation Accounts prepared by the author· 
ities in India in order to show the collective results of all the transac• 
tions of a particular Government or Department of the Central Govern
ment in a single document. The Auditor also consults the Auditor 
Gt.>neral in India as to the interpretation of rules which have to be applied 
both in the office of the High Commissioner and in the offices in India. 
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PART IV. 

The Machinery and Special Processes of Audit. 

CHAPTER 24. 

Office Arrangements and Procedure. 

451, Arrangements for conduct of work.-The constitution of Audit 
Offices and the distribution of audit and accounting duties between 
them have been discussed in Chapter 5. The arrangements for the 
conduct of work within these offices are briefly indicated in this Chapter. 

452. Arrangement~in the Civil AuditO.ffices.-In a Civil Accountant 
General's office, (including the office of the Comptroller, Assam,) the 
actual audit, accounting, correspondence and other work is distributed 
between a number of different sections in accordance with the nature of 
the work concerned. The inward correspondence, accounts, vouchers, 
and other receipts of an office are sorted in a Routine Section and dis
tributed to the Sections whose duty it will be to deal with them. 

453. The treasury accounts are distributed to the Treasury Audit 
Group of Sections, which are responsible for their audit and primary 
compilation. For the sake of convenience, however, the consolidation 
of the treasury figures under Debt and Remittance heads is made in the 
Compilation Section, while some special classes of vouchers, such as those 
relating to Gazetted Officers, Deposits, etc., are made over to separate 
sections, which are constituted to deal with the audit of such classes of 
vouchers and with the connected correspondence and other incidental 
work. Such vouchers after audit are returned by the special sections to 
the Treasury Audit Sections, 

454. In the Treasury Audit Sections one " district auditor " is res
ponsible for the adjustment of the entire treasury accounts of a district 
and also for the audit of these accounts, with the exception of depart
mental receipts and payments. The audit of these departmental receipts 
and payments and their adjustment under proper heads of accounts, and 
also the consolidation of the departmental figures, are entrusted to clerks 
known as the " departmental auditors." 

455. After auditing the departmental schedules and all the vouchers 
relating to them, and recording the transactions in the audit registers, 
where necessary, the departmental auditors compile the departmental 
accounts from these schedules and vouchers, and mm those received back 
after audit from the separate sections mentioned in paragraph 453 ; 
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while the district auditor classifies under the proper heads of account the 
figures relating to debt and remittance heads from the List of Payments 
and the Cash Account, after they, together with the relevant vouchers 
have been audited. Some transactions under Debt and Remittanc; 
heads also. appear in the departmental accounts, and opportunity, is 
taken at thiS stage to transfer those figures from the departmental account 
to the district classified accounts, which are then passed on to the Com
pilation Section for the consolidatioa of the district figures under the 
Debt and Remittance heads. 

NoT:&.-ln some cases audit is conducted after compilation (Bee paragraph 101). 

456. In many offices a Pre-audit Payment Section deals with the bills 
payable at Headquarters which are usually audited before payment by 
the Audit Sections concerned. The paid bills are then sent to the Trea
sury Audit Department with schedules, and are handled there in the 
.same way as a treasury account. 

457. Officers of the Public Works Department, who make payment 
-of bills direct for work done, submit their monthly accounts to the audit 
-offices. These are received and audited in the Works Audit Section 
and are then passed on to the Compilation Section. Similarly, for Forest 
and some other departmental transactions, classified accounts are render
-ed to the Accountant General's office, which, after audit, are passed on to 
the Compilation Section, which compiles those departmental accounts. 

458. From the compilation thus separately made by the Treasury 
.Audit group of sections for each department, or for each major head of 
account not relating to any particular department, (such as pensions}, 
,and by the Compilation Section for certain departmental a.ccounts and 
Debt and Remittance transactions, the final compilation for the whole 
,circle of accounts is prepared in the Book Section, which also prepares 
the Journal and Ledger (see Chapter 40). 

459. In addition to the sections mentioned above, there is a separate 
-Section for conducting Higher Audit, a Section for dealing with the 
Exchange Accounts, and one for dealing with the Budget and for conduct
ing Appropriation Audit. Some offices have a separate Report Section 
which prepares the Executive Report (unless and until it is disconti· 
.nued) and the Report on the Appropriation Accounts. 

NOTB.-The procedure described above differs in certain details in the case of the 
.offices of the Aooountant General, Centra.l Revenues, the Audit Officer, Indian Stores 
.Department, and the Audit Officer, Lloyd Barrage and Canals Construction. 

460. The arrangement for the conduct of audit work by the office 
.of the Director of Audit, United Provinces, and the arrangement for the 
·work conducted by the Examiner of Government Press Accounts and 
-the Examiner of Customs .Accounts will be described in Chapter 36 • . 

461. A"angement in the Posts and Telegraphs Audit O.fficu.-In Posts 
.and Telegraphs .Audit Offices the arrangement for the conduct of audit 
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and accounting work follows, m~a mutandis, the lines described in 
paragraphs 452 to 459 above. For detailed information, the special 
1\Ianuals of Procedure for those offices, issued under the authority of 
the Auditor General, may be consulted. 

462. Arrangement in other Audit Offices.-The work done by the 
Railway, Military and Commercial Audit Offices is differently organized 
to suit the requirements of their work, which constitutes a test audit 
of the work done by the departmental officers. For the actual arrange· 
ment of work conducted by these Audit Offices the respective Office 
Manuals may be consulted. 

463. Auditor General's Inspections.-The work of all combined Audit 
and Account offices, and of the office of the Director of Audit, United 
Provinces, is inspected on behalf of the Auditor General by his two Deputy 
Auditors General (Inspection). In respect of other offices, the responsi
bility for inspection rests on the controlling heads of those offices. 

464. The object of the inspection is to enable the Auditor General to 
satisfy himself that the Audit Officers are properly carrying out their
duties in accordance with the general principles and the rules preBCribed,_ 
that the audit is conducted with reference to the canons of financial pro•. 
p1 iety, and that the Audit Officers recognise their responsibility for look ... 
ing into the manner in which the various executive officers undertake. 
their more important financial duties. 

465. Departmental control.-The heads of Audit and Accounts Offices: 
do not address the Auditor General direct in connection with audit and 
acc:ount matters, but communicat-e with the Controller of Civil Accounts, 
the Accountant General, Posts and Telegraphs, or the Director of Railway,: 
Army, or Commeicial Audit, as the case may be, who, if n:cessary, 
take the order.> of the Auditor General on the questions raised. See, 
Chapter 5. 

466. A half-yearly report that the work is up to date, together with, 
a short description of, and explanation for, any arrears existing on the 
last da.y of the half-year to which the report relates, is submitted by the. 
head of each Audit Office through its controlling head to the Auditor. 
General. 

467. Audit and Account procedure.-The work in connection with the. 
audit and compilation of accounts is conducted in accordance with the 
rules of procedure laid down by the Auditor General in the various Codes, 
issued by him under his statutory authority. All instructions of more or. 
lP-~>e universal application for permanent observance in the Audit Offices 
are lSSued a.s corrections t<l those Codes, while in other cases general letters. 
are issued. All rules and orders of a local character relevant to the duties_ 
to be performed by an Audit Office are incorporated in the Manuals of the~ 
office concerned. · 
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468. Correspondence.-Correspondence bulks so largely in the work 
of an Audit Office that a few hints on this subject may be not without 
value:-

(i) The advice given in paragraph 376 may be reiterated that 
correspondence regarding objections tnust be courteous and 
impersonal. 

(ii) Careful attention should be paid, in drafting, to the arrangement 
of the subject matter and of the arguments employed, and also 
to points of grammar, idiom, style, and punctuation. 

(iii) Reminders must be issued at regular intervals if answers are 
not received in due course. This must not be treated, how
ever, merely as routine work. If reasonable time is allowed 
for a reply, the receipt of a reminder is a reflection upon the 
working of an office, and, if two or three reminders fail to 
elicit a reply, it may be presumed that there is something 
wrong in the office at fault. The head of that office should 
then be addressed personally, and, if that action fails to elicit 
a reply, the matter should be reported personally to that 
officer's immediate official superior. 

{iv) In the same way, it is not sufficient merely to repeat in successive 
statements of items placed under objection the items of 
Works expenditure which have to be placed under objection 
for want of an estimate or for some other reason. As soon as 
the delay becomes so serious as to raise a presumption that it 
is due to defective work in the departmental office the matter 
should be reported by special letter to the departmental head 
of the office or other higher authority. 
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CHAPTER 25. 

The Codes .and Regulations used in Audit Offices. 

469. Evolution of Statutory Rules.-It has already been explained that 
the Government of India Act did not, prior to the year 1919, contain any 
recognition of the local Government. The authorities that were recog
niced by the Statute were the Houses of Parliament, the Secretary of State 
in Council, the Secretary of State, the Governor General in Council and 
the Governor in Council. The main alteration that has taken place in 
the Act of 1919 has been the statutory recognition of a new authority
the local Government. All the orders which will be binding in future 
upon this new statutory authority and the officers subordinate to that 
authority must arise out of the statute itself. So far as financial matters 
are concerned, the rules were previously <ontained in the old Civil 
Account Code, Public Works Department Code, Civil Service Regula
tions, Forest and other Codes, and in the Audit Resolutions. But 
these were in the nature of collections of executive orders issued by 
the Secretary of State and the higher authorities in India, and had no 
statutory authority whatever behind them. Under the Reforms of 
1919, it was necessary to evolve rules which should have this authority ; 
and the new sections added to the Act provide for the issue of the 
several new rules that have since come into existence. 

470. New Statutory Rules issued under the A.ct of 1919.-The sections 
of the Act from which the more important of the new financial rules ori
ginate, the nature of the new rules, and the authorities which may sanction 
these rules, are indicated briefly below:-

(i) Section 19-A enables rules to be framed whereby the Secretary 
of State divests himself of his responsibility for transferred 
subjects. These rules have been issued by the Secretary of 
State in Council, with the approval of both Houses of 
Parliament. 

(ii) The proviso to Section 21 gives the Secretary of State in Council 
the authority in pursuance of which those of the rules in
cluded in the Books of Financial Powers which define the 
financial powers of the Governor General in Council in reuard 
to Cent~al. subjects and of t~e Governor in Council in regard 
to Provmc1al (Reserved) subJects have been issued.. 

(iii) Under Sections 45-A and 129-A, the Devolution Rules, pre
scribing the classification of subjects, the financial arrange
ments in a Province, etc., have been issued by the Governor 
General in Council, with the sanction of the Secretary of 
State in Council and with the approval of both Houses of 
Parliament. 



150 

471] THE CODES AND REGULATIONS USED IN AUDIT (CHAP. 21S. 
·OFFICES. 

(iv} Under Section 96·B of the Act, the following rules have been, 
or will be, issued by the Secretary of State in Council :-

(a) the Civil Services (Classification, Control and Appeal) 
Rules; 

(b) the Fundamental Rules; 

(c) the Superior Civil Services Rules; and 

(d) the Pension Rules. 
(v) Under Section 96·C, the Public Service Commission (Functions) 

Rules have been framed by the Secretary of State in Council 
prescribing the functions of the Commission in regard to the 
recnritment and control of the Public Services in India. 

(vi) Under Section 9G.D (1) of the Act, the Secretary of State in 
Council has framed the Auditor General's Rules which make 
provision for the pay, powers and duties, etc., of the Auditor 
General in India. f ]~ 

(vii) Under Section 104 of the Act, the Secretary of State in Council 
has framed the High Court Judges' Rules, fixing the salaries, 
allowances, furloughs, etc., of the Chief Justices and other 
Judges of the several High Courts. 

471. Subsidiary Rules.-Some of the rules mentioned above provide 
for the framing of subsidiary rules by other authorities. Thus-

(a) Three sets of rules emerge from the Devolution Rules-
(i) Under rule 16 of the Devolution Rules, the Treasury 

Orders, laying down the general system of treasury 
control, procedure for the payment of money into and 
the withdrawal of money from the public account, etc., 
have been issued by the Governor General in Council with 
the previous sanction of the Secretary of State in Council. 

(ii) Under rule 37 (e) of the Devolution Rules, the various 
Financial Rules, laying down the procedure for dealing 
with Government transactions and for the maintenance of 
suitable accounts by Departments, have been or are 
being issued l!y the Finance Department of each local 
Government. 

(iii) Rule 46 of the Devolution Rules enables the Governor 
General in Council to issue what are called the Agency 
Rules, inasmuch as the relations between the Governor 
General in Council and the local Government in its 
administration of a. Central Subject are that of a Principal 
and an Agent, and the relations between a Principal and 
an Agent necessarily connote the right of a Principal 
to issue orders to the Agent as to the manner in which 
the latter shall perform these duties. 
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(b) The Civil Services (Classification Control and Appeal) Rules 
authorise the framing of the several rules by the authorities 
in India (See paragraph 305). 

(c) The Fundamental Rules* provide for the framing of several rules 
by different authorities in India. Thus for example :-

(i) Under rule 44 of these Rules the Central and each local Govern
ment have made rules prescribing the conditions under 
which travelling and other compensatory allowances may 
be granted to Government servants and others. 

(ii) Under rule 74 of the Fundamental Rules the leave procedure 
rules have been issued by the Governor General in Council, 
local Governments, and the Auditor General. 

(d) The Auditor General's Rules enable the Auditor General to 
issue (1) what are called the Audit Instructions, and the 
Audit and Account Codes; and (2) in his capacity as the 
administrative head of the Indian Audit Department, rules 
governing the administration of the Department. 

472. CLassification of the Rules.-All these rules, except those mention
ed at item (d) in the preceding paragraph, may be broadly divided into 
three classes :-

(A) those relating to financial administration; 
(B) those regulating pay and allowances, conditions of service, etc., 

of Government servants and others performing Government 
duties; and 

(C) those relating to the procljldure for dealing with Government 
transactions. 

473. The rules mentioned against items (i), (ii), (iii), (v) and (vi) of 
paragraph 470 above fall under class (A); items (iv) (b), (c) and (d), and 
(vii) of the same paragraph and items (b) and (c) of paragraph 471 above 
fall under class (B) ; item (iv) (a) of paragraph 470 falls partly under 
(A) and partly under (B) ; and items (a) and (e) of paragraph 471 fall 
under Class (C). 

474. Soope of the Audit and Aooount Rules issueil by the Auditor Gene
ral.-The Audit and Account rules mentioned at item (d) of paragraph 
4il above, besides prescribing the conduct of business in an Audit Office 
indicate how the several rules mentioned above are to be applied in audit' 
and also lay down the procedure for the ma!ntenance of the accounts of 
Government transactions in India both in the combined Audit and 

• Non.-The present Fundamental Rules will, however, ahortly become obsolete, u 
expl&ined l&ter in this Chapter. 
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Account Offices under the Auditor General, and also at treasuries and 
in departmental offices. 

475. Relation of the old Codes to the new Rules.-It is desirable to give 
at this point a brief account of the manner in which the old Codes have 
been or are being treated, in order to indicate how the rules in these 
Codes themselves, or in the new compilations which are replacing them, 
emanate from the Act of 1919, or from the Rules made thereunder. 

476. As regards the Civil Service Regulations, the original intention 
was that the substantive rules contained therein should be replaced by a 
set of Fundamental Rules and by the High Court Judges' Rules which 
have already been issued, and by the Pension Rules which will be issued 
by the Secretary of State in Council. The procedure rules of the Civil 
Service Regulations now find a place in the leave procedure rules, or will 
find a place in the pension procedure rules. Those rules in the Civil 
Service Regulations which are in the nature of audit instructions have 
come into the Manual of Audit Instructions issued under rule 9 of the 
Auditor General's Rules. 

477. In regard to the substantive rules in the Civil Service Regulations, 
the position bas since undergone a considerable change. In 1924, certain 
Statutory Rules and Orders (subsequently described as the Superior 
Civil Services Rules) were issued by the Secretary of State in Council, 
prescribing the rates of basic pay,. overseas pay, pension, etc., of the 
members of certain Superior Civil Services and special posts. In the 
same year, the Civil Services (Governors' Provinces) Classification Rules, 
were issued by the Secretary of State in Council regulating the classifica
tion and control of the Civil Services in India, and the conditions govern· 
ing appeals made by them. In 192&, the Civil Services (Governors' Pro· 
vinces) Delegation Rules were issued by that authority delegating to the 
local Governments of Governors' Provinces the power to make rules 
regulating the method of recruitment to, and conditions of service, pay, 
allowances, etc., of Provincial and subordinate Services and of officers 
holding special posts under the local Governments. In supersession of 
these sets of Rules, the new Civil Services {Classification Control and 
Appeal) Rules now authorise the issue of difierent sets of Rules by each 
local Government and by the Governor General in Council prescribing the 
conditions of service, pay, allowances, pension, etc., of difierent Services 
as classified in those Rules ; while reserving to the Secretary of State in 
Council the right to frame rules in respect of particular Services. The 
difierent sets of rules will now be issued by the respective authorities, 
while the Fundamental Rules and the Superior Civil Services Rules will 
undergo a radical change so as to contain those rules only which are issu
able by the Secretary of State in Council. 

478. Under rule 2 of the Fundamental Rules as they now stand, these 
rules are not applicable to the civil personnel in the Military Department. 
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In the absence of specific orders to the contrary, the substantive rules in 
the Civil Service Regulations which were ·applicable to that personnel 
before the Reforms still continue to be applicable. 

479. On the introduction in 1922 of the present Fundamental Rules, 
the existing incumbents, to whom these rules would ordinarily apply: 
generally, were given the option of electing the leave rulea contained in 
the Civil Service Regulations. The leave rules in the Civil Service Regu· 
lations are, therefore, still applicable to the comparatively few members 
of the Civil Services who elected to remain under those rules. 

48(), The pension rules issuable under Section 96-B have not yet been 
issued, and in the meantime the pension rules in the Civil Service Regu· 
lations have remained in force. 

481. As regards the old Volume I of the Civil Account Code (7th 
edition), this has now been replaced by a number of different Codes and 
Rules. Thus Volumes I and II of the eighth edition of that Code, and 
the Forest Account Code, deal with the maintenance of accounts, and 
the procedure to be followed by officers dealing with treasuries, and 
by Treasury Officers. Some of the old rules now find a place in the 
Treasury Orders framed under Rule 16 of the Devolution Rules; some 
are rules of account which have to be issued by the Auditor General; 
and some find a place in the subsidiary rules which local Governments 
have to issue under the Treasury Orders ; while the rest are financial 
rules which local Governments have to issue under Rule 37 (e) of the 
Devolution Rules, and under the Book of Financial Powers. From the 
old Civil Account Code also emanates the Resource Manual issued by the 
Government of India, which contains the rules of procedure to be followed 
at treasuries in connection with the movement of funds, the custody and 
remittance of treasure and the supply of currency to the public. In 
certain matters with which that Manual deals, the local Governments 
may now also issue rules under the Treasury Orders. 

482. The old Volume II (7th edition) of the Civil Account Code has 
now been replaced by the Audit Code and the Account Code which have 
been issued by the Auditor General under his statutory authority to frame 
rules in audit and account matters. 

483. In regard to the Public Works Department Code, the old Volumoo 
of the Code (edition of 1908) have been split up, and the administrative 
Code (Public Works Department Code, lOth edition) was issued some time 
ago. The a..ccount rules have ~een separated and incorporated in the 
new Codes lSSUed by the Auditor General, namely the Public Works 
Account Code, the Audit Code and the Account Code. Most of the 
rules in the Public Works Account Code are accounts rules which can be 
issued by the Auditor General, some can be issued as subsidiary rules 
under the Treasury Orders, and others have to be issued as Financial 
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Rules by· local Governments under Rule 37 (e) of the Devolution Rules. 
The rules in the Public Worlis Department Code (lOth edition) and the 
Fo~est Department Code consist of administrative rules, rules which may 
be ISSued as financial rules under rule 37 (e) of the Devolution Rules and 
delegations of expenditure powers, and possibly also subsidiary 'rules 
which may be issued under the Treasury Orders. 

484. Rules issuable by the local Government.-It will be seen from 
paragraphs 481 and 483 above that the rules which the local Government 
can now issue under the Treasury Orders, under rule 37 (e) of the Devo
lution Rules and under the Book of Financial Powers, are scattered in 
several Codes, namely, the Civil Account Code, Volumes I and II (Eighth 
Edition), the Forest Account Code, and the Public Works Account Codet 
issued by the authority of the Auditor General, and the Public Works 
Department Code (Tenth Edition}, the Forest Department Code, and the 
Resource Manual, issued by the authority of the Government of India. 
In so far as the new rules, which the local Governments are to issue under 
the Treasury Orders, rule 37 (e) of the Devolution Rules, and under the 
Book of Financial Powers, have already been issued, the rules contained 
in these Codes are no longer applicable to the transactions of the local 
Government of a Governor's Province. In cases where they have not 
yet been issued, they will eventually have to be issued by each local 
Government, and in. the meantime the rules contained in the old Codes, 
with the approval of the local Government, apply mutatis mutandis to 
the transactions of that Government. 

485. Rules issuable by the Governc:rr General in Council-As stated in 
paragraph 336 the Treasury Orders have no statutory authority in their 
application to Central transactions, while the functions described in rule 
37 (e) of the Devolution Rules are merely those of the Finance Depart-
ment of a local Government of a Governor's Province. The Government 
of India have issued orders that, in their application to Central transac
tions, the Treasury Orders are to be regarded as executive orders issued 
by the Governor General in Council ; but there is no statutory rule, 
corresponding with rule 37 (e) of the Devolution Rules, prescribing the 
financial business to be conducted on behalf of the Government of India. 
It is, however, obvious that financial rules applicable to Central transac
tions, corresponding with those issued by the local Governments under 
Devolution Rule 37 (e), have to be issued by the Government of India. 
The Governor General in Council has accordingly issued orders that the 
rules contained in the Civil Account Code, Volumes I and II (Eighth Edi· 
tion), should be considered as describing primarily the procedure to be 
followed (i) by Government servants in paying into treasuries (or into 
any branch of the Imperial Bank of India) moneys not derived from 
sources of provincial revenue and by treasuries in receiving such money& 
and granting receipts for them, and (ii) by Government servants in. 
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withdrawing funds from the public account for expenditure npon Central 
subjects ; and that they describe also (a) the financial rules of the Central 
Government pertaining to subjects discussed in that Code and (b) the 
orders issued by the Governor General in Council as Agency Rules to the 
local Governments. In the absence of any order the relevant rules 
eontained in the other Codes mentioned above, except the Public Works 
Department Code, are to be regarded also as rules applicable to Centr~l 
transactions which are required to be issued by the Governor General m 
Council under the Treasury Orders and under the Book of Financial 
Powers, and are to be regarded as corresponding with those to be issued 
by the local Governments under rule 37 (e) of the Devolution Rules. 
As regards the Public Works Department Code, the Government of India 
have recently issued a separate publication of their own, and so far as 
the central transactions are concerned the old edition of the Public 
Works Department Code is, therefore, regarded as having been superseded 
by the new publication issued by the Government of India. 

486. Rules issuable by the Auditor General.-The administrative rules 
as well as most of the audit and account rules, which the Auditor General 
has to issue under the Auditor General's Rules, are now contained in the 
Audit Code and the Account Code. But, as has already been stated, 
many of the account ru1es issuable by the Auditor General for observance 
by the Treasury and Departmental Officers, are also contained in the Civil 
Account Code, Volumes I and II, (Eighth Edition), the Forest Account 
Code, and the Public Works Account Code ; and, so far as these account 
rules are concerned, these Codes are binding on all authorities whether 
in dealing with Central or with Provincial transactions. No attempt has 
yet been made to extract these rules from these publications, which also 
contain the financial rules issuable by other authorities, and to compile 
them separately. In order, however, to explain how the rules contained 
in these publications will be treated individually in future, a memorandum 
relating to each publication was prepared, after consultation with the 
Government of India, showing the applicability of each of the rules 
contained therein ; and a reference to that memorandum will indicate 
which of them are account rules issuable by the Auditor General and which 
are financial rules issuable by other authorities. 

48?. The detailed instructions embodied in the Audit Code are in· 
tended primarily for the guidance of the Civil Audit Offices. In respect 
?f othe~ Audit ?ffices, the general rules and principles on which the 
mstructwns of this Code are based, and the orders which define the nature 
and extent of audit to be applied to different classes of transactions, are 
to be taken as a guide ; but in matters of detail the rules in their respective 
Codes, issued under the authority of the Auditor General, are applicable. 

488. Similarly, the instructions contained in the Account Code are 
al&o in~nded primarily for the guidanc.e of Civil Audit Offices. The 
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general rules and principles on which the instructions in this Code are 
based, as well as the detailed instructions relating to the Exchange 
Accounts, the Finance and Revenue Accounts, and the Review of 
Balances, apply also to other Audit and Account Offices, subject to any 
modifications .aut~orised by the Auditor General in each case. 

489. Thus, for Posts and Telegraphs Audit Offices there are separate 
sets of Codes prescribing the detailed procedure to be followed in those 
Offices. For Commercial and Military Audit Offices there are separate 
Manuals which deal with the detailed procedure to be followed in them. 
At present, owing to the recent changes consequent upon the separation 
of Accounts from Audit, there is no authorised Manual or Code prescribing 
the details of work to be done in the Railway Audit Offices. Its issue is, 
however, expected shortly. 

490. Audit lnstructi<ms.-In paragraph 471 (d) it was stated that the 
Auditor General issues " Audit Instructions " under Rule 9 of the Auditor 
General's Rules. If the old Audit Resolutions and the new Books of 
Financial Powers are compared it will be found that some rules in the old 
have been omitted from the new publication, though from a strict audit 
point of view the omitted rules continue to be necessary. To take an 
illustration, Note 3 under Rule III (2) of the Main Audit Resolution 
contained an order to the effect that excesses over scales might be admit
ted by Audit Officers in certain circumstances. These orders were issued 
with the sanction of the Secretary of State, and they will be as necessary 
in the future as they were in the past. It is therefore intended that 
the Auditor General should issue such orders separately as " Audit 
Instructions," as they are really of the nature of interpretations which 
the Auditor General is authorised to give. Such rules exist not only in 
the Audit Resolutions, but also in the Civil Service Regulations, and in 
other Codes such as the Public Works and Forest Department Codes. 
The intention is that these Codes should not in future contain any rules 
indicating when a reference to the Secretary of State is necessary. It is 
in accordance with this principle that Rule IV of the Main Audit Resolu
tion has been omitted from the new Books of Financial Powers. Further, 
with regard to transfen;ed subjects, the powers of local Governments and 
of the Secretary of State are fixed in Statutory Rules, and additional 
powers such as are conferred by these rules cannot be given by the 
Secretary of State in future under executive orders. To avoid all 
difficulty, therefore, it has been decided that any orders which are of 
obvious necessity, and had been sanctioned under the old regime by 
the Secretary of State, should be issued as " Audit Instructions." Be
sides these orders, these instructions also contain, for the guidance of 
Audit Officers, interpretations given by competent authorities of parti
cular rules or orders in the new compilations which require elucidation. 
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491. CoM$ and RegUlatU:ms in common use.-Besides the compilation 
containing the Government of India Act, 1919, and several important 
statutory rules issued thereunder, the Codes and Regulations in regular 
use in Audit Offices are :-

(1) Civil Service Regulations ; 

(2) Fundamental Rules ; 
(3) Several sets of Supplementary Rules issued under item (2) ; 

(4) Superior Civil Services Rules ; 
(5) Several sets of Rules which will now be issued under the Civil 

Services (Classification Control and Appeal) Rules in replace
ment of items (1), (2), (3) and (4) ; 

(6) High Court Judges' Rules; 

(7) Civil Account Code, Volumes I and II, (Eighth Edition) ; 

(8) Public Works Acco~t Code ; 

(9) Forest Account Code ; 

{10) Resource Manual ; 
(11) Public Works Department Code (Tenth Edition); 

(12) Audit Code ; 

(13) Account Code ; 

(14) Treasury Orders; 
(15) Several sets of rules issued by the local Governments under the 

Treasury Orders, under rule 37 (e) of the Devolution Rules 
and under the Book of Financial Powers. 

Further, the Manuals issued by the Controller of the Currency are 
also required at times for reference. 

For the regulation of pay, allowances, pension, etc., of the personnel 
of the Army and Marine Departments, other than the Civil personnel, 
there are separat-e sets of rules and orders issued under the Army Act, 
and a reference to these will be found in Chapter 36. 
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CHAPTER 26. 

Remuneration of Gazetted Officers and of Establishments• 

492. Pay Bill.-A pay bill is the descriptive name given to the bill 
drawn for pay or leave salary of gazetted or non-gazetted Government 
servants. 

The essential points in the audit of such bills are to check-

(a) the title of the Government servant to the remuneration drawn 
by or for him ; 

(b) in the case of Government servants whose remuneration is 
drawn for them, that they receive the remuneration to which 
they are entitled. 

RE:IIUNERATION OF GAZETTED OFFICERS. 

493. Gazetted Officers' pay bills.-Each gazetted officer is permitted 
to draw his pay month by month on a separate bill. Some non-gazetted 
Government servants, (as for example, Tehsildars, Sub-Assistant 
Surgeons, etc.), who belong to establishments fixed with reference to 
the requirements of a whole province, are also allowed to draw their pay 
ou separate bills. The form of the bill needs little description. The 
essential details are~·the same as those contained in the authority (called 
pay slip) issued to the drawer by the Audit Officer .. This is described 
in the concluding portion of paragraph 497. 

494. A gazetted officer is so called because the orders intimating any 
change in his posting or status or the grant of leave to him are contained 
in the Government Gazette. 

495. A.uiiit of Gazetted Officers' pay bills.-The"Bystem of audit adopted 
for such bills, in order to check the title to the remuneration drawn, 
is as follows :-

All payments are recorded in an audit register in which one or two 
folios are allotted to each officer. The main features of this register are 
two sets of cages, in one of which are entered the emoluments to which 
the Officer is entitled, as varied from time to time by each order published 
in the Government Gazette, or otherwise communicated, and in the 
other are recorded the amounts drawn by him month by month. There 
are subsidiary cages for the record of :-

(a) Orders authorising each alteration of emoluments. 
(b) Particulars of the various posts held, or of any leave granted. 

(c) Explanations of (i) peculiar payments which would include 
any payments not immediately identifiable by reference to 

. the entry in the emoluments column ; and (ii) broken periods 
for which emoluments are paid at different rates. 
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(d) Particulars of objec"tions raised, and their adjustment. 

(e) Adjustment of long term advances. 

496. It is apparent that the most important part of the audit is the 
record of each entry in the cages for emoluments permissible. Each 
alteration must be based on an order published in the Government 
Gazette, or otherwise communicated, and the various audit rules have 
to be applied carefully in determining the emoluments permissible in 
accordance with the orders passed by Government. Every alteration 
of emoluments, therefore, hal! to be passed by the Gazetted Officer in 
charge of the section. At the same time an intimation is sent to the 
officer concerned, and to the OfficE~r in charge of the treasury at which he 
draws his pay, specifying the amount which he may draw in accordance 
with that order of Government. This intimation is called a " pay slip." 

497. Increments on time scales of pay.-Under the Fundamental 
Rules, an increment on a time scale of pay can be drawn as a matter of 
course, unless it is withheld by special orders or an efficiency bar is 
reached. It has therefore become unnecessary to notify the grant of 
ordinary increments either in the Gazette or otherwise. It has also 
become possible to reduce the use of pay slips to a minimum. The slip 
in now so worded that it remains in force for a considerable time, u 
in the following form :-

Mr ............................. is informed tbat u.oder order No ........... .. 
dated ........................ (Gazette page ...... ), he ie entitled to draw pay and 
allowanoes at tbe JUOnthly rates shown below from the dates speoified :-

Details of cclculation. 

From From From From 

Substantive pay ............ , , , , , .. 
Officir.ting pay ........ , ........... . 
Overaeaa pay .................... .. 
Speoial pay , ................. , ... .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 
··································· 

ToUJ. 

The 11eale of pay is ........... , ..... , .... , ............. , •• , ••••• , lucreiD.e111i 
~ul!li on. • .. • • • • • • • • .... • • • • ": ...... .......... every Je&r, and, in the abeenoe 
ol matrucuona to tbe contrary, tbl8 m&v be drawn till the mge of • 11· roached. " ··" •• •• .... 

• Rere 1t.t.te the st&ge at 1rhich a panao or an efficiency bar operat.a. 
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498. A fresh slip is issued on the following occasions :

(i) whenever any increment is stopped; 
(ii} whenever a pause or an efficiency bar, or any other bar against 

the grant of a particular increment, is removed ; and 

(iii) whenever there is a change of any kind of emoluments, other
wise than by accrual of an increment in the ordinary course. 

499. Scale register.-The orders passed by Government have first to 
be checked by the Audit office in order to see that they are admissible: 

- . In some Provinces it is the custom for Government to send the orders 
in draft to the Audit office so that they may be checked before issue. 
The main portion of this check is carried out by means of the scale register 
in which is recorded the number of posts sanctioned in each grade or 
class of the service and the officers on duty month by month in each 
grade or class. The entries in this register have to be revised when
ever an event occurs which takes an officer out of, or brings him into, 
the scales, as for instance change of post, promotion, or temporary duty, 
death, retirement, dismissal, resignation, or departure on and return 
from foreign service, other duty, or leave. In the case of Services in · 
which the graded system has been abolished, a simplified scale register 
is used in which the total numbers of officers holding the sanctioned 
posts is revised only on the occasion of any change. 

500. Ster~ing overseas pay.-Under rule 4 of the Superior Civil 
Services Rules, 1924, the concession of the payment in England of 
overseas pay in sterling is permissible (i) under clause (a) or (b)-to 
an officer who has a non-Asiatic domicile at the date of his appoint
ment to one of certain specified Services; and (ii) under clause (c)-to 
an officer in one of certain specified Services who is entitled to overseas 
pay and has a wife or legitimate children elsewhere than in Asia. 
Audit has to see whether an officer is eligible to receive overseas 
pay under clause (a} or (b), and the High Commissioner for India has 
to see whether an officer comes under clause (c). Officers in India 
who are entitled to Sterling Overseas Pay submit their claims in' 
separate bills to their respective Audit Officers, who, after audit, 
.consolidate them in a monthly statement and send it to the High Com
missioner. The latter officer, when once authorised to make payments 
{)f Sterling Overseas Pay to an officer at a certain rate, continues to pay 
at that rate until advised to the contrary, and verifies the payments 
actually made against the amounts reported as due in the monthly 
statements received subsequently from the Audit Officers in India, any 
.short or excess payment being settled after correspondence by subse
.quent payment or recovery. 

50L Passage Concessions.-Under rule 12 of the Superior Civil 
Services Rules, 1924, free passages are granted (i) to any Government 
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servant who belongs to a Service or holds substantively a permanent 
post specified in Appendix (A) to schedule IV of those rules and who 
had at the date of his appointment to such Service or post his domicile 
elsewhere than in Asia, and (ii) to any member of the Indian Chil 
Service who had at the date of his appointment thereto his domicile 
in Ai!ia and who is or has at any time been entitled to overseas pan 
or would have been entitled had he been on the time scale. The wife 
and children of these Government servants are also entitled to similar 
concessions. The number of free passages admissible varies in 
different cases, the maximum being four return passages. 

502. Audit maintains a separate Passage account, outside the Gov· 
ernment Account, for each such Government servant and for each member 
of this family. These accounts are credited with the cost of the 
number of passages to which the Government servant, his wife, and his 
children, are entitled, and is debited with the cost of the passages 
actually engaged. The balance, if any, remaining at the credit of any 
person in his or her personal passage account aft~r such person ha.s 
ceased to be eligible for any benefits under the Passage Regulations, 
lapses to Government. 

503. LeAve account.-For each gazetted officer a leave account is 
also kept in the Audit Office, showing the period during which the officer 
was on duty, the leave earned by him, the leave actually taken, and 
the balance at his credit. From the entries in the account it is possible 
to calculate the leave admissible to an officer at any given date. 

504. History of services.-Finally a history of services is maintained 
for each gazetted officer, in which are recorded his headquarters stations, 
substanth·e appointments, officiating appointments involving a change 
of duties, dates of alterations of appointments, grants of leave of all 
kinds, and absence without leave or in excess of leave or joining time. 
Pension calculations are based on this record. 

REMUNERATIOx oF EsTABLISHMENTs. 

505. Pay bills of Establishment-The form of the pay hill of estab
lishment is different from that of gazetted officers. It has columns in 
which are entered the name of each section and of each incumbent of 
a post, the name of each post in that section, and columns in which are 
recorded, in separate entries, the substantive pay, additional pay for 
officiating, special pay and lea,•e salary drawn for each incumbent. 
There are subsidiary col\llllllil for pay, etc., held over for future payments, 
recov~ries, fines, fund deductions and income tax. The officer signing 
the L1ll has to record certain certificates that pay previoUBly drawn 
has been di~bursed and reeeipts taken, that any leave granted WGS 

0 
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admissible, that all appointments and promotions have been recorded 
in the service books, and that an absentee statement accompanies the 
bill, or that no person in superior service has been absent on other 
duty or suspension or on leave. This absentee statement is a most 
important part of the establishment bill. In it are shown the name and 
designation of each absentee, his pay, the other duty on which he is 
employed, or his leave salary, as the case may be, the name, designa
tion and pay of the officiating Government servant and the additional 
pay permissible for officiating. 

506. Audit of pay bills of Establishment.-The system of audit of 
such bills is also different from that of gazetted officers' bills. The unit 
here is not the officer but the section of the office in which he is working. 
In the establishment register, therefore, the main columns are-

(i) Name of the section and of the posts sanctioned therein. 

(ii) The pay of each post in the section. 

(iii) The order of Government prescribing any variation in the pay 
of the section. 

(iv) Monthly columns, in which are entered the amounts drawn for 
that section month by month. 

507. This method of audit is called sectional, while the method of 
audit applied to the bills of gazetted officers is called nominal. In 
reality it is not strictly sectional inasmuch as th-e pay sanctioned for 
each post in the section is shown separately. If the audit were purely 
sectional there would merely be a record of the number of posts in that 
!ection and the total pay sanctioned. This variation from strict sec
tional audit is necessitated by the rule that an officer is not permitted 
to grant to any subordinate a higher pay than that fixed for the post 
which that subordinate is holding, so that the pay allotted to each post 
has to be entered in the register in order that the Audit office may check 
that this rule is duly observed. To describe the actual entries which 
have to be made in the columns for amounts drawn, and the reasons 
for making each class of entry, would be to enter into an amount of 
detail which would be out of place in this Manual. 

508. The audit of pay bills of establishments the normal cost of 
wh.tch is less than Rs. 500 has recently been relaxed to 50 per cent, 
precautions being taken to ensure that the bills of no establishment 
escape detailed audit over a long period. 

509. Audit of pay bills of Establishments on time scale rate& of pay.
A time scale rate of pay has now been sanctioned for most establishments 
and this has necessitated modifications in the existing procedure of audit. 
On the conversion of a graded establishment into one on a time-scale 
rate of pay it is of vital importance to scrutinise the calculations of the 
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initial rate of pay fixed for each Government servant; and once such rates 
are fixed the increments accrue year by year almost automatically. 
Where initial rates are dependent to any extent on service t~ey. can 
be checked only with the service books which are all in the d1stncts. 
This work can therefore be best done at local inspections. Where such 
inspections are not possible the service books should be requisitioned 
by the Audit office for the purpose of the necessary check. 

510. The following procedure has been laid down, for the present, 
for auditing the pay bills of establishments on time-scale of pay:-

(i} Such establishments fall under two groups,-{i) those for which 
an establishment return is furnished annually by the Head 
of each office ; and ( ii} those for. which no such return is 
furnished. 

(ii) In cases where no establishment return is received, the audit 
is by numbers only. If a sanctioned cadre contains its own 
leave reserve, the number entered in the Audit Register is 
the sum of the number of Government servants drawing pay, 
and of those drawing leave salary. If, in a cadre, officiat
ing arrangements in leave vacancies are permissible, the 
number drawing (i) substantive pay, (ii} leave salary and 
(iii) officiating pay is noted separately in the Audit Register, 
and the audit consists in seeing that (i) plus (iii) is within 
the sanctioned scale. 

(i1:i) (a) In the case of establishments for which an annual estab
lishment return is received, the audit is by numbers as well 
as against the permissible expenditure. The numbers 
entered in the Audit Register are :-

(i) when a cadre contains its own leave reserve-the 
sum of the numbers of men drawing pay and of 
those drawing leave salary. 

(ii) if the cadre does not contain its own leave reserve
the sum of the numbers of men drawing pay (sub
stantive or officiating). 

The audit check consists in seeing that this number does not 
exceed the sanctioned scale. 

(b) For audit against the permissible expenditure, the first permis
sible expenditure on the introduction of a time scale is worked 
out .on the fly-leaf of the Audit Register from the statement 
showing the initial pay fixed for each Government servant, 
and the date of his next increment; and for April of each 
year it is checked with the annual establishment return. 
For this pur_pose, all men on duty temporarily outside the 

G2 
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cadre or on leave are counted as if on duty ; the pay of 
temporary men officiating in permanent vacancies is added, 
and for each unfilled vacancy is added the minimum pay of 
the post. Corrections are made in the permissible expendi
ture during the course of the year only in regard to such 
permanent factors as increments, retirements and deaths, and 
consequent new appointments, and increases and decreases of 
scale. . These events are notified to the Audit office in Incre
ment Certificates, or in the remarks column of the pay bill, 
or in the sanctions to scales, as the case may be. The 
savings and extra cost on account of leave and officiating 
arrangements, etc., which are worked out from the Absentee 
Statement are posted in the audit cage in the course of 
audit. The total of the bill is posted in the register in 
black ink, and the sums held over in red ink. The extra 
cost and savings are also noted in the Audit Register in red 
and black ink respectively from the Absentee Statement. 
It should then be seen that the total of the amounts entered 
in black ink (that is the total of the bill and savings) plus the 
amount held over less the extra cost (as recorded in red 
ink) does not exceed the permissible expenditure. 

(c) In auditing a bill it is first o~ all necessary to check all items in 
the bill corresponding with entries in the Absentee State
ment, and at this stage the admissibility of the leave salary 
and the officiating pay will come under audit. The incre
ment certificates are next audited, first against the fly-leaf 
and then in the bill itself. Then are audited the remaining 
items in the bill against which there is some entry in the re
marks column. The extra cost and savings to be entered 
in the Audit Register are also worked out during this process 
of audit. 

(d) Once a year all the bills of one selected month are test-checked, 
in respect only of the rates of pay drawn in them. Any 
errors found in this month's bills must be traced through the 
bills of the year or years concerned. 

(~')The subsequent drawals of amounts held over for future pay
ments, or refunded, are audited against notes previously 
recorded jn the Audit Register in respect of such items. 

(iv) Audit Officers have been authorised to undertake the check of 
a small percentage of the leave accounts which are main
tained in the local offices for non-gazetted Government 
servants ; the work is usually done during local inspection. 
It is supplemented by central check when this is found to 
be desirable. 
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511. Accountants General have discretion to apply nominal audit, 
instead of the system explained in the last two paragraphs, in any cases 
where they find that such nominal audit will be much more efficient. 

STATUTORY RULES. 

512. Application of the Statutoty Ru1es.-The documents mentioned 
above are the most important of those to which the Audit Officer has 
to apply the statutory rules issued with regard to pay and allowances, 
leave, and leave salary. 

513. In certain classes of cases, the terms of service are governed 
not by the Statutory Rules but by a contract effected between an in
dividual person and the Secretary of State in Council or an authority 
in India acting on his behalf. In such cases, the Audit Officer regu
lates his audit in accordance with the terms of the contract. But he 
must examine such cases with special care, because a contract cannot 
prevail against the terms of the Statutory Rules in the case of any person 
whose conditions of service are by law required to be regulated by Statt:.• 
tory Rules."' 

514. A brief summary is given below of the more important of those 
Statutory Rules which are applicable to Central Government servants 
and members of All-India Services. The Civil Services (Governors' 
Provinces) Delegation Rules give power to local Governments to frame 
their own rules on these subjects, which require to be studied separately. 
Those local Governments which have already taken action in the matter 
have followed the main lines of the Central Rules. 

515. Lien.-The fundamental basis of a Government servant's 
emoluments is the amount fi:~:ed as the pay of the post he holds 
substantively. In this connection it is necessary to explain that, on 
substantive appointment to a permanent post, a Government servant 
arquires a right, summarised in the word "lien", to hold that post 
substantively, either immediately or on the termination of a period or 
periods of absence. 

516. The connotation of the word " lien " can best be understood 
if it is explained that, in respect of eYery permanent post, there is one 
Government servant who has a prior right over every other Govern
ment servant. This one GoYernment servant may be employed on other 
duty, in which case another may take his place; but, if the other duty 
comes to an end, he has a right to return to the post on which he holds 
a lien, displacing his successor, unless his lien be transferred to some other 

• NoTE.-At the time of writing, it is under consideration •h~ther th.is pui>itir,n will 
be ru•llitaint.'d or not. . 
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post. The rules regarding the transfer of lien are so framed as to safe· 
guard the interests of Government servants. For obvious reasons no 
Government servant, substantively appointed, may be left 'Without a 
Jien on a permanent post. 

517. If a Government servant is transferred to duty which there is 
reason to believe will not terminate 'Within three years, and retains no 
connection 'With his substantive post, a local Government may suspend 
his lien on the post and fill it substantively, subject to the condition 
that the arrangement thus made 'Will be reversed on the return of the 
Government servant in question. 

518. Pay.-It will thus be understood that the pay drawn by a Govern
ment servant may be the pay of the post on which he holds a lien, or the 
pay of some other post. The term "pay" includes overseas pay, technical 
pay, special pay and personal pay, and any other emoluments which 
may be specially classed as such by the Governor-General in Council. 
Overseas pay is pay granted to a Government servant for serving in a 
country other than the one of his domicile. Special pay is an addition 
to pay granted either for extra duties performed or for the unhealthiness 
of the locality in which the work is performed. Personal pay is an addi
tion granted to save a Government servant from loss of substantive 
pay in certain circumstances for which provision is made in the rules. 

519. Fixation of Pay on a time-scale.-A Government servant 
appointed substantively to a post on a time-scale of pay draws as 
initial pay the minimum of the time-scale, except in cases in which the 
Fundamental Rules allow of his initial pay being calculated at a higher 
stage on the basis of his previous service and / or the substantive pay 
which he has already been drawing in another post. 

520. A Government servant holding a post substantively who is 
appointed to officiate in another post may not draw pay higher than 
that of his substantive post, unless either the post in which he officiates 
is one of those enumerated in the Schedule to Fundamental Rule 30, 
or in the circumstances mentioned in the follo'Wing paragraph. 

521. A Government servant officiating in a post draws the pay to 
which he would be entitled if he were appointed to that post substan· 
tively, subject to the condition that he may draw instead the pay to 
whit.:h b_~o~ would be entitled in his permanent post if that be greater. 
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522. Compensatory allowanoes.-A Compensat<lry allowance is an 
allowance granted to meet personal expenditure necessitated by the 
special circumstances in which duty is performed. It includes a travel
ling allowance. A local Government may grant such allowances t<1 any 
Government servant under its control and may also make rules prescrib
ing their amounts and the conditions under which they may be drawn. 
Compensatory allowance does not include the grant of a free passage 1:Q 
or from the United Kingdom, which requires the general or special 
sanction of the Secretary of State in Council, nor does it include a sump
tuary allowance. 

523. Fees and Honoraria.-Unless in any case it be otherwise dis
tinctly provided, the whole time of a Government servant is at the dis
posal of the Government which pays him, and he may be employed in 
any manner required by proper authority, without claim for additional 
remuneration, whether the services required of him are such as would 
ordinarily be remunerated from general revenues, from a local fund, or 
from the revenues of an Indian State. 

524. A Government servant may be permitted by the general or 
special order of a competent authority, if it be satisfied that this can be 
done without detriment t<1 his official duties or responsibilities, to per
form a specified service or series of services for a private person or body, 
or for a public body (including a body administering a local fund), or 
for an Indian State, and to receive as remuneration therefor, if the ser
vice be material, a non-recurring or recurring fee. The acceptance of 
fees by medical officers in civil employ for professional attendance is 
regulated by the orders of the Secretary of State for India in Council. 

525. A Government servant may be granted an honorarium from 
general revenues as remuneration for work performed which is occa
sional in charact.er and either so laborious or of such special merit as 
to justify a special reward. Except when special reasons, which should 
be recorded in writing, exist for a departure from this provision, an 
honorarium should not he granted unless the work has been under
taken with the prior consent of the sanctioning authority, and its amount 
bas been settled in advance. 

526. A local Go\'ernment may make rules fixing the amounts which 
may be sanctioned by the authorities subordinate to it for acceptance 
by a Government servant (other than a medical officer in civil employ) 
as honoraria, and specifying the conditions under which they may be 
granted. 
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527. Spedal and Ordinary Leave Rules.-Leave rules are, under the 
Fundamental Rules, divided into two classes-special leave rules and 
ordinary leave rules. The conditions governing admission to the bene
fits of tLe special leave rules are laid down in Fundamental Rules 75, 
75-A, 75-B, and 75-C; Government servants not so admitted are subject 
to the ordinary leave rules. The main features of these two sets of leave 
rules, and the differences and resemblances between them must be 
studied iu the Rules themselves. ' 

528. Leave Rules of certain high officials.-The leave rules mentioned 
above are not applicable to the following Government servants whose 
leave is governed by the Government of India Act or by rules 'framed 
under the Act-

(a) Governors and Lieutenant-Governors, Members of the Execu
tive Council of the Governor-General, or of a Governor or 
Lieutenant-Governor, during their tenure of office as such ; 

(b) The Chief Justices and other Judges of the several High Courts; 

(c) The Bishops of Calcutta, Madras and Bombay; 

(d) The Auditor General in India ; 

(e) The Chairman and .1\Iembers of the Public Service Commis
sion. 

The grant of leave to the Presidents of the Legislative Bodies is 
governed by orders issued in this behalf by the Secretary of State in 
Council. 

529. Leave Salary.-The Rules should also be studied regarding the 
periods for which and the conditions under which a Government servant 
is entitled, during periods of leave due, to average ~ay, half av.er.age 
pay, or quarter average pay. Certain monthly. maXIma an~ n_umma 
are also fixed to which these averages are subJect. These lillllts_are 
prescribed in rupees and in sterling, the rates being applicable to 
leave salaries paid respectively in rupees and in sterling under the 
principle mentioned in paragraph~ 531 and 532. 

530. Average pay.-Average pay is the average of the monthly pay 
eamed during the twelve complete months immediately preceding the 
month in which the event occurs which necessitates the calculation of 
average pay; und the calculations of half average and quarter average 
pay arc macio on the same basis. 

531. Dta!t\tl of leave salary.-The portion of leave salary represent· 
ing sterling overseas pay should be paid in all cases in sterling. Subject 
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to this condition leave salary is payable in rupees if due in respect of 
leave spent in Asia, and in sterling if due in respect of leave spent out 
of Asia. As an exception to this, a Government servant may draw leave 
salary in st~rling in respect of the first four months of leave on average 
pay, whether taken by itself or in combination with other kinds of leave, 
although he spends such leave in Asia, provided that he proceeds out 
of Asia during the currency of such leave or within one month of its 
termination. Similarly, leave salary due in respect of any portion of 
such leave spent out of Asia may if desired be drawn in rupees. In 
the case of leave of any other description, or of periods of leave on average 
pay after the first four months of such leave, leave salary in respect of 
the whole of such leave may be drawn in sterling provided that the 
amount of such leave spent in Asia prior to embarkation does not exceed 
one month. 

532. Leave salary drawn in rupees must be drawn in India, or in 
Ceylon if the Government servant spends his leave in Ceylon. Leave 
salary drawn in sterling must be drawn in London, or, at the Govern· 
ment servant's option, in any British Dominion or Colony prescribed by 
the Secretary of State, provided that the officer spends his leave in the 
Dominion or Colony in which he has elected to draw his leave salary. 

533. Leave Account.-For each Government servant a leave account 
is maintained, in terms of leave on average pay, in which all periods 
of leave earned are credited and all periods of leave taken are debited, 
The amount of leave due to a Government servant is the balance at his 
credit in the leave account. 

534. Grant of leave not due.-Leave not due may be granted in certain 
specified circumstances. Such leave is debited in the leave Account, 
and is intended to be regarded as an advance of leave, and its grant 
should therefore be limited to the amount that both (a) can be and (b) 
is expected to be earned by subsequent duty; further, it is meant to 
be granted only in exceptional circumstances, such as illness or urgent 
private affairs. When the ex9eptional step of granting such leave is 
taken, it should be irrevocable, except at the request of the officer, who 
should not be penalised if reasonable anticipations fail to materialise. 
During such leave a Government servant is entitled to leave salary equal 
to half average pay. 

535. Extraordinary Leaoo.-In special circumstances, and when no 
other leave is by rule admissible, extraordinary leave may be granted. 
Such leave is not debited against the leave account, and no leave ealary 
is admissible in respect of it. 

ALLOCATIO~ OF CHARGES 0~ ACCOUNT OF LEAVE SALARY, 

536. A(v'ustn.e11t of leave salar1·u.-,\'hether leave be granted under 
the rules applicaLlc to Central Government servants, or under those 
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framed by local Governments, the leave salaries of Government servants 
are debited according to the following rules :-

(i) When a Government servant had served under one Government 
only before proceeding on leave, his leave-salary will be 
debited to that Government. 

(ii) \\"hen a Government servant is transferred to service under a 
Government other than that under which he was first em· 
ployed, the leavE' salary drawn by him during any leave 
taken after the date of transfer shall be charged to the borrow· 
ing Government until the entire leave earned under that 
Government has been exhausted. 
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CHAPTER 27. 

Travelling Allowance. 

537. Powers of the Central and ProvincUd Governmenls to frame rules. 
-As a. result of the Reforms of 1919, the Government of India and each 
local Government have been empowered to frame rules regulating the 
grant of travelling allowance to Government servants under their ad
ministrative control, subject to the condition that the allowance is not 
on the whole a source of profit to the recipient. 

538. Acting on this delegation the Government of India and the local 
Governments have framed their travelling allowances rules to cover the 
requirements of different classes of journey which a Government servant 
may have to perform, as for exa;mple :-

(i) On tour; 

(il:) To join a post on first appnintment; 
(iii) On transfer; 
(iv) To a hill station, and in recess; 
(r) To attend an examination ; 

(vi) When proceeding on leave; 
(vii) On retirement, dismissal, or termination of appointment ; 
(t'iii) To give evidence; 

(i.r) To obtain medical advice; 
(.r) To attend an incapacitated Government servant ; 

(xi) On a course of training ; 
(xii) To attend a durbar or levee. 

The various sets of rulel:! so framed differ considerably from each 
other. • · 

539. Special rules are also framed governing the journeys of High 
Officials, of GoYeinment servants who are not in the Civil Service of 
the Crown, and of persons who are not Government servants. 

540. Rales framed by the Central Governmeut for Journeys on tottr.-, 
An attempt has been made to give below a summary of the travelling 
allowance rules framed by the Governor-General in Council to govern 
the journeys on tour of Government servants whose pay is debitable 
to Central rewnues and who are not under the administrative control 
of a Governor acting as an agent of the Governor-Gen~ral in Council. 
It would be out of plaee to attempt, in this ~anual, to !rive partir:nlars of 
the rules governing all classes of journeys mentioned in paragraphs 5:~8 
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and 53) above. These rules, including those which have been briefl.y 
summarised in this Chapter, must be studied in detail in the Statutory 
Rules, Codes, and l\Ianuals in which they are prescribed. 

5U. Classification of G()Vernment servants under the Central Govern· 
ment.-For the purpose of calculating travelling allowance, Government 
servants under the Central Government are divided into four grades .. 
The main criterion for classification is the pay drawn by the Government 
servant. The 1irst grade includes all those whose actual pay exceeds 
Rs. 750 a month; the second those whose actual pay exceeds Rs. 200; 
the third all other Government servants in superior service whose actual 
pay does not exceed Rs. 200 ; and the fourth comprises persons in 
inferior service. Government servants may, for special reasons, be 
included in a grade higher or lower than that determined by the above 
criterion. 

542. Daily allawance.-The main item of travelling allowance is the 
daily allowance, that is to say, the amount which an officer draws each 
day on which he travels more than 5 miles away from his head-quarters. 
This allowance is ordinarily not admissible for more than 10 days of a 
halt at one place. This restriction is based on the ground that expenses 
usually decrease as the length of a halt increases, and ensures due ex· 
pedition in a journey. Certain officers are, however, allowed general or 
individual exemptions from this restriction when prolonged halts are 
necessary in the interests of the public service and entail extra expense. 

543. Jlileage.-An officer is, however, allowed to draw mileage instead 
of daily allowance when he travels more than 20 miles by road, or when 
he travels by road in continuation of a rail or steamer journey, in which 
case the mileage is limited to the amount of daily allowance unless the 
journey by road exceeds 20 miles. 

541. The scale of daily allowance and mileage admissible to Govern· 
· ment servants to whom these rules apply has been fixed according to 
the grade of the Government servant. When a Government servant 
travels within the territories administered by a-local Government which 
has fixed special rates of daily allowance or mileage for Government 
servants under its administrative control, he must draw the daily allow· 
ance or mileage at the rates fixed for a Government servant drawing 
the same pay in those territories. 

MS. Rail and steamer fares.-When travelling by railway, a Govern
ment servant of any of the first three grades is allowed for the journey, 
instead of the daily allowance, 1} the fare of the class in which he is 
entitled to travt~l according to the grade into which he falls for the purpose 
of travelling allowance. When travelling by steamer he is similarly 
allowed, in3tea,f of daily allowance, lf the fare of the class in which he 
is entitled to accom'llo1ation according to his grade. In cases where 
a stt~l'mr c.:>:n_?J.ny h,::H two rates of fare, one inclmive and the other 
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exclusive of diet, the allowance admissible is 1} the fare exclusive of 
diet. An inferior servant is allowed a single fare of the lowest class 
and in addition ordinary daily allowance when travelling by rail, and 
double the rate of daily allowance when travelling by steamer. 

546. Rates when Govermne11t supplies means of locomotion.-A Govern· 
ment servant of any of the first three grades who uses a means of loco· 
motion provided at the expense of Government, of a local fund, or of 
an Indian State, but pays all the cost of its use or propulsion, draws the 
travelling allowance ordinarily admissible for the journey subject only 
to the deduction of such hire as may be determined by rule. If the cost 
of such use or propulsion is not paid by the Government servant he is 
allowed only the daily allowance. If part of the journey is made by 
other means of locomotion he may exchange the daily allowance for 
the mileage admissible for that part. If the Government servant has 
to provide conveyance for his servants or luggage, he is allowed, in case 
the journey is by road exceeding 20 miles or is a road journey combined 
with one by rail or sea or river steamer, to exchange his daily allowance 
for half the mileage allowance calculated for such journey and to draw 
in addition the mileage allowance admissible for any part of the journey 
made by other means of locomotion. 

547. If a Government servant travels by a motor car supplied to him 
at the expense of Government, he may draw :-

(a) if he travels by the motor car more than 20 miles in one day, 
the mileage allowance of his grade for the first 20 miles, and 
three-fourths of that rate for the remainder of the journey; 

(b) if he combines with a journey by the motor car a road journey 
by other conveyance, he may draw the mileage allowance 
admissible for the first 20 miles or for the journey by other 
conveyance, whichever is greater, and for the remainder of 
the journey three-fourths of such mileage allowance; 

(c) if he combines w!th a journey by road, whether made wholly 
or partly in the motor car, a journey by railway or steamer, 
he may draw mileage allowance for the journey by railway 
or steamer in addition to the allowances admissible under 
clauses (a) and (b) above for the journey by road. 

548. Perman,enJ travelling allowance.-When officers are employed on 
dllties which involve extensive touring, permanent monthly allowances 
are sometimes granted in lieu of all other travelling allowances for 
journeys within an officer's circle of duty. Such allowances are given 
all the year round whether the officers are on tour or r.ot. There is a 
tendency for the extension of this forni of allowance as it simplifies, 
clerical work. The substituL.r.vn of this allowance for all other allow
ances does not, however, relieve the controlling officers from the 
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responsibility for watching that officers serving under them undertake 
all the journeys that they are expected to make. 

549. Conveyance allowance.-Another modified form of permanent 
travelling allowance is the grant of a conveyance allowance to officers 
u-ho have a large amount of travelling at or within a short distance from 
their headquarters for which travelling allowance is ordinarily inad
missible. 

550. Bill forms.-Claims for travelling allowance are submitted on 
bills which are drawn up in such a way as to give all tlie information 
necessary to ensure the proper check of the bill. Thus they show the 
name of the officer, his head-quarters, the purpose of the journey, the 
dates and, in 11ome cases, hours of the journey, the route by which it is 
performed, the distance travelled by road (whenever it is necessary to 
enter this particular), railway fare, steamer passage money, number of 
days halted, etc. These bills are submitted in the first place to the con
trolling officer. Some controlling officers supplement the entry in the 
column for the " purpose of journey " by requiring diaries or journals 
to be submitted by officers indicating what those officers have done dur
ing each tour. The controlling officer, having countersigned the bill in 
token of his cheek, returns it, and the officer who performed the journey 
then obtains payment of the bill at the treasury. 

551. Audit.-On its receipt in the Audit Office the bill is audited 
either by the departmental auditor Qr in some cases in a separate sec
tion, such as the special section for auditing the claims of gazetted officers. 
Only 50 per cent. of the travelling allowance bills of Government servants 
of the 3rd or 4th grade (see paragraph 541) are audited in full detail 
in each month-the selection being made by a Gazetted Officer. 

552. Main points of Audit.-The main points to which attention is 
directed in the audit of travelling allowance bills are :-

(i) that the journey was actually performed; 
(ii) that it was necessary, and authorised by general or. special 

orders; 

(iii) that it was performed as expeditiously as possible; 

(ir) that no bill has been submitted for it before ; 

(r) that the amount drawn is correct; and 
(ri) that the expenditure is covered by necessary appropria

tion. 
553. Duties imposed on the Controlling Officer.-Now, it is evident that 

points (i) to (iii) are the most important and that the Audit Officer, not 
beina on the spot, has no opportunity of checking these points ade
quat~ly. The duty of applying tllese checks is, therefore, imposed upon 
the controlli'lg officer who is either the Collector or a superior depart
mental officer. 



ll5 

CHAP. 27.] TRAVELLING ALLOWANCE. [ 554-560 

554. The choosing of the controlling officer in respect of each office 
is a matter of importance, and local Governments realise the necessity 
of choosing as a controlling officer that responsible authority which is 
in the best position to exercise a proper check under these three heads. 

555. Point (v) involves a check of distances in those cases in which 
the travelling allowance depends upon the distance travelled. The 
duty of checking distances is now entrusted to the controlling officers. 
Experience has proved that, even if the Audit Officers take the greatest 
pains, their check in this respect is often unsatisfactory, because it is 
impossible for them to know the actual distance of a journey, say, between 
two small villages in a district many miles away from head-quarters. 
The controlling officers are better able to check such distances. 

556. Dtdies imposed on the Audit O.fficer.-Audit Officers, however, 
when checking the manner in which controlling officers perform their 
duties in this regard (see para.graph 560 below) should apply test checks 
to satify themselves that the controlling officers check distances. 

557. The amount of railway fare and of steamer fare is checked in 
the Audit office with the tables of fares. 

558. Check No. (iv) mentioned in paragraph 552,-to see that the bill 
is not drawn twice for the same journey,-is applied to all the bills of 
gazetted officers by means of a register in which the bills drawn by the 
same officer are entered in sufficient detail to render this check possible. 
For similar check of travelling allowance bills of non-gazetted Govern
ment servants see the last sentence of paragraph 560 below. 

559. Check No. (vi),-to see that the expenditure is covered by 
nece8sary appropriation,--is conducted by means of separate registers D.S 

in the case of other classes of expenditure. 

560. High~r Audit Check.-It is an important function of the Audit 
Oificer to see that the scrutiny entrusted to controlling officers is exer
cised by them properly. This can be carried out partly during local 
inspection (see Chapter 35), and partly in the Audit office by bringing 
together the bills that were passed, say, during a period of six months 
or so, and carefully scrutinising them. A similar check may also be 
conducted in respect of the travelling allowance bills of Government 
servants who count~rsign their own bills. It will be interesting to quote 
an instance exhibiting the result of one such test check of the travelling 
allowanee of an officer who countersigned his own bills. The journeys 
that he made during a period of 12 months were listed and reported to 
the l<X·al Government, with the result that the officer was fined Rs. 500, 
de11riwd of the 1)rivilege of countersicrnina his own bills and warned ....., 0 0 ' , 

that a recurrence of such a misuse of his privilege would entail hi.11 
dismissal. Such (·hecks may also bring to light whether heads of offices 
so scrutinise the travelling allowance bills of non-gazetted Governu:.ent 
SI'IYants as to guard against double claims for the same journey. 
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561. It has been explained in paragraph 537 above that the powers 
of local Governments to frame rules governing the grant of travelling 
allowance are subject to the condition that such travelling allowance
shall not on the whole be a source of profit to the recipient. This con
dition being a canon of financial propriety, the Audit Department is 
responsible for watching that it is not infringed. The principles of this. 
canon cannot, however, be applied to individual journeys of officers, as 
the expenses vary so enormously in different areas of a province and 
under different conditions in the same area that it is impossible to frame: 
formulre for determining the actual expenses incurred by each officer in 
respect of each journey. Travelling usually necessitates the permanent 
upkeep of means of conveyance for the Government servant, and for 
his baggage and servants as well, and in such a case it would be impossi
ble to distribute over a series of journeys this permanent expenditure. 
An attempt should, therefore, be made, to scrutinise the general rules: 
framea by the local Government to see that the allowances are restricted 
to such rates as may meet the expenditure which an officer has gene .. 
rally to incur on his journeys as a whole. 
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CHAPTER 28. 

PenuoDJJ. 

562. Essential points of Audit.-The essential points of the audit of 
pensions are to ensure :-

(a) that the retiring <'fficer is entitled to the pension he claims ; 

(b) that a pensioner is entitled to the pension he draws. 

Both these points are checked in the Audit Office. In a combined 
Audit and Accounts Office, the audit under point (a) necessarily precedes,. 
and that under (b) follows, the sanctioning of the pension. Where 
Accounts are separated from Audit, the report under (a) is prepared in the 
Accounts Office and is test-checked in audit. The procedure described 
in this chapter applies in a combined office. 

563. Preliminary verijication.-The title to the pension claimed by a 
non-gazetted Government servant is checked in the following manner .. 
Shortly before a non-gazetted Government servant is due to retire he 
must submit to the authority, whose duty it would be fill up his post, 
his service-book and a statement of his services. It is then the duty of 
that officer to check this record as far as possible and to submit it to the
Audit Officer for comparison with the records in his office. The main 
source of comparison in the Audit Office is the annual list of pensionable 
establishments which has to be submitted by every Head of an office 
to the Audit Office, where it is checked with the sanctions recorded in 
the audit register. This preliminary verification is made in order to 
facilitate the check of the formal application which has to be made when 
a Government servant retires, so that there may be as little delay as pos
sible in granting the pension, and to ensure that no one inadvertently-
retires before he is entitled to a pension. · 

564. It is unnecessary for a gazetted officer to submit any preli
minary statement for verification, or any detailed list of his service with 
his formal application inasmuch as full details are entered in the His
tory of Services, for the preparation of which the Audit office is res
ponsible. 

565. A brief summary is given below of the main features of the rules 
relating to pension, omitting all particulars regarding the calculation of 
~>ervice qualifying for pension, of the amount of pension admissible, etc. 
The rules which are summarised are those which are applicable to Centrat 
Government servants and members of All-India Services. The Civil 
Services (Governors' Provinces) Delegation Rules give power to local 
Governmenta to frame their own rules on these subjects, which require, 
to be studied separately. 
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(a) For service to qualify for pension, ~the essential conditions are 
that the service must be under, and paid by, Government, 
and a Government servant must hold substantively a per
manent post. It is open to a local Government to rule 
when creating a new post or establishment that service in 
such a post or establishment shall not be pensionable service. 

(b) Qualifying service may be either "superior" or "inferior." 
Subordinate service, unless classed as inferior by general 
or special orders of Government, is superior service. 

(c) The following constitute an interruption of service :-

(i) Resignation of Government service otherwise than in cir
cumstances qualifying the resigning Government ser· 
vant for a pension or gratuity. 

(ii) Removal from Government service for inefficiency not due 
to age, for miscohduct or for insolvency. 

(iii) Removal from Government service for failure to pass a 
prescribed examination. 

(iv) Absence from duty otherwise than on authorised leave. 

An interruption of service entails the forfeiture of all past service 
unless the competent authority directs otherwise. 

(d) The amount of pension admissible is calculated on the average 
pay earned by a Government servant during his last three 
years of service. 

(e) Government servants who have held certain special posts which 
are termed lower grade posts or higher grade posts, and 
have shown such special energy and efficiency as to des~rve 
the concession, are entitled to special additional pensions at 
specified rates. 

566. Qualification for Pension or Gratuity.-A Superannuation 
Pension is granted to a Government servant in Superior service entitled 
or compelled by rule to retire at a particular age. A Retiring Pension 
is granted after the completion of qualifying Superior service for a pres
cribed number of years. In certain circumstances, Government servants 
not entitled to Superannuation or Retiring Pensions may be granted, 
after rendering qualifying service of less than a prescribed number of 
years (the number differing in different cases) a gratuity ordinarily not 
exceeding one month's emoluments for each completed year of service; 
or a pension instead of a gratuity if the length of service rendered justi
fies it. A Government servant entitled to pension may not take a 
~atuity instead of pension. 

567 . .Anticipatory Pensions.-\Yhen a Government servant whose 
pension is payable in India retires before the necessary enquiries preli-



179 

CHAP. 28.) PENSIONS. [ 568..574 
--------~ --------------------------

mina.ry to the settlement of the amount of his pension are completed, 
the Audit Officer may, on receipt of a declaration to the effect that the 
Government servant undertakes to refund any excess which may be 
found in his pension on completion of the necessary enquiries, sanction 
the immediate disbursement of the pension at a rate not exceeding the 
minimum to which he believes the Government servant likely to be 
entitled after the most careful summary investigation that he can make 
without delay. The pension thus sanctioned is called an anticipatory 
pension. 

568. In similar cases where a Government servant's pension will be 
payable in England, the Audit Officer, after careful summary investiga. 
tion, reports to the authority who will sanction the pension the minimlllD, 
amount to which the Government servant is likely to be entitled. This 
report is forwarded at once to the High Commissioner for India by the 
authority by which the pension will in due course be sanctioned. The 
High Commissioner sanctions the immediate disbursement of the anti
cipatory pension after obtaining a declaration similar to that mentioned 
in the preceding paragraph. 

569. Audit has to see that no undue delay occurs in the final settle~ 
ment of these cases. 

570. Authority for disbursement of penswn.-~o pension can be 
sanctioned (except in the case of certain classes of Police subordinates) 
until the Audit Office has certified that the amount which it is proposed 
to sanction is permissible under rule. A copy of the order of sanction 
is then forwarded to the Audit Officer who verified the service so that he 
may check the correctness of the pension sanctioned. 

571. If the pension is payable in India, the Audit Officer then issues 
duplicate pension payment orders, one. to the pensioner himself and the 
other to the Treasury Officer in charge of the treasury at which the 
pensioner wishes to take payment. · 

572. If the pensioner wishes to draw his pension at the Home Treasury, 
the Audit Officer issues a last pay certificate and forwards a duplicate 
copy of it to the High C?nu;llssioner fo~ India, together with a copy of 
the first page of the applicatiOn for pensiOn and of the orders of the local 
Government or other authority granting the pension. 

573. Similarly the pension of a pensioner residing in any British 
Dominion, Colony or Prot~ctorate, may be paid there. In this case 
the Audit Officer issues a Colonial (pension payment) warrant in tripli
cate. The original bearing the payee's signature is forwarded to the 
Colonial authority concerned, the duplicatf! to the Hiah Commissioner 
for India, and the triplicate is made over to the payee. 

0 

574. The distribution of the pensionary charges under para!!raph 
570 is also made at the same time, and the Audit Officer takes ste

0
ps to 
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make the necessary adjustment of charges between the diffierent Govern
ments in the manner laid down in paragraphs 578 and 579. 

575. Allocation of pensionary charges.-Prior to· the introduction 
of the Reforms of 1919, the pensionary charges of Government servants 
of all civil departments were charged to the accounts of the province in 
which such charges were disbursed, even if the pensions had been earned 
by service in other provinces or under the Government of India. 

576. Under the Reforms, each province constitutes a separate Govern
ment, entirely responsible for its own finances, and consequently it has 
become necessary for each Government to recover. from any other 
Government the payments which it may make on its behalf in respect 
of pensions earned by service under the latter. 

577. Pensions sanctioned before 1st April 1921 will, however, be 
treated as a charge to the Government which had to bear it under the 
old rules, that is to say these will be debited to the Central Government 
if paid outside India and to the Government by which the payment is 
made if the payment is made in India. 

578. In respect of Government servants who have served under more 
than one Government, the distribution of the pensions sanctioned after 
1st April1921, is determined under the following rules, approved by the 
Secretary of State in Council :-

Pensions sanctioned on or afte·r 1st April 1921 :

(a) Payments outside India:-

(i) If an officer has served under one Government only, that 
Government will bear the charge. 

(ii) If he has served under more than one Government, the 
pension will be divided among the several Governments 
in proportion to the length of service under each .. 

(b) Payments made in India ;~ 

(i) If an officer has served under one Government only, that 
Government will bear the pension drawn by him on 
retirement even though he draws it from another Govern· 
ment. Pensions drawn in provinces by servants of the 
Central Government will be debited to Central heads 
direct. 

(ii) If an officer has served under more than one Government 
(other than the Government of India) before retiring 
his pension will be borne by the Government under 
which he was serving at the date of retirement. 

(iii) If an officer has served both under the Central Govern
ment and under one or more other Go>ernments before 
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retiring, the Central Government will be debited with 
a proportionate share of the pension detennined by mere 
length of service. The balance will be borne by the 
Government under which he was serving at the date 
of retirement, or, if that be the Government of India, 
by the Government under which he was serving prior 
to his transfer to the Government of India. 

(c) Special additional pensi<Jns, whether paid in lnd1:a or outside 
India:-

Special additional pensions will be treated as separate items and 
distributed according to length of service between the differ
ent Governments under which the service by which the addi
tional pension was earned was rendered. 

(d) Civil servants who were placed on military duty during the 
war shall be deemed to have been serving under the Govern
ment of India for the period of that duty. 

579. When an adjustment has to be made under these rules between 
two or more Governments, it may be made either by the payment in 
lump or in instalments of the commuted value of a pension, or in accor
dance with any special arrangements which may be concerted between 
the Governments concerned. 

580 • . Method of pension payment and identification of pensioner.
Pensions payable in India are disbursed at treasuries, and every payment 
has to be entered by the Treasury Officer on both copies of the pension 
payment order. At the same time he takes the receipt from the pensioner 
and checks the identifying marks and the signature, or the thumb im
pression, with those recorded on the original order. Some pensioners 
are permitted to draw their pensions without personal application, but 
in such cases they have to forward life certificates with their receipts 
and also have to attend once a year for identification. This identi
fication of the person drawing the pension with the person to whom the 
pension was granted is, of course, the essential audit check ; and here 
again the Audit Office has to rely upon another authority for the due 
performance of the check. · . 

. 581. Audit ?f pension :payme~ in the Audit O.tli~.-The audit of pen
s1on payments m the Audit office lS conducted only m respect of a small 
percentage, -approximately one-sixth of the vouchers,-the selection of 
those to be checked being made by a Gazetted Officer. The pension 
vouchers of each treasury are thus audited for some 2 months in each 
year. This audit consista in seeing that the amount paid is not greater 
than the amount sanctioned. One month's vouchers of each treasury 
are aiso audit~d in detail at the annual inspection of treasuries. This 
local check c:-nsists not only of the comparison of the amount paid 
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with the amount due but also of a general review of the treasury records 
to see that they do not indicate any double payment of the pension for 
the same month. 

582. Commutation of pensions.-A Government servant who is a 
member of one of certain specified Services or holds one of certain speci
fied posts is entitled to commute for a lump payment any portion, not 
exceeding one half, of any pension which has been or may be granted 
to him under the civil rules. 

583. Other Government servants may also be permitted by any sanc
tioning authority, on such conditions as it may think fit to impose, to 
commute for a lump payment any portion, not exceeding one half, of 
any pension which has been or is about to be granted to them under the 
civil rules. 

584. One of the conditions for granting commutation is the produc
tion by the applicant of a certificate, from such medical authority as 
may be prescribed for the purpose by the sanctioning authority, to the 
effect that his bodily health and prospects of duration of life are such as 
to justify commutation. When commutation is sanctioned the pensioner 
is informed accordingly and is given the option of withdrawing his 
application within one week after being so informed.* If he does not 
withdraw his application within that period, the commutation of his 
pension becomes absolute and payment of the lump sum is made forth
with, payment of the commute po:&tion of the pension ceasing from the 
date of payment of the commuted value. 

• NoTE.-At the time of writing, the rules on this ~ubject are under revision, 
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CHAPTER 29. 

Contingent Expenditure!' 

585. The classes of expenditure falling under Conti~1gencies.-Under 
this heading civil accounts group a number of payments of the most 
varying description. In fact under this category are included all pay· 
ments made by Civil officers to people not in Government service, if they 
do not fall under the head8 Deposits, Remittance Transfer Receipts, 
or Supply Bills. It is, then, a little startling at first sight to find the 
general rule laid down that, subject to any orders of the local Govern· 
mentor controlling authority, an officer is allowed to draw money from 
the treasury for contingent expenses incurred on the public service within 
the amount of the allotment placed at his disposal. For ordinary ex
penses previous sanction is not required. It is for the local Government 
to define the nature and limit of charges :-

(a) which may be incurred without previous sanction; and 

(b) which require the previous sanction-

(i) of any controlling officer, 

(ii) of the local Government itself. 

There is, however, one important proviso, namely that fixeq allow
ances for contingent expenses which are drawn regularly, irrespective of 
the actual expenditure incurred in any month, are not subject to any of 
the rules relating to contingent expenditure. 

586. The consequence is that a very large number of rules have had 
to be promulgated by the Government of India and by each local Govern
ment limiting the power of officers to incur contingent expenditure. 
The former apply to the departments and administrations under the 
control of the Government of India, and are contained in the Civil 
Account Code or in other Codes i'lsued under the authority of the Govern
ment of India. The latter apply only to the depar~ments of the local 
Governmt>nt concerned, and are contained in their financial rules which 
are embodied either in the local Government's Codes or in departmental 
Manuals. The important kcal rules whith have not been embodied in 
any Code~ are usually brought together in the .Manuals relating to the 
work of the various sections of Audit Offices. 

587. Classification of contingent tlwrges proper.-The actual classi
fication of Contingent Charges is determined by the orders of each local 
Government, and, as a result, it differs in different Provinces. It will 
be found, however, on consideration of the dominant condition go,·erning 

• No:ra.-Tte l't'drafting of the relevant Chapter of the Audit Code is now under oo11• 
llid~r.otion. 
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the particular expenditure, that all Contingencies fall into one or more 
of the following five dasses :-

(a) Contingent charges which cannot be incurred without the 
special sanction in each case of superior authority. These 
are termed Special Contingencies. 

(b) Contingent charges met hom a lump sum grant placed at the 
disposal of a disbursing officer for expenditure, at his discre
tion, on certain specified objects. Such charges are known 
as Contract Contingencies. 

(c) Contingent charges regulated in amount by scales laid down 
by the local Government. Such charges may be designated 
Scale-regulated Contingencies. 

(d) Contingent charg€'S which, though they may be incurred without 
special sanction, require the approval and countersig11ature 
of superior authority before they can be admitted as legiti· 
mate ('xpenditure against public funds. Countersignature 
is ordinarily obtained after the bills are paid, but in rare 
cases it is necessary before payment. Such charges are 
known as Countersigned Contingencies. 

(e) Contingent charges which require neither special sanction nor 
countersignature, but may be incurred by the disbursing 
officer on his own authority subject to the necessity of 
accounting for them. Such Contingencies may be termed 
Fully-vouched Contingencies, though in actual practice the 
Auditor General dispenses with the production to audit of 
vouchers of less than a prescribed amount. 

588. These five classes of Contingencies are not mutually exclusive. 
There may be cases in which Special Contingencies are regulated by scale ; 
or in which a bill for Scale-regulated Contingencies requires counter
signature. Whenever a contingent bill falls within two or more classes, 
the methods of audit summarised in this Chapter for each of those classes 
should, as far as possible, be applied to it. 

589. Permanent ad~·ance.-Nearly all dra"ing officers have permanent 
advances, that is, a sum of money placed at their disposal to meet im
mediate needs. Such permanent advances correspond with an ordinary 
person's pocket-money. The amount of a permanent advance is 
reckoned at the lowest possible figure calculated to suffice for meeting 
petty charges and those emergent charges which cannot be foreseen. 
Whenever the advance requires to be replenished the disbursing officer 
has to submit bills to the treasury indicating the natn.re of the expendi
ture which has depleted the advance. 

590 Every drawing officer should exercise the same vigilance in 
respect of petty contingent expenses a<J a person of ordinary prudence 
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would exercise in spending his own money. He is further responsible 
for seeing that the rules regarding the preparation of vouchers are 
observed, that the money is either required for immediate disbursement 
or has already been paid from the permanent advance, that the expendi· 
ture is within the available appropriation, that steps are taken to 
obtain additional appropriation if the original appropriation has been 
exceeded or is likely to be exceeded, and that in the case of contract 
contingencies the proposed expenditure does not cause any excess over 
the contract grant. 

591. Duties of the Controlling authority.-The main check over contin
gent expenditure is performed by the controlling authorities. It is their 
duty to see that the charges drawn in a contingent bill are of obvious 
necessity, and are at fair and reasonable rates.; that previous sanction 
for any item requiring it is attached ; that the requisite vouchers are all 
received and are in order, and that the calculations are correct ; and 
specially that the expenditure has not exceeded. and is not likely to 
exceed, the appropriation for the purpose. If expenditure be progressing 
too rapidly, it rests with them to communicate with the disbursing 
officers, and insist on its being checked. '\\-nen however, as is often 
the case with fully vouched contingencies, the charges do not come 
under the scrutiny of the controlling authority, these duties fall largely 
on the drawing officers themselves; and the responsibility of the audit 
officer is therefore proportionately greater, as will be seen in paragraph 
593. 

592. As to the degree of responsibility imposed. upon controlling 
authorities under these rules, the following quotation may be made from 
a letter by an Accountant General : · 

" In the case of departments, such M Jails, Police, and Meiica.J., the contingent 
expenditure includes very large sums under Supplies and Services for feeding of prisoners 
and pat.ient.s and the supply of rations, clothing, arms and acooutrementll to very man:v 
thousands of policemen, and the heads of these departmentll have pra.ctica.lly got aubsi· 
diarv Audit Establishments under them to enable them to exercise a deta.iled oontrol 
over this "ery large expenditure. Countersignature in the ca.se of these depa.rtments at 
any rate does imply a very large amount of deta.iled check of which the Audit office 
is thereby relieved. ·• 

593. General Nat·ure of Contingent Audit.-Audit officers have, how
ever, their share of the responsibility, which varies greatly with the 
different classes of Contingency. It is least of all in the case of Special 
Contingencies ; and very little greater in respect of Scale-regulated and 
Contract C<~ntingencies. Over Countersigned Contingencies, the major 
portion of the control is exercised by the countersigning authorities ; 
but audit has certain definite responsibilities. The responsibility of 
audit. is greatest of all in the case of Fully-vouched Contingencies. 

594. The Audit Office is not required to take up for audit more than 
a percent<lge of the contingent Lills of lower values; but, for all classses 
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of. c?ntingent cha_r~e~ . a~e, the Accountant General has the following 
nurumum responsibilities m respect of aU bills taken up for audit. He 
must see-

(a) that each class of expenditure-

(i) is a proper charge against the grant concerned, 

(ii) has received such sanction as is necessary, and 
(iii) is covered by appropriation ; 

(b) that such vouchers as are required by audit have been submitted; 

(c) that any certificates which are necessary have been provided ; 
and 

(d) that no Canon of Financial Propriety is infringed. 

The progressive expenditure, as shown on the face of contingent bills, 
must be periodically agreed with the figures recorded in the relevant. 
contingent audit register, if any. 

595. The principal duties of audit in respect of these charges are 
explained in the following paragraphs. 

596. Special contingencies.-Audit i2 to watch and record the ex
penditure against the necessary sanction of proper authority. 

597. Contract contingencies.-No details of the expenditure, beyond 
such totals of the various contract it(lms as may be required for purposes 
of classification, are furnished in the bills. Unless the terms of the 
contract provide to the contrary, no sub-vouchers are submitted. Scru
tiny applied in audit is generally confined to the four main points specified 
in paragraph 594 above. 

598. Scale-regulated contingencies.-Contingencies regulated by scale 
include such charges as grants-in-aid, rewards for destruction of wild 
animals, batta to witnesses and the like. The authority prescribing the 
scale lays down the conditions precedent to its application in each case 
mal"ing it clear whether special sanction of superior authority is neces
sary, whether bills must be countersigned before or after payment, and 
what certificates should support the bills. In accordance with the 
conditions so laid down, charges regulated by scale may become Special, 
Contract, Countersigned or Fully-vouched Contingencies, and should be 
audited under the rules applicable to the particular class within which 
they fall. In addition, the Accountant General should satisfy himself 
that the charges incurred are in accordance with the scale which governs 
them. 

599. Co-untersigned Co-ntingencies.-In this case (unless, as occasion~ 
ally happens, the amount is drawn on a detailed bill on which counter
signature has already been made), the money is actually drawn on an 
abstract bill and the approval of the superior authority, as indicated by 
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its countersignature, is subsequently received by audit on the monthly 
detailed countersigned bill. Both the abstract and the detailed monthly 
bills require scrutiny in audit. The abstract bill is scrutinised to see 
that it is signed by an officer authorised to sign such bills, that the summa
tions are correct, and that there is nothing extraordinary or unusual 
in it. The amount of the bill is held under technical objection until 
the receipt of the detailed monthly bill duly countersigned together with 
the necessary sub-vouchers. The monthly detailed bill is checked care· 
fully on the principles laid down in para. 594, with a further check to see 
that it is duly countersigned, and that the charges included in it cover 
the amounts drawn from the treasury on abstract bills. 

600. Bills countersigned before payment and fully-t•ouched contin· 
gencies.-The oodit of these bills is conducted on the lines explained in 
paragraph 594 above. The scrutiny of fully-vouched contingencies 
should be further extended to see-

(i) that the rates are apparently not extravagant; 

(ii) that the flow of expenditure is not too rapid; 

(iii) that, if the expenditure in the month of l\Iarch is unusually 
large, it does not lead to irregularities. 

601. Grants-in-aid.-Among the charges falling under Scale-regulated 
Contingencies, mention has been made of Grants-in-aid. These items 
of expenditure, sometimes of large sums, are final payments of the nature 
of a donation or subscription to a corporate body, institution or other 
authority. These grantees may be either independent of Government 
or under the control of Government. Payments to the grantees of the 
latter class are scrutinised in audit in the light of the general princip~es 
described in this Manual. The following paragraphs apply generally 
to the payments made to grantees who are independent of Government. 

602. Grants-in-aid may be either unconditional or conditional. 
Audit is applied at two stages as explained below :-

(i) Audit of sanctions to grants.-Whether grants are conditional or 
not, they are subjected to general scrutiny as explained in 
Chapter 14 above. When a grant is sanctioned bUbject to 
specified conditions, audit has to see in addition that such 
conditions have been duly fulfilled, and also :-

(a) that the grant is spent upon the object within a reasonable 
time, and 

(b) that any portion of the amount whi~h is not ultimately 
required for expenditure upon that object is duly 
surrendered. 

(ii) Audit of payments to the grantees.-The audit of these payment 
vouchers is confined to the general scrutiny applied to all 
treasury vouchers. 
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603. Expenditure by grantees from grants.-Audit is not concerned 
with the manner in which the grant is utilised by the grantee where no 
conditions are imposed. Where, however, conditions are attached to the 
grant, audit should see that such conditions are generally fulfilled, either 
in the course of auditing the expenditure if it comes directly under its 
audit, or by reference to the reports of the Examiner of local Fund 
Accounts if such expenditure comes under his audit. In cases not falling 
under the above, the statements and certificates of the administrative 
government authorities may be accepted in audit ; but a test check should, 
where possible, be applied. 

604. Higher Audit.-It is the duty of audit to challenge any expendi
ture, which appears to contravene provisions of the Canons of Financial 
Propriety. In the case of contingencies, this applies especially to ex
travagant rates, prices, or amounts in charge not otherwise objectionable 
in character. The auditor should refer for orders any item of expenditure 
which is positively objectionable or even of doubtful propriety. 

605. Relation between Cont·rolling and Audit authorities.-A compari
son of the relative responsibilities of the controlling officer and of the 
Audit Officer in. regard to contingencies shows that the duties of the 
former are more onerous than those of the latter ; it is more difficult to 
decide whether expenditure is necessary than whether it is unusual, 
and whether rates are reasonable than whether they are apparently 
extravagant. At the same time the Audit Officer also has to determine 
as far as possible whether the controlling officer is doing his work ade
quately, and this is, perhaps, his most important duty in respect of 
contingent expenditure. Audit in India would probably benefit if more 
attention were paid to the scrutiny of contingent expenditure and less to 
the minute examination of establishment and travelling allowance bill'l. 
Gazetted Officers should devote particular care to their review of bills of 
Rs. 3,000 or over and should also scrutinise some of the smaller bills. 

606. Registe-rs used in audit.-Apart from the separate registers 
maintained in audit for record of abstract bills pending their clearance 
on receipt of detailed bills, and for the record of special and periodical 
charges, no separate registers are required for use in connection with 
Contingent audit except those required for the conduct of Appropria· 
tion audit. This subject has been examined in another Chapter. 
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CHAPTER 30. 

Expenditure on Works. 

I. GENERAL PRINCIPLES. 

60'i. Volume a.nd importance of lforks expenditure.-The extreme 
importance of this class of expenditure can be gauged from the fact 
that the total expenditure in India. in 1927-28 recorded under the major 
heads relating to Civil Works, Irrigation, Railways, Forests, Posts 
and Telegraphs, and other Works outlay, amounted to nearly 100 
crores of rupees, and the larger portion of such expenditure was on 
Works. It will not be possible, then, to do ruore than touch the fringe 
of the subject in this Manual. 

608. Nuil for prepara.tion of estimates before sanction.-There are 
always more demands on the public purse than can possibly be met, 
and therefore the advantages to be derived from compliance with each 
demand have to be weighed against the probable cost in order to select 
those on which Government money can be used to the best advantage. 
Now, the direct cost of a new establishment can be calculated accurate
ly, its indirect cost with reasonable accuracy, and the cost price of 
anything to be charged as contingent expenditure will be known within 
reasonable limits at the time the purchase is sanctioned. But a build· 
ing for, say, a hospital can be erected for one lakh, while 40 lakhs can: 
also be spent on its erection. Government may be quite willing to spare 
one lakh, but extremely reluctant to spend 40 lakhs. Thus the Central 
Public Works Department C<>de, First Edition, states in paragraph 58 
that" ...... it is a fundamental rule that no work shall be commenced 
or liability incurred in connection with it until ...... a properly detail-
ed design and estimate have been sanctioned ....... " 

609. The efforts of the Audit Department to enforce the observance 
of the rule quoted in the last paragraph are only partially effective. 
Each Principal Auditor can watch the measure of his success in regard 
to the works expenditure under his audit by comparing from year to 
year the increase or decrease of the percentage of amounts placed under 
objection for non-observance of this rule to the total works expendi. 
t.ure of each year. The results of such comparisons will show that much 
Stt'ady work on these lines yet remains to be done by Audit. 

610. Basic Rule~~ appluxwk to Works executed by the Public Works 
Dt1partment.-Each local Government frames its own rules governing 
the execution of works by the Public Works Department. The Central 
Go,·ernment have framed the following important. rules governing Centra) 
Works executed by the Public Works Department. · 
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611. There are four main stages in the project for a Central Work, 
namely, administrative approval, expenditure sanction, technical 
sanction, and the allotment or re-appropriation of funds. 

612. These stages are explained below briefly. 

(i) Administrative Approval.-A work has to be designed so as 
best to fulfil its purpose. Thus the design has usually to 
be prepared in consultation with, and finally to be approved 
by, the authorities for whom the work is to be erected. This 
approval is called '.administrative approval' and is, in 
effect, an order to the Public Works Department to execute 
certain special works, at a. cost approximately stated, to meet. 
the administrative needs of the department requiring the 
work. In other words, t.he administrative experts have to 
say-this work meets our requirements, and we do not con
sider that_ the cost, as shown in a preliminary estimate 
accompanying the design submitted for administrative sanc
tion, will be extravagant. 

(ii} Expenditure Sanction.-This means that the expenditure on 
the proposed work is sanctioned by the competent authority. 
Expenditure on works beyond certain limits requires thr 
previous sanction of the Finance Department, while in other 
cases the act of allotment or re-appropriation of funds 
operates as sanction to the expenditure. 

(iii) Technical Sanction.-Except for petty works, petty repairs 
and repair wotks for which lump provision has been sanc
tioned, a properly detailed estimate must be p1epared ior 
each work to be sanctioned by the competent authority. 
This sanction is known as the technical sanction to the esti
mate, and amounts to no more than a guarantee that the 
proposals are iltructurally sound and that the estimates are 
accurately calcula.ted and based on adequate data. Such 
sanction is accorded by the Public Works Department and 
should, except in special cases, be obtained before the con· 
struction of the work is commenced. If, in working out 
the detailed estimates or during the construction of the work, 
it is found necessary to make any important deviation from 
the design to which administrative sanction has been obtained, 
such sanction has also to be obtained to the deviation. 

(iv) Allotment and re-appropria ion.-These represent the provi· 
sion of a particular sum of money to mee~ expenditure on 
a specified object ; such provision is operative only for the 
official year for which it is made. 

613. Supplementary and ret.;.sed estimates.-Even with the greatest 
thoughtfulness and accuracy it is not always possible to foresee every 
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thing that will be required or t'J frame an estimate which will not be 
exceeded. Therefore we have the rules:-" Any development of a project 
thought necessary while a work is in progress, which is not fairly con
tingent on the proper execution of the work as firf't Si\nctioned, must 
be covered by a supplementary estimate, accompanied by a full report 
of the circumstances which render it necessary". (Central Public Works 
Department Code, paragraph 96.) "A revised estimate must be 
submitted when the sanctioned estimate is likely to be exceeded by 
more than 5 per cent." (Central Public Works Department Code, 
paragraph 69.) 

614. But the extra expenditure which has to be covered by a supple
mentary or revised estimate is often incurred before sanction can be 
obtained to these estimates. This nullifies the value of such estimates 
and, therefore, we have the rule:-" When any excess over a sanctioned 
estimate is foreseen, and there is likely to be unavoidable delay in the 
preparation of a revised estimate, an immediate report of the circum• 
stances should be made to the authority whose sanction will ultimately 
be required ...... " (Central Public Works Department Code, para· 
graph 97). This rule was first introduced at the instance of the Secre
tary of State who devoted great attention to this question of excesses 
over estimates ; and its importance is manifest. 

615. When exceRSes occur at such an advanced period in the construc
tion of a work as to render the submission of a revised estimate purpose• 
less, the excesses, if beyond the power of the Divisional Officer to pass, 
are explained in the Completion Statement or Detailed Completion 
Report which is mentioned in the following paragraph. 

616. Finally, a consolidated C()mpletion Statement is prepared 
monthly of completed works the actual expenditure on which is in excess 
of the sanctioned estimate by an amount which a Divisional Officer is 
empowered to pass. But, in respect of completed works on which the 
outlay has been recorded by sub-heads, a Detailed Completion Report 
for individual works is prepared, instead of a Completion Statement, 
in the following cases :-

(i) when, if the work was sanctioned by higher authority, the 
total estimate has been exceeded by more than 5 per cent j 
and 

(ii) when, if the work was sanctioned by the Divisional Officer, 
the t.otal estimate has been exceeded by an amount greater 
than that which he is empowered t.o pass. · 

617. The consolidated Completion Statement shows for each work 
the estimat~d amount, t,he outlay, and the excess. In cases in which 
the Completion Statement is utilised instead of a. revised estim'lte (see 
paragr-aph 615) the excess is set forth in sufficient detail to satisfy the 
authority whose sanction is necessary. The Detailed Completion Report 
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gives a comparison and explanation of difierences between the quantity, 
rate and cost of the work executed and those entered in the estimate. 
The objec~ of the Completion Statement or Detailed Completion Report 
is to enable the superior authorities to scrutinise the excess and to sane· 
tion it where it is reasonable. 

618. Audit of Works Expenditure.-Works expenditure is incurred 
in the utilisation of materials and labour. Materials may be supplied 
from stores, or bought for the work, or provided by the contractor. 
Store accounts are examined in Chapters 18 and 31. Work may be 
carried out by daily labour, by piece-work (that is to say, work paid 
for at a fixed rate}, or by contract. The last should be in writing and 
should contain stipulations as to the quantity and quality of work to 
be done, the time within which it is to be completed, the terms upon 
which the payments will be made, etc. Most contract works are carri
ed out by petty contractors who cannot wait for payment on comple
tion of work, and are therefore paid periodically according to work 
done up to date. Thus, whether payment is to be made for work on 
t.he basis of a contract or of piece-rates, prompt measurement is essen
tial ; and, of course, the accuracy of the recorded measurement of work 
done is the basis upon which rests the efficiency of the audit of works 
expenditure. The check by actual measurement is conducted entire
ly by the executive. It would be impossible for audit to take any part .. 
unless it had a staff of measurers in every division in India to make the 
original measurements, or a staff in each province to tour throughout it 
checking measurements. The sole check over these initial measure
ments is exercised by the Sub-Divisional or Divisional Officer, or by the 
Superintending Engineer, who verifies them either by making check 
measurements or by inspection. The expert knowledge of an experienc
ed Engineer enables him in many cases to detect any very gross over· 
measurements or overpayments on inspection and comparison with the 
recorded expenditure on the work. 

619. But executive authorities do not always realise the extreme 
importance of accurate measurement. There is always liable to be a 
rush of expenditme in March, the last month of the :financial year, 
&.nd cases have occurred in which payments have been made on measure
ment reports submitted by subordinates whose journals, in which they 
record work done day by day, indicate that, on the day on which the 
measurements were alleged to have been made, they Were miles away 
from the site of the work. Such measurement reports have no value; 
and, if Audit detects such cases at inspections, prompt notice should 
be taken of them. 

620. Contracts.-The purchase of stores, the execution of work, etc., 
are often done by contract. For this purpose Government enters into 
a contract or effects an agreement in "Titing with the person or body 
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concerned. Such a document contains inter alia stipulations as to the 
quantity and price of stores to be supplied or work to be done and the 
time within which it is to be completed. As a general rule, such con· 
tracts should only be concluded after competitive tenders have first 
been invited iu the most public manner possible. 

621. The following general principles applicable to contracts in· 
volving expenditure from Central Revenues have been prescribed by 
the Governor General in Council for the guidance of authorities who 
have to enter into contracts or agreements:-

(i) The terms of a contract must be precise and definite, and 
there must be no room for ambiguity or misconstruction 
therein. 

(ii) As far as possible, legal and financial advice should be taken 
in the drafting of contracts and before they are finally 
executed. 

(iii) Standard forms of contracts should be adopted wherever 
possible, the terms to be subject to adequate prior scrutiny. 

(iv) The terms of a contract once executed should not be material
ly varied without the previous consent of the competent 
financial authority. 

{v) No contract involving an uncertain or indefinite liability or 
any condition of an unusual character should be executed 
without the previous consent of the competent financial 
authority. 

(vi) Whenever practicable and advantageous, contracts should 
be placed only after tenders have been openly invited, and, 
in cases where the lowest tender is not accepted, reasons 
should be recorded. 

(vii) In selecting the tender to he accepted the financial status of 
the individuals and firms tendering must he taken into con· 
sideration in addition to all other relevant factors. 

(viii) Even in cases where a formal written contract is not made, 
no order for supplies, etc., should he placed without at the 
least a written agreement as to price. 

(ix) Provision must be made in contracts for safe-guarding Gov
ernment property entrusted to a contractor. 

622. Audit has power to examine contracts and to bring before the 
Public Accounts Committee any cases where competitive tenders have 
not been sought, or where high tenders have been accepted or where 
either irrt>gularities in procedure have come to light. 

B 
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!l. ORDINARY WORKS EXPENDITURE. 

623. Aud·it.-The audit of Public Works expenditure falls under 
three heads :_; 

(a) audit in the central office; 
(b) audit by the Divisional Accountant in the divisional office; 

and 

(c) test-audit at the annual inspection of the divisional office. 

624. The audit of works expenditure in the central office is con· 
ducted mainly with reference to- · 

(A) the sufficiency of the authority for incurring; the expenditure; 
(B) the accuracy of the classification of the charges against the 

works, persons, services and heads of accounts concerned; 
(C) the proof of payment to the correct individual; and 
(D) the canons of financial propriety; 

625. The basis upon which audit relies for exercising the first check 
(A) is the technical sanction to detailed estimates. For this purpose 
the sanctioning authorities communicate their sanctions to the Audit 
Office either individually or in a consolidated monthly statement. These 
are scrutinised as explained in Chapter 14 above and noted in the proper 
audit register .. Unless, with the concurrence of the Auditor General, 
the Government concerned has specially desired this, the Audit Office 
is not required to see whether a work has recdved the necessary ad· 
ministrative approval, or whether the amount of the technical sanction 
does not exceed, without proper authority, the amount of the adminis
trative approval. Next it should be seen that expenditure sanction 
has been accorded for each work for which technical sanction has been 
accorded, and that all special charges which, under the rules, require 
the sanction of an authority superior to the Divisional Officer are duly 
sanctioned by such authority. The expenditure incurred on each work, 
month by month, is then posted against the sanction from the monthly 
accounts received from the division, and a comparison is made between 
the expenditure sanctioned and the expenditure actually incurred. 
Expenditure not covered by, and in excess of, sanction is placed under 
objection until the necessary sanction is accorded or the expenditure 
under objection is otherwise regularised by recovery, etc. 

626. The second check (B) consists in seeing {i) that, if the charge 
id debitable to the personal account of a contractor, employe or other 
individual, or is recoverable from him under any rule or order, it is 
recorded as such in a prescribed account so as to watch the recovery of 
the amount due ; (ii) that the charge is classified to the proper heads of 
account ; an1l (iii) that the expenditure is incurred in pursuance of the 
precise objects for which the detailed estimate for the work was intended 
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to provide. The last item cannot be properly checked in the central 
office as the detailed estimates which define the objects on which ex· 
penditure is to be incurred are not available there. Charges are there
fore examined generally to see that there is no apparent misclassifica· 
tion; but the detailed check with estimates is left to the- Divisional 
Accountant. 

627. The personal account of the contractor is an important docu
ment. It is credited with the value of work done or ~upplies made by 
the contractor and debited with the amount paid or stores supplied to 
him. Extracts of the ledger accounts are submitted to audit with the 
monthly accounts. These facilitate the exercise of the first item of the 
-check mentioned above. Further they ensure that the ledgers main· 
tained in the divisions are kept up-to-datt>, and enable obvious em·rs 
to be rectified promptly. The audit of these ledger accounts is not 
complete until they are test-checked at local inspections. 

628. The third check (C) consists mainly in seeing that a properly 
receipted voucher is sent for every payment. The responsibility for 
making payments to the person entitled to receive payment is left to 
the paying officer as in the case of almost all payments nvt made by the 
Audit Office direct. 

629. The application of the canons of financial propriety has already 
been explained in detail in Chapter 17. 

630. Besides these four checks, each voucher for payment on run· 
ning account is compared with the last bill to see that up-to-date and 
other figures which are dependent on the entries in that bill are correct.· 
The arithmetical calculations of the bills are also checked to the follow
ing extent :-

(i) Final running account bills in yellow form .•.•.. cent. per cent. 

(ii) Other vouchers .•••••.•.... 10 per cent. 

As the arithmetical calculations of the vouchers are checked wm
pletely in the divisional office under the supervision of the Divisional 
Accountant, a percentage check in the central office has been con.'iider
ed to be sufficient. 

!631. The Divi~'ional Ac.countant and his furtetions.-A trained Divi 
sional Accountant is posted by the Accountant General to each divi
sionaf office to assist the Divisional Officer in the discharge of his respon
sibilities in respect of the accounts of the division. The functions of 
the Divisional Acwuntant are three-fold :-

(i) as accountant, - the compiler of the accounts of the divi
sion in accordance with the prescribed rulei and from the 
data furwed to him ; 

B2 
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(ii) as primary auditor,- the representative of the Audit De
partment, charged with the responsibility of applying certain 
preliminary checks to the initial accounts, vouchers, etc.; 

(iii) as. financial assistant,- the general assistant and adviser to
the Divisional Officer in all matters relating to the accounts 
and budget estimates, or to the operation of financial rules 
generally. 

632. The Divisional Accountant is expected to see that the rules and 
orders in force are observed in respect of all the transactions of the 
division. If he considers that any transaction or order affecting receipts 
or expenditure is such as would be challenged by the Accountant General 
if the primary audit entrusted to the Accountant were applied by the 
former, it is his duty to bring this fact to the notice of the Divisional 
Officer with a statement of his reasons, and to obtain the orders of that· 
officer. It will then be his duty to comply with the orders of the Divi
sional Officer ; but if he has been overruled and is not satisfied with. 
the decision he should at the same time make a brief note of the case iu 
the Register of Divisional Accountant's Audit Objections, and lay the 
regist~r before the Divisional Officer, so that the latter may have an 
opportunity either of accepting the Divisional Accountant's advice on 
teconsideration and ordering actio,n accordingly, or of recording, for 
the information of the Accountant General, his reasons for disregarding 
that advice. An objection recorded in this register is not considered 
as finally cleared until it has been reviewed by the Accountant General. 

633. The Divisional Accountant brings to the Divisional Officer's 
notice all instances in which subordinate officers exceed the financial 
limitations placed on their powers by the Divisional Officer or a higher 
authority. He may further be required by the Divisional Officer to 
undertake, on his behalf, such other scrutiny of the accounts of the 
receipts and disbursements of subordinate officers, falling within the 
Divisional Officer's own powers of sanction1 as the latter may consider 
necessary. He is further expected to inspect the accounts r~cords of 
sub-divisional offices so as to check a percentage of the initial accounts 
and to bring defects to the notice of the Divisional Officer. The results 
of this inspection are placed on record for the inspection of the Account
ant General, and any serious financial irregularities are reported at once 
to the Audit Office. 

634. As a primary auditor, the Divi~ional Accountant is responsible 
for examining the accounts returns of Sub-divisional Officers to see:- • 

(i) that they have been received in a complete state ; 

(ii) that all sums receivable are duly realised, and on realisation 
credited to the proper head of account, and also to the 
proper personal account, if any ; 
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(iii) that the charges are covered by sanctions and appropriations, 
and are supported by complete vouchers setting forth the 
claims and the acknowledgments of the payees legally en
titled to receive the sums paid ; 

(iv) that all vouchers and accounts are arithmetically correct ; 

(v) that they are in all respect~ properly prepared in accordance 
with rule; 

(vi) that all charges are correctly classified, those whic'h are debit
able to the personal account of a contractor, employe or 
other individual being recorded as such in a prescribed 
account; and 

(vii) that on the basis of rates sanctioned by f!ompetent autho· 
rities and of facts (as to quantities of work done, supplies 
made, etc., or services rendered) certified by responsible 
officers, the claims admitted for payment are valid and in 
order. It is not necessary that the Divisional Accountant 
should check personally the arithmetical accuracy of all 
vouchers. and accounts, but he is responsible that a cent. 
per cent. check is exercised efficiently under his supervision. 

635. It is one of the functions of the Divisional Accountant to see 
that expenditure which is within the competence of the Divisional Officer 
to sanction or regularise is not incurred as a matter of routine under the 
orders of subordinate disbursing officers without his knowledge. . 

636. The Divisional Accountant conducts the detailed audit of muster 
rolls, and petty vouchers which are not submitted to the Audit Office, 
and of all accounts of stores. 

637. He checks the works expenditure with the estimates to ensure 
that the charges incurred are in pursuance of the objects for which the 
estimate was intended to provide. In the case of works the expendi
t.ure of which is recorded by sub-heads (that is, items of work such as 
brickwork, etc.) the Divisional Accountant is responsible for checking 
the expenditure on each sub-head with the estimated quantity of work 
to be done, the sanctioned rate, and the total sanctioned cost. so as 
to bring to notice all deviations from the sanctioned estimate. 

638. L>cal Inspectwn.-The third heading under which audit is 
classified in paragraph 623 concerns the procedure under which the audi~ 
conducted in the central office is supplemented by the local inspection 
of divisional offices. This duty is explained in Chapter 35. The audit 
of rublic Works Stores is explained in Chapte1s 18 and 31. 

III. WORKS RECEIPTS. 

639.~ Atu.lit. of Receipts.-The preceding paragraphs dea] "ith the 
audit of expenditure. AB regards receipts, much (as for exan1ple the 
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Irrigation Revenue) is realised by the Civil authorities and adjusted 
through the accounts. In such cases, the ordinary principles regarding 
the audit of receipts are applicable : See Chapter 12. Of the receipts 
realised direct by Public Works Officers, the most important are the 
rents of residential buildings and other services, and it is the duty of 
Audit to see, in respect of these, (a) that the standard rents are correct
ly determined in accordance with rules 45A and 45B of the Fundamental 
Rules, (b) that the rent recoverable from each tenant is correctly cal· 
culated, and (c) that the rents due are realised. 

640. In exercising the first of these checks the Audit Officer checks 
the capital cost·and sees that the allowance for maintenance and repairs 
is according to the scale fixed by the local Government, and is reason· 
able. In regard to the second check it has to be seen that the rent 
assessed is either the standard rent or 10 per cent. of the occupant's 
emoluments, whichever is less. In cases in which the 10 per cent. limit 
has the effect of lowering the rent realised for the building appreciably 
below the standard rent, the Audit Officer has to Sl].tisfy himself that 
the scale of accommodation. supplied does not exceed that which is 
appropriate to the status of the occupant. 

641. In some provinces the accounts of rents are not submitted to 
the Audit Office. In such cases the second and third checks are left to 
the Divisional Accountant, and a test check is exercised at the time of 
the annual inspection of the division. The first check is invariably con· 
ducted in the Audit Office. 

IV. GENERAL PRINCIPLES IN REGARD TO LARGE CoNSTRUCTION 

PROJECTS. 

642. Accounting principles.-The accounting rules set forth in the 
Public Works Account Code are not intended to cover the requirements 
of large construction projects. The form of the accounts, whether 
direct or profO'I"''n4, which are to be maintained forthese projects (other 
than Railways, for which separate rules exist) must be governed by four 
main considerations :-

(i) The form of the project estimate ; 
(ii) The requirements of the Engineer-in-charge to enable him to 

exercise adequate financial control during the construction 
period; 

(iii) The ultimate form of the Capital and Revenue Accounts to be 
maintained for the project after construction; and 

(iv) The form of the report which the Engineer-in-charge will desire 
to write after the completion of the project, describing the 
manner in which the work has been .undertaken and the cost 
of the main items of the work. 
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643. As regar& item (i), it may be theoretically possible to pre
pare project estimates in such a form that accounts maintained on the 
lines of the estimate would not only serve the purpose of item (ii) but 
would also be the basis on which items (iii) and {iv) would rest. It is 
however customary to prepare project estimates in a form which groups 
together under the head " general charges " all such indirect charges as 
Tools and Plant, establishment {other than that charged to works) 
interest, and all other miscellaneous charges, instead of allocating them 
in advance proportionately to the several units of the project. '"\nen 
writing his final report, however, the Engineer-in-charge will desire to 
show the real cost of the work under each of the more important units 
of that work. For the purpose of his report, the Engineer-in-charge 
may work on the basis of the sub-divisions of the work as they appear 
in the project estimate, or of the subsequent sub-divisions as determined 
by the allocation to revenue-producing units of the capital at charge of 
the work. In either case, such a report of real cost by units must neces
sitate a corresponding ultimate distribution of all the indirect charges 
mentioned above. 

644. It might be feasible to overcome the difficulty of allocating in 
advance most of the " general charges " between the several units. 
But there are peculiar problems in the way of framing in advance an 
estimate, the component items of which shall correspond with the sub
division of the completed work into revenue-producing units, of the 
allocation of charges connected with {a) Special Tools and Plant, and 
(b) Interest . 

. 645. Special Tools and Plant.-Where Special Tools and Plant are 
used, or any large labour-saving machinery, the question at once arises 
of the debit of a proportion of the capital cost to different units of the 
project. The capital cost of the Special Tools and Plant will ordinarily 
be debited in the first instance to a separate head, and the question of 
charging depreciation on such account raises difficult iss\les. It is in 
some cases held to be impossible to calculate the depreciation, and to 
determine the relative utility to individual items of work, with sufficient 
accuracy to justify an attempt to clear this separate head by debit to 
units of the work. On the other hand the Engineer may desire that the 
cost of Special Tools and Plant should be written off against the several 
works on which they are used, so that he may know the real cost of the 
works and also exercise proper control over expenditure. This cannot 
be done without the determination of suitable rates of depreciation on 
account of Tools and Plant and a reasonable estimate of their residual 
value on the completion of the work. These have to be fixed by the 
Executive in consultation with audit. 

646. In regard to the following matters the executive will consult 
audit, though the final decision rests with the former :-

(a) What items of plant are to be regarded as "ordinary" and 
what as " special". 
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(b) What items of plant are to be depreciated and distributed and 
what are to be charged finally to Special Tools and Plant. 
In the latter case the sale-proceeds will, of course, be credit· 
ed to the same head. 

(c) The life of the plant, the rate of depreciation and the residual 
value. 

(d) The method of charging off depreciation, whether on a time or 
on an output basis. 

647. Interest charges.-The interest charges on capital outlay are 
ordinarily met from General Revenues and adjusted periodically by debit 
to the accounts of the project.. In exceptional cases, when the size of 
a project necessitates a delay of many years before it can begin to be 
productive, special sanction may .be accorded for the adjustment of 
interest during the construction period by an increase of the loan capital 
at charge. In either case, the adjustment of interest as between the 
units of the project will follow the same lines as the adjustment of the 
capital at charge, for the purpose of determining the allocation as be
tween those units for the purposes of the Capital and Revenue Accounts. 

648 • .Audit.-A consideration of these general principles will make 
it clear that the initial accounts of such a project must follow the form 
of the project estimate, and that. audit must follow the same lines in 
order to ensure that financial control is being exercised by a comparison 
of expenditure with the relevant figures in the project estimate. 

649. At the same time it is essential that, as soon as possible after 
construction is started, a decision should be reached regarding items 
(iii) and (iv) mentioned in paragraph 642 above, namely :-

(a) the ultimate form of the Capital and Revenue Accounts which 
will have to be opened when the work has been constructed 
and comes into operation ; and 

(b) the form of the report which the Engineer-in-charge will desire 
to produce on the termination of his work. 

650. Accounting will have to be so ordered as to prepare the material 
in a suitable form for both these purposes. So far as the latter is con
cerned, this is essentially work done on behalf of the Executive and is 
therefore subject to the orders passed by the Executive. For the former 
the Auditor General has a definite responsibility. For the fulfilment of 
that responsibility, Audit must in this case also follow the form of the 
Accounts, to enable the Auditor General, on the completion of the 
project and the closing of the Accounts, to satisfy himself as to the 
correct allocation of the capital at charge as between the separate work· 
ing units. 
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CHAPTER 31. 

Stores and Stock Accounts. 

651. Resportsibilityj01 Audit in respect of StO'I'es and Stock A.ceottnts.~ 
The necessity for maintaining Accounts of Stores and Stock arises, as 
has been explained in Chapter 18, from the need for ensuring the safe 
custody and proper utilisation of articles held on charge for use in the 
public service. 

652. The Auditor General is hOt statutorily resFonsible for the audit 
of such accounts unless and until he is required by the Governor General 
in Council to undertake it under rule 12 of the Auditor General's Rules. 
This responsibility is discharged through the Indian Audit Department. 
r =-- ... 

653. Priced and Unpriced Accotmts.-Practically every department 
of Government has charge of articles purchased with public money 
These articles may be broadly divided into (i) unpriced and (ii) priced; 
and the responsibility of audit is as a general rule confined to the latter 
class.% 

654. Unpriced articles comprise those articles of stationery, furniture, 
office equipment, etc., which are required for the administrative purr01:es 
of an office. They are purchased in the first instance and stored in the 
office for use as occasion demands. The accounting procedure is simple, 
as only a numerical account is maintained of each class of article; and 
(save in the exceptional duty of verification of Furniture in the Resi
dences of High Officials) audit is not concerned in this IlUitter except as 
regards the initial charges, in regard to which the procedure has been 
explained in Chapter 29. 

655. \Vith few exceptions, all articles fall under the head " Priced 
Articles" which are required for the activities of a Department in cases 
in which they are either purchased or manufactured and their cost is 
charged to a ''Suspense Head" which in turn is relieved as articles are 
consumed. The accounting methods are Eomewhat complicated in view 
of the fact that they include two sets of accounts, namely (i) numeriral 
accounts, and (il) priced accounts; and these two sets of accounts are iB. 
many cases maintained by different persons. 

656. The general principles of audit of stores and stork accounts 
have been explained in Chapter 18. It remains now to explain the system 
of accounts maintained of the various clar.ses of stores and stock in respect 
of which the Auditor General is required to arrange for audit. In this 
.Manual it is only possible to deal with a few of them by way of illusrra· 
tion. The examples chosen for this purpose are :-

(I) Public Works Storeg, 
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(II) Stores and Stock Accounts of State Railways. 
(III) Stores and Stock Accounts of the Telegraph Branch of the 

Indian Posts and Telegraphs Department. 
A brief account is also given of the working of the Indian Stores 

Department which serves these three and numerous other departments 
of Government. 

(I) PUllLIC wORKS STORES. 

657. Administration and Oontrol.-The general administration of all 
the stores of a Public Works Division, under the headings, stock, tools 
and plant, and road metal, is vested in the Divisional Officer, on whom 
primarily devolves the duty of arranging, in accordance with the rules 
of the Government concerned, for (i) the acquisition of stores, (ii) their 
custody and distribution according to the :requirements of works, and 
(iii) their disposal. 

658. The accounts of these stores are based on the fundamental 
principle that the cost of their acquisition should be debited direct to the 
final head of account concerned or the particular work for which they 
are required, if either of these can be determined at once ; otherwise, 
it is kept in a suspense account pending clearance, as the materials are 
actually issued, by charge to specific heads of account or works. 

659. Maintenance of stock.-The stock of a division is sometimes 
kept in a single godown or yard m the charge of a storekeeper, or each 
Sub-divisional Officer may have a separate stock in his charge, either 
at his headquarters, or scattered over the sub-division in the direct 
custody of subordinates or other sectional officers. Again, the stock, 
although scattered over the entire division, may be in the general charge 
i>f a single officer, and the Sub-divisional Officers may merely indent 
upon him, he keeping all the acco1mts. 

660. Stores Accounts maintained by the Executive.-Briefl.y the follow
ing is the account procedure followed by Sub-divisional Officers who 
hold charges of stock. The Divisional Officer follows a similar procedure 
in regard to stock in his own charge. 

661. Two registers of stock are maintained, one for receipts and 
another for issues, in which the transactions are posted as they occur. 
The receipt and issue transactions are then abstracted monthly in the 
~· Abstract of Stock Receipts " and " Abstract of Stock Issues," showing 
the sources from which the articles are received and the account head 
or work to which the issues are to be charged. These are then submitted 
to the Divisional Officer, the entries being first posted in the Half Yearly 
Balance Return, which is closed as soon as the entries of the last month 
of the half year have been made. These Registers and Returns represent 
only quantity accounts, the value accounts being ordinarily maintained 
.of the Divisional Office. 



203 

CHAP. 31.]J STORES L"<D STOCK ACCO"C~TS. (652-665 

662. These abstracts of receipts and issues are completed in th~ 
Divisional Office by valuing the quantities and incorporating adjust
ments on account of manufacture operatioruJ and incidental charges, 
such as those for carriage, loading and unloading of stock materials. 

663. Half-Yearly Register of Stock.-The monthly transactions of 
stock of the Sub-divisions as brought out in the monthly abstracts of 
receipts and issues, together with those of the Divisional Office, if any, 
are then posted in the Hall-Yearly Register of Stock. This register 
is divided into three parts. In the first part are posted the quantities 
and the aggregate values of the total receipts and issues for each sub
head. The closing balances of the aggregate values of sub-heads are 
struck at the end of each hall year. Their reconciliation with the 
accounts is effected t~ough Part (II) of the register. Part (Ill) of the 
register is used for the review by the Divisional Accountant on the state 
of affairs of the stock accounts and for th~ orders of the Divisional 
Officer. · 

664. Pricing of A.rticles.-All articles of stock are priced at the time 
of their acquisition, and a rate fixed at which they are to be issued. In 
fixing the issue rate the following factors are taken into account, subject 
to the proviso that the price should not exceed the market rate :-

( i) the original price paid ; 

(ii) the cost of carriage, etc. ; 

(bii) the expenditure on work-charged establishment employed 
on handling and keeping the initial accounts ; 

('iv) the expenditure on the custody of stock ; 

(v) the expenditure on th~ maintenance of the store godown or 
yards; and 

(vi) losses from depreciation or wastage. 

The intention is that the issue rate shall be such that thera is no 
ultimate profit or loss in the stock account. At the time of closing the 
Half-Yearly Register of Stock the Divisional Officer takes opportunity 
to revise the issue rate of the articles of stock on the basis of the rates 
prevailing in the market, and this necessitates the adjustment of the 
difference in the values of stock as worked out at the existing issue rate 
and the issue rate fixed for the future. 

665. Stock r erification.-ln order to ensure that the stock consists 
of efti0ient and necessary articles, and that the quantity balances as 
shown in the accounts are correct, the articles are verified periodically, 
and 3DY discrepancies are brought to the notice of the Divisional Officer. 
Neces,;;ary adjustments are made on receipt of the orders of the compet~nt 
authority. 
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666. Accounts of Tools and Plant and Road Metal.-The accounts of 
Tools and Plant and of Road metal are comparatively simple as only 
numerical accounts are maintained, their value being charged to the 
final heads of accounts or works immediately after their acquisition. 
In respect of Tools and Plant, the Sub-divisional Officer in charge of the 
articles maintains two accounts for recording the receipts and issues 
r('spectively of these articles. The transactions appearing in these 
accounts are consolidated monthly in a yearly Register of Tools and 

\ Plant. At the same time the Divisional Officer maintains a register of 
Tools and Plant for each sub-division, which is posted from the monthly 
returns received from the sub-divisions. Annually a reconciliation is 
effecte~ of the closing balance in respect of each kind of article as worked 
out in these two registers. 

667. In respect of road metal, the Sub-divisional Officer maintains 
a quantity account of receipts, issues and balances. A copy of the 
account is submitted monthly to the Divisional Officer. 

668. Audit.-The Divisional Officer submits monthly to the Audit 
Office an account of the Stores transactions of the month. The audit 
of these stores accounts consists mainly in seeing:-

(i) that the accounts of receipts of stores, ·whether purchased or 
otherwise acquired, and of their issues and balances, are 
correctly maintained ; 

(ii) that the ·articles are periodically counted and"~~:otherwise 
examined to verify the accuracy of the quantity balances 
in the books ; 

(iii) that steps are taken to dispose of unserviceable and surplus 
stores; and 

(iv) that the system of stores verification adopted by the executive 
authorities is adequate and prop~r. 

669. The detailed check in respect of (i) is left to the Divisional 
Accountant. The accounts of materials borne ·on stock are scrutinised 
further to see :-

(a) that the balance in hand does not exceed the maximum limit 
prescribed by Government and is not in exces(ofjequire· 
ments for a reasonable period; 

(b) that the materials are priced with reasonable accuracy, and that. 
the current issue rates are reviewed from time to time, and 
revised when necessary so as to keep them within the market 
rates; and 

(c) that actinn has been taken for the adjustment of profits and 
losses due to revaluation, stock-taking, or other causes, and 
that these are not indicative of any serious disregard of rule. 
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670. The Registers of Stock and Tools and Plant are audited in the 
audit office unless the Local Government prescribes otherwise. In the 
latter case the detailed check is left to the Divisional Accountant and 
test checks are applied at the time of annual inspection. The scrutiny 
of the accounts of road metal is entrusted to the Divisional Accotmtant, 
and is similarly test checked at inspections. 

{II) STORES AND STOCK AccOUNTS oF THE SrATE RAILWAY3. 

6'il. Administration and control.-The administration and control 
(){ the stores of a Railway are conducted by the Stores department of the 
Railway, under the supervision of a Controller of Stores. On him 
devolves the duty of ascertaining the needs of the Railway in the matter 
of materials and stores, and o.f arranging for procuring them in the most 
efficient, economical and expeditious manner possible. He is responsible 
for their receipt, examination and distribution to the various depots, 
for their custody while in charge of the Stores Department, and finally 
for their issue on requisitions received from authorised officials. Each 
depot is in charge of a store-keeper who is assisted by ward-keepers in 
charge of each ward or section of the store depot. 

672. The Stores department is not required to keep any general 
accounts of the stores transactions of the Railway. Its duties in this 
respect are limited to the maintenance of numerical records of stores 
in stock and to the preparation of the initial documents of receipt a11d 
issue. 

673. Supply of Stores.-Articles of stock are procured either (i) by 
purchases in India, (ii) by manufacture in the Railway Workshops, or 
(iii) by indent on the Stores Branch of the office of the High Commis· 
sioner for India. 

674. Indian Purchases.-As regards the purchase of Stores in India, 
special rules have been framed by the Railway Board regulating the 
class of articles whose supply must be arranged through the agency 
of the Indian Stores Department. Otherwise an Agent may arrange, 
by advertising for tenders, for the supply of stores required for the use of 
the Railway. 

675 • .lllanufacture.-Certain classes of materials required for the lll!e 
of a Railway, as for example, castings, duplicates, signal fittings, etc.; 
are manufactured in the Railway Workshops and brought on to stock. 

676. Engli$h Purchases.-Articles of European manufacture are 
obtained on indent on the Stores Branch of the office of the High Com
missioner for India. 

677. Funds for Stores purchases.-It must be remembered that all 
Railway Stores are in the first instance brought on the Capital Account 
.of the Railway, so that, if indents are submitted for stores for revenue 
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purposes, funds for them should be provided from capital in the first 
instance. 

678. Issue of Stores.-When Stores are supplied by the Store depots 
on indents, an issue note is prepared showing full particulars of the Stores 
supplied, the officer served, etc., and is receipted by the officer supplied. 

679. Numerical Account in the Store Depot.-The transactions of 
receipt and issue are posted, as they take place, in a numerical record 
called the "Card Ledger." A separate card is maintained for each 
class of stores. The receipts are posted from the Purchase Orders. 
Advices of despatch of English Stores, etc., while issues are posted from 
the issue notes. 

680. Stores T·ransaction Returns to the· Chief Accounts Office.-At the 
end of each day's work, a memorandum is prepared of the day's transac
tions and is submitted with the supporting documents to the Stores. 
Accounting Section of the Chief Accounts Office. 

681. Revenue Maintenance Material.-For the purpose of ordinary 
maintenance, each Permanent Way Inspector is provided with an imprest 
of materials, the amount and nature of which is fixed by the Chief 
Engineer. 

682. District Sub-Depots.-The aggregate of the Imprests in each 
District forms the District balance of materials, for which the District 
Engineer must account. Further, where local conditions, such as distance 
from a regular stores depot, render it desirable, a sub-depot may 
be established at the headquarters of the District, where a limited supply 
of materials is kept, sufficient to carry on normal maintenance and to. 
make recoupments of the District Permanent Way Inspectors' Imprests. 
The balance in these sub-depots forms part of the District balance of 
materials. 

683. The District Engineer arranges that a certain number of items 
are verified by actual count each month, so that the whole District stock 
is verified at least once every six months. 

684. District Material Account.-The Divisional Engineer consoli
dates these imprest accounts and sub-depot accounts in an abstract 
and submits to the Stores Section of the Chief Accounts Office a monthly 
District Balance Return of Permanent-way Materials. Separate returns 
are sent for new and second-hand materials. Separate numerical 
accounts are maintained in respect of materialS obtained from the Store 
Depots for specific work. 

685. Unserviceable Stores.-After Stores become unserviceable owing 
to depreciation, or are of obsolete pattern, or become surplus, they are 
not allowed to remain long in stock. They are, if possible, adapted to 
present requirements ; but, when such action is not practicable, a special 
report of all such stores is made by the Controller of Stores to the Agent,. 
whose orders are taken as to the most economical way of disposing oi 
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them. An Account of such of the surplus stores as the Agent considers 
to be of sufficient importance is kept in a surplus stores list, and such 
Stores are retained for not longer than two years, before the end of which 
period they are either sold by auction or scrapped. All other unservice
able articles are either sold by auction or scrapped as soon as possible 
.after the Agent passes orders. 

686. Duties of the Chief Accounts Ojfice.-It has been explained in 
paragraph 672 above that the responsibility of the departmental authori~ 
ties in regard to the Stores Accounts is limited tQ the maintenance of 
numerical records of stores in stock and the preparation of the initial 
documents of receipts and issues. All other accounts work in connec~ 
tion with the stores transactions, as for example, their valuation, alloca~ 
tion of expenditure to works, etc., is carried out in the Chief Accounts 
·Office. 

687. The work is done in a separate section called the Stores Accounts 
Section, which is located at or near the general stores magazine and the 
<>ffice of the Controller of Stores. This section is responsible :-

(i) for the maintenance of priced stores ledgers; 

(ii) for the scrutiny and payment of all bills for purchases of stores; 

(iii) for the regular periodical reconciliation of figures in the dif!erent 
connected sets of books ; and , 

(iv) for the maintenance of a regular and effective system of stock 
verification and proper investigation of all discrepancies 
which it brings to light. 

688. Pricing of Articles.-The receipts into stores are priced from the 
bills or invoices, while the issues from stores are priced from the published 
price lists of the Stores Department. The price entered in the lists for 
any article is always based on the average price of that article as shown 
on the receipt side of the priced ledger. But that average price-other~ 
wise called the Book Rate-will vary with every fluctuation in purchaee 
price ; and, as it is impossible to revise the published price list accordll::g 
to every fluctuation of the Book Rate, a revision is made whenever the 
variation in price is serious. 

689. Stores Priced Ledgers.-The Stores Accounts Section maintains 
Priced Ledgers in which a separate account is opened for each it€m of 
~tores for which a separate c.ard ledger is kept in the depots. The postings 
ln the ledgers are made daily,-(a) as regards receipts,-from the Local 
Purchase Order Forms, the English Distribution Stat€ments, the 
Advice Notes of Returned Stores, and from Issue Notes for transfers 
between depots and receipts from workshops, and,-( b) as regards 
issues,-from the Abstracts of Issue Notes. The ledgers are balanced 
after each day's new postings as regards quantities, and as frequently 
.as is considered necessary by the local authorities in re~pect of 
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values. The balancing at the end of each month' is completed as
regards quantities, rates and values. 

690. Reconciliation between Card Ledger and Priced Ledgers.-It has
been explained that the Chief Accounts Officer maintains priced ledgers
in respect of all the Stores of the Railway. It is, therefore, necessary 
to secure a complete reconciliation of the balance in stock as shown in 
the card ledgers with that shown in the priced ledgers maintained by 
the Chief Accounts Office. How this is done is explained below. 

691. As each card ledger for an item of stores is filled up, the Depot 
Storekeeper, or the Ward-keeper in charge of each section of the depot,. 
counts the balance of the items in stock and records the actual balance 
as the last entry on the card, for example " balance by actual count 
475." Any excess is brought on as a receipt and any deficiency entered 
as an issue. A new card ledger is then opened for the item of stores. 
and the balance by actual count is brought forward. The completed 
card ledger is then sent to the Stores Accounting Section of the Chief 
Accounts Office for reconciliation with the priced ledgers. In the case 
of articles of stock where the transactions are few, and long intervals. 
elapse between the completion of each card, the verification by actual 
count. is done at such intervals as the Controller of Stores considers 
o.dvisaol~. In such cases the result of the verification of the balance 
is recorded on the card ledger which is sent to the Accounts office for 
verification. 

692. Stock Verijication.-Each class of stores in the custody of the 
Stores Department is verified once a year by a staff of stores verifiers. 
who are under the administrative control of the Chief Accounts Officer. 
This verification is independent of and in addition to the periodical 
counts made by Ward-keepers. These stock verifiers also verify, at 
intervals of not more than two years, all Engineering materials with 
Permanent-way Inspectors and District Engineers, and, at intervals 
of three years, the Tools and Plant of all departments of the Railway. 

693 • .Audit of StMes Account.-It is the function of statutory audit, 
which is of the nature of supervisory audit as explained in Chapter 
32, to see:-

(i) that the acquisition of stores has been effected in the most 
economical way and in accordance with orders ; 

(ii) that the quantity accounts of receipt, issues and balances of 
articles work up to and agree with those shown in the Priced 
Ledgers; 

(iii) that the value accounts are correct, and that the allocation 
of debits to the various heads of account for the cost of store& 
issued is correct ; and 
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(iv) that the internal system ol checking the stores and the Store 
Accounts is satisfactory. 

694. Audit ha.s specially to see that the balances in the accounts 
represent all stores in hand, whether in the custody of the Stores Depart
ment or of other departments, and that stores are not unnecessarily 
charged off to works with the object of reducing the stores balances. 
Not only may such charging off of stores to works present an inaccu
rate picture of the stores transactions of the Railway, but also, in the 
case of a Company-managed Railway, such action may affect the surplus 
profits due to the Company, and, in the case of a State-managed Railway, 
it may affect the contribution to the depreciation fund, and thereby 
the contribution to the general revenues under the convention for the 
separation of Railway from General Finance. 

(III) STORES AND STOCK AcCOUNTS OF THE TELEGRAPH BRANCH OF THE. 

INDIAN PosTs AND TELEGRAPHS DEPARTMENT. 

695. Administration and control.-The purchase of the stores of the 
Telegraph Branch of the . Indian Posts and Telegraphs Department, 
and their custody prior to their issue for consumption, is entrusted to 
the Stores Branch, supervised by the Controller of Telegraph Stores, 
who works under the direct administrative control of the Chief En
gineer, Telegraphs. 

696. The Department has a head depot at Alipore, two branch depots. 
at Bombay and Karachi, and sub-depots at other places. These depots 
work independently as regards stores accounts, and submit direct to the 
AuJit Office their vouchers and returns relating to transactions in stores. 

697. Accounts.-The Controller of Telegraph Stores is responsible 
that proper accounts are maintained in respect of transactions of receipt 
and issue of stores, and that the prescribed returns are submitted to the 
Audit Office. 

698. As in the case of the Railway Stores, the executive officers in 
charge of Telegraph Stores maintain numerical accounts of the stores 
in their custody, while the value accounts are kept in the Audit Office. 
It must be borne in mind that .whereas, in the case of Railway Stores 
the Accounts Office is separate from the Audit Office, in the case of Post~ 
and Telegraphs the Audit Office is responsible for accounting duties 
also. The numerical accounts maintained by the executive officers 
consist of a. series of stock cards, one being maintained for each descrip
tion of stores. Each receipt or issue of stores is supported by a voucher 
of receipt or issue in the _Proper form. These transactions are then posted. 
and the balance struck m the stock cards. The vouchers relating to the 
st<>re transactions of each day are submitted to the Audit Office on the
second following day. 
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699. "Pricing of Articles.-The issue rates, that is to say the rates 
at which articles of stock are issued to works, are revised from time to 
time, on the initiative of the Stores Accounting Branch of the Audit 
Office, as may be necessitated by important fluctuations of the Market 
rate, and are notified by the Controller of Telegraph Stores. 

700. When a revised rate comes into force the Stores Branch of the 
.Audit Office revises the rate of the articles as entered in its books, and 
makes a book adjustment for the difference. 

701. Stores and Stock with the Divisional Engineers.-The Divisional 
Engineers and Sub-Divisional Officers also maintain stores constituting 
Maintenance Stock, and stores obtained for use on, and released from, 
works. 

702. Except for such stores as may be purchased locally, all stores 
.are obtained from the Controller of Telegraph Stores, and their value 
is charged off direct to the works or services concerned by the Stores 
Branch of the Audit Office. Consequently, the value of stores in the 
:Division does not appear in any initial accounts of the Division except 
-when they are purchased locally. 

703. The Divisional Engineers maintain numerical accounts of the 
:receipts, issues and balances of all stores forming part of the Maintenance 
.Stock, and of stores obtained for the execution of works. 

704. Unserviceable Stores.-Unserviceable and obsolete stores consist 
-of (i) those released from works or offices, etc., and (ii) those which 
become unserviceable while in stock in Store Depots. The bulk of the 
former are sold locally by the officers in charge of works, and the accounts 
-of such sales form part of and are audited with the accounts of works. 
A few kinds of line material and all Apparatus and Plant are, however, 
:returned to Store Depots for disposal. A Scrapping Committee is set 
up to deal with unserviceable or obsolete (i) instruments received from 
Divisions, and (ii) line material, or apparatus and Plant, borne on stock. 
{)n the recommendations of the Scrapping Committee the articles are 
-either sold by auction or sent to the workshop as scrap. 

705. Audit.-A Branch of the Audit Office has been established in 
the Alipore Store-yard to deal with the accounts, initial and final, of the 
.Store Depots. The functions of the Audit Officer in charge of this store
yard are three-fold. 

706. It has already been explained how, in his capacity as Accounting 
{)fficer, he values the receipts, issues, and balances and maintains valued 
.accounts corresponding with the numerical accounts maintained in the 
.Store Depots, and links up and proves these valued accounts with the 
financial accounts of the money spent in the acquisition of stores, and 
.of the value of stores consumed in the works constructed and services 
..rendered by the Department. 
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707. Secondly, he acts as the £nancial adviser to the Controller of 
Telegraph Stores in all matter of Stores accounts and general finance. 

708. Finally, as an independent auditor, he is responsible through th& 
Accountant General, Posts and Telegraphs, to the Auditor General, for 
the due discharge of the statutory responsibilities of that authority 
in the matter of the audit of expenditure and of stores accounts,-that 
all stores transactions that are reported to him through the various 
accounts and vouchers are subjected to a vigorous and searching scrutiny 
to ascertain whether all rules and orders of superior authority in the 
incurring of expenditure, realisation of receipts, and in respect of receipt,. 
custody and issue of stores, are fully observed. 

709. Stock-taking and stock verification.-In order to secure efficiency 
in store-keeping, a continuous or progressive stock-taking is carried out 
by officers in charge of stores in such a manner that all stores are com
pletely verified in the course of the year. The stock held in the Store 
Depots is also verified once a year by a stock-verifier working under the 
orders of the Audit Office. 

710. Discrepancies noticed in the course of stock-taking are reported 
to the authorities concerned and their orders obtained for the adjust
ment or write-off of the value of the excess or deficiency in stock. 

THE INDL4.N STORES DEPARTMENT. 

711. Activities of the Indian Stores Department.:_It has been ex
plained in the foregoing paragraphs how the acoounts of stock are main
tained in certain Government Departments and how they undergo audit 
scrutiny. These and other departments consume a considerable quantity 
of stores ; and, in order to procure these stores in the most economical 
way, a technical department called the Indian Stores Department has. 
been established in India. A similar department is also established in 
London under the High Commissioner for India. 

712. The Indian Stores Department effects purchases for all Depart
ments under the Central Government, and for Minor Local Governments. 
Provincial Governments may also utilise the services of this Depart
ment to purchase the stores which they require. 

713. The department also purchases stores on behalf of the Indian 
States and Public Bodies on the condition that the cost of the stores 
(in.cluding the departmental charges) is deposited with the Government 
in the first instance. 

714 .. The function of the purchasing branches is to receive indents 
and to arrange for compliance with them by placing contracts with 
supplying firms. Orders are placed in accordance with the " Rules. 
for the supply of articles required to be purchased for the Public Ser
vice." 
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715. The Indian Stores Department holds no stock of stores of any 
Kind. On receipt of an indent, supply is arranged in one of two ways
-either by placing a separate order for the stores demanded, or by com
.bining the demand with others for compliance under a " running " or 
" rate " contract. 

716. There are also Provincial Purchase Officers located at Calcutta, 
Bombay, and Karachi. These Officers receive indents up to certain 
·monetary limits direct from indentors, and comply with them from 
-sources within their local areas. 

717. The effect of the purchase of stores for the various departments 
of Government by this department may be broadly summarised as 
follows:-

. (i) They are procured in the most economical way. 

(ii) The locking-up of capital in stock is minimised. 

(iii) The wastage of articles, which would otherwise be consider
able, is much reduced. 

718. The .Audit Officer, Indian St&res Department.-Payment for 
-stores obtained through the Indian Stores Department is made by the 
Audit Officer, Indian Stores Department, Delhi, who is both Accounting 
Officer and Auditor of the Department. Indenting Officers may not 
make payment direct to the suppliers ; but the Audit Officer informs 
the consignee of the payments made for the stores purchased on his 
-behalf, so that the latter may take ·cognizance- of the liabilities for the 
·purpose of exercising financial control against provision of funds. 

719 . .Adjustment of .Acc&Unts.-In his capacity as Accounting Officer, 
the Audit Officer, Indian Stores Department, raises debits for the cost 
-0f stores purchased through the Indian Stores Department by Govern
ment officers (and also for the departmental charges which are levied 
·by the Indian Stores Department for purchase and inspection conducted 
on behalf of Provincial Governments or for Army and Commercial depart
ments} against the Accounts Officer of the consignee in the account of 
i:he month in which the suppliers' bills are paid, and he sends to the 
Accounts Officer concerned, at the beginning of the second month after 
that to which the transactions pertain, exchange accounts showing all 
such transactions. The Accounts Officer accepts the debit against the 
.account of the indenting officer and notifies the latter that he has done so. 

720 . .A.udit.-The payments mentioned in paragraph 718 above are 
made by cheques after the bills have been pre-audited. The ordinary 
-principles governing the audit of expen~ture (C~apters_13 to ~ 7) above 
. -are applicable to these payments, special. attent10n bemg pa1d to the 
audit of sanctions (Chapter 14) the scrutmy of contracts (see para
graphs 620 to 622), certificates of inspection, and certificates from the 
.consigneea for their acceptance of stores. 
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CHAPTER 32. 

Accounting and Audit of Railway Reeeipts and Expenditure. 

I.-GENERAL ORGANISATION. 

721. Railways-A Central Subject.-Under the Reforms of 1919, 
Railways in India were classified as a central subject. As an exception 
to this, certain light and feeder Railways and extra municipal tramways, 
(as detailed in item 6 (d) of Part II of Schedule I to the Devolution 
Rules), administered by Provincial Governments, were classified as 
Provincial subjects. This Chapter deals with those Railways only which 
fall under the head "Central subjects". 

722. Of the Railways in India owned by the State, some are worked 
by Government and some by Companies. Under both systems of work· 
ing, the Government of India have a financial interest in the results. 
In its Railway system, the Government of India possesses an extremely 
valuable property, which earns a large but variable net profit on the 
considerable Capital invested in it. This annual net profit forms part 
of the general revenues of India ; but, as will be explained, a convention 
has been established under which Railway revenues contribute annually 
an amount (fixed by a formula) to General Revenues, the balance being 
taken to the Railway Reserve Fund. 

723. Railway Finance.-This convention, which was approved by the 
Secretary of State, and accepted by the Legislative Assembly, is tanta
mount to a separation, with effect from the accounts for 1924-25, of the 
finances of the Indian Railways from the general finances of the Govern
ment of India. The most notable features of this separation were, firstly, 
the fixation of a definite annual contribution from Railways to general 
revennes, calculated with reference to the capital at charge of the Rail· 
way system and the profits earned by it; and, secondly, the establish· 
ment of Reserve and Depredation Funds for Railways. This departure 
was accompanied by considerable changes in the accounting system. 
1'hree of the most important of these were as follows. (i) The head 
Working Expenses was debited, in respect of renewals and replacements, 
with the am~unt transferred to the Depreciation Fund during the year, 
instead of w1th the actual cost of renewals effected. (ii) At the same 
time, an important change was made in the allocation between revenue 
and capital of the cost of replacing assets. Under the arrangement 
previously in force, Capital had contributed that share only of the cost 
of replacement which represented an actual improvement in the effective- · 
ness of the asset, the balance being a charge against revenue. The new 
arrangement allows the debit to Capital of the full amount by which 
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the replacement cost exceeds the original cost of the asset whether or 
not improvement is effected.* (iii) The third radical change affected 
the head Interest. The price of certain Railways purchased by 
Government is in process of repayment by means of annuities, which 
naturally include elements both of principal and of interest. The whole 
of these annuities had previously been debited to revenue under the 
head interest ; but, with effect from the year of separation, the element 
of principal was taken as a charge against general balances and not against 
Railway revenues. 

724. Financial control.-.At the time when the separation of Railway 
Finance was under discussion, the question was raised whether such 
separation would have the effect of weakening the control of the Finance 
Department (Ordinary Branch). The answer to this lay in the fact 
that the Financial Commissioner, Railways, in his capacity as Financial 
.Adviser, is the representative of and subordinate to the Finance Depart
ment. Nevertheless, the difficulty still remained that his control was 
to a large extent hampered by the fact that the .Accounting Officers on 
the Railways were in no sense subordinate to him. Thus there arose 
on the Railway side a problem similar to that which, in its relation to 
Civil· .Accounts, has been discussed in Chapter 4 ; and an experiment 
was therefore made of the separation of Railway .Accounts from .Audit, 
on the lines explained in the following paragraphs. 

725. Separation of Accounts from Audit.-In 1925, the Legislative 
.Assembly passed a resolution containing recommendations to the effect 

·that:-
(a) "The .Auditor General in India shall be responsible for audit 

alone. He should no longer be required to maintain the 
accounts of Railways or to control their accounts staff. Such 
control should pass, not to the Railway Board as such, but 
to the Financial Commissioner of Railways. On each Rail
way system the accounting staff will be under the orders 
of the Financial Commissioner of Railways for the purpose 
of appointments, promotions, transfers, etc., reporting 
however, to the Financial Commissioner any differences 
that may arise from time to time between himself and the 
Ageht. Such differences shall in due course be made avail
able for inspection by the Standing Finance Committee for 
Railways. 

(b) "The accounts staff under the Financial Commissioner of 
Railways shall perform duties practically identical with 
those hitherto undertaken on State-managed Railways by 
the accounts and audit staff under the Auditor General. 
Where the latter exercised an audit properly so called, the 

•Nou.-This cha!lge applies only to State.managed Railways, and not to Company
managed Railways. 
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new agency will conduct an internal check ; but the nature 
and extent of the scrutiny will be approximately the same in 
both cases. 

(c) "The Auditor General shall, in oder h enable him to fulfil his 
statutory responsibilities, be provided with a sufficient staff 
to make a satisfactory audit of the work of the Account 
Offices." 

726. The system was introduced as an experimental measure on the 
East Indian Railway with effect from the 1st December 1925. 

727. The results of the experiment proved to be satisfactory, and the 
Government of India sanctioned, with the approval of the Secretary 
()£ State for India in Council, the continuance of this system as a perma
ment measure. The system was by degrees extended to other State 
Railways. 

728. The Financial Commissioner, Railways, in his capacity as the 
representative of the Finance Department, took over the responsibility 
for the compilation of all the accounts for the Indian Railways from the 
Auditor General with effect from the 1st April1929. From this date 
.a headquarters accounts establishment under the Financial Commis-
~:~ioner was created. · · 

729. This separation secured, firstly an internal check-the primary 
function being to assist the executive-and seC()ndly an external test 
-check, called Statutory Audit, eonducted primarily on behalf of the 
Secretary of State in Council, and secondarily to aid the Executive in 
their financial control and to assist the legislature. 

730. System prior to separation of Accounts from Audit.-Before 
-effect was given to this separation of Accounts from Audit, the account
ing and audit of receipts and expenditure of Railways owned and worked 
by Government was perfo:med by the Indian Audit Department. In 
all acco:mt and audit matters relating to Railways, the Accountant
General, Railways, was immediately subordinate to the Auditor General 
and was responsible to him for their efficient disposal. 

731 •. Subor~te to the A.ccomtant-GeneraL Railways, were (a) 
the Ch1ef Audito:s of Open Lmes of State-wo:::ked Railways, (b) the 
Audit Officers of State Railways under construction or survey by State 
_-\gency, and (c) the Government Examiners of Railways Accounts. 

732. The Chief Auditors o! tho:>e State Railwavs which were worked 
by Companies, tho1gh no; directly subordinat~ to the Accountant
Genera~ Railways, were responsible for canying oi.lt all instructions 
i~>Sued by him, and for preparing and submitting all accounts and re
turns required by him. The function of the Go;·ernment Examiners 
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of Railway Accounts, mentioned in the last paragraph, was to exercise 
a supervisory audit in the form of a test-check of the audit work carried 
out by the Chief Auditors of the Company-worked Railways. 

733. Statutory Audit after the Separation.-As a result of the separa- . 
tion, the Auditor General is no longer responsible for the compilation 
of the Railway Accounts ; but he incorporates in the Finance and Re
venue Accounts of the Government of India the compiled accounts of 
Railways prepared by the Railway Accounts Department in such form 
as he may prescribe. His responsibility for the audit of the accounts 
of Railways is briefly as follows:-

(i) It extends, in respect of expenditure transactions, to all ex· 
penditure incurred in India ; 

(ii) In respect of receipts, it includes receipts of State Railways, 
whether under construction or open to traffic, and whether 
under the direct administration of the State or of the Agency 
of a Company, including receipts relating to accounts of 
manufacture. It includes also the receipts of Company
owned Railways to the extent covered by the terms of their 
contracts or agreements ; and 

(iii) It includes stores and stock accounts, to the extent explained 
in Chapter 31. 

734. The Auditor-General also scrutinises, on behalf of the Legisla
th·e Assembly and the Finance Department of the Government of 
India, the correctness of the Railway contrihution credited annually 
to General Revenues tinder the convention for the Separation of Rail
way from General Finances mentioned in paragraph 723. 

735. It may be mentioned that, so far as Railway Accounts are con
cerned, Audit has no power of surcharge or disallowance, but is bound 
to bring to the notice of the Account Officer concerned all payments. 
which are irregular or inadmissible. It is for the latter to initiate action. 
in order to regularise the expenditure or to effect retrenchment. 

736. The audit work which is summarised above is now entrusted' 
to the Director of Railway Audit, who is, in addition, responsible for 
the preparation of the Report on the Appropriation Accounts ()f 
the Railways compiled by the Railway Accounts Department. He also
supervises the staff of the Audit Offices subordinate to him and the 
work performed in those offices. 

737. This Statutory Audit is a supervisory Audit, the main object· 
being to ensure that the system of accounts used by the internal check 
authority of Btate-rnanaged Railways, and by the auditors of the Com• 
pany-managed Railways, is correct, that the method of check applied 
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at every stage of the accounts is sufficient, that the accounts are main· 
tained and the checks applied with due accuracy, and that arrange~ 
mehts exist in the Accounts Offices to ensure attention to the financial 
interests of the Railways on the part of all concerned. This object 
is secured by a percentage check to be applied to the vouchers and con~ 
nected accounts records of the Accounts Office and by inspection on 
the spot of initial records and documents in the offices in which the 
transactions originate. . ~ 

738. For the efficient conduct of Statutory Audit, the Audit Officer 
must acquire a detailed knowledge of the working of the whole financial 
system of Railways, and in particular of the Accounts work and of the 
methods of internal check as applied by the Accounts Officers. This 
knowledge can only be gained by personal experience of the work; 

, but certain of the main principles of Railway Accounting are sum· 
ma.rised in this Chapter in order to indicate briefly the main features 
towards which the attention of a Statutory Auditor should be directed. 

'(39. Financial and Audit Control.-All receipts and expenditure of 
Hailways owned by Government, whether State-managed or Company
managed, form part of the revenue and expenditure of the Government 
of India, and are subject to the same principles of financial and audit 
control as other revenues and ~xpenditure of the Central Government. 

H.-ACCOUNTING AND INTERNAL CHECK. 

740. Ma·in ditisions.-The following paragraphs explain briefly the 
gener-al principles under which the accounting and internal check in 
regard to-

(A) Capital Expenditure; 
(B) Revenue Expenditure ; and 
(C) Receipts; 

are conducted by the Accounts Department in Railways owned and 
worked by Government. 

A.-ExPE:r..TDITURE os CoNSTRUCTION OF NEw RAILWAYs. 

741. Provision of Funds for Capital expenditure.-The main sources 
from whieh funds are provided for capital expenditure on Railways 
are:-

(a) Loans from current surplus general revenues or cash balances 
accruing from previous surpluses ; 

(b) Amounts borrowed in the open market ; and 
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(c) Debenture loans raised, with the approval of the Secretary of 
State, by Companies managing State Railways. 

742. Programme of Capital Expenditure.-The following procedure is 
followed in determining the programme of capital expenditure on Rail· 
ways. The entire amount required for Railway construction expendi
ture in any year, whether on State or Company worked lines, is set out 
in an annual estimate the limits of which are determined on the one 
hand b,r the funds which can be made available from the sources men
tioned in the preceding paragraph, and on the other by the capacity 
of the Railways to spend the money profitably and economically within 
the year. Some time before the preparation of the budget for the next 
official year, a careful .forecast is made of the probable requirements: 
under these three heads; and tb.e amounts which it is necessary to bor
row in England and in India, respectively, are then settled in corres
pondence between the Government of India and the Secretary of State. 
The amount for which the programme is to he prepared being decided. 
the apportionment of this amount between the several Railways, whether 
State or Company worked, and irrespective of the sources from which. 
the funds are to be provided, is then settled by the Railway Depart• 
ment on estimates in which the Railway Administrations intimate their 
requirements for the ensuing year. The programme of capital expen
diture is actually prepared on 8 . three-year basis, but the provision 
required for each year of the triennium is considered separately in fixing 
the programme of the year. 

743. All proposals for expenditure on the construction of new Rail· 
ways are submitted for the sanction of competent authority supported' 
by estimates; and ordinarily sanction is not accorded till such estimates 
are received and considered. 

744. Cheek against constructi<in estimate.-The construction estimate
for 8 new Railway, after it has received the sanction of Government,. 
becomes the authority for the Chief Accounts Officer to pass expendi
ture on the project up to the amounts sanctioned under the several 
heads and sub-heads of the estimate, and it is his duty to bring to the 
notice of the Engineer-in-Chief, or other administrative officer in charge 
of the work, the fact that the provision under any head or sub-head is 
being or is likely to be exceeded immediately this becomes apparent. 
For this purpose he keeps a register in which is recorded from month 
to month the expenditure actually incurred against the sanctioned pro
vision under each head and sub-head. 

745. The Engineer-in·Chief has power, subject to certain limitations~ 
to transfer anticipated savings under certain heads to meet probable 
excesses under others. If any excesses occur which cannot be regularised 
by the Engineer-in-Chief, or if the Engineer-in-Chief is satisfied that 
there is reasonable probability of such excesses occurring, a reference 
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must immediately be made to the Railway Board, accompanied if neces· 
sary by a revised estimate, with a full explanation of the causes which 
have led to the excess. 

746. It is important that this should be done as promptly as pos· 
sible, as the excess may require the sanction of the Secretary of State, 
and any delay in obtaining this might result in the stoppage of work 
and consequent loss to Government, or in the Secretary of State's sanc
tion being anticipated, a course to which he, as the supreme autho· 
rity in whom is vested by statute the control over all expenditure, is 
much opposed except in cases of real emergency. 

747. Check against Budfjet Provision.-In addition to the control 
exercised over the total construction expenditure on a Railway by 
means of the construction estimate, there is the further control to be 
exercised over the expenditure in any year with reference to the budget 
provision for the year. AB in the case of central expenditure generally, 
section 67 A of the Government of India Act, which provides for control 
by the Indian Legislature over such expenditure, applies. Funds for 
the year for capital expenditure on all Railways are allotted to the 
Railway Board which distributes them among the several Railway 
Administrations. 

748. Distribution of funds between England and lndia.-The iYtal 
provision for construction expenditure on a Railway is divided into 
two parts-

(a) allotment for expenditure in India; 
(b) allotment for expenditure in England. 

749. The latter is hypothecated to meet the expenditure to be in
curred in England by the Secretary of State, the High Commissioner 
for India, or the Home Boards of Indian Railway Companies, on the 
purchase of stores, for which indents have previously been sent forward 
or are like~y to be sent forward during the year. It is necessary to 
control stnctly transfers between the English and the Indian allot
ments, because of the effect such transfers have on the cash balances 
available in England and in India. Consequently transfers between 
these allotments cannot be made without higher sanction. 

750. The English allotment placed at the disposal of each Railway 
is divided into two classes, (a) works, and (b) general pur:poses. The 
former provides for expenditure debitable to works for which estimates 
are required to be prepared; the latt~r provides for all other ex:pendi
tur~ on stores required ~or the general pm:pos~ of the Railway, including 
mam~nance and repall'S. Further details m regard to this are con
tained in Chapter 31. 

. 751. Control OfJef' Capital Expenditure.-There are two main objects 
1n the close wakh over ex:penditwe against provision of funds under 
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the Capital account, namely to ensure on the one hand that the total 
provision for all Railways shall not be exceeded, and on the other to 
m.inim.iae the lapses on the allotments of all the Railways combined. 

752. The Chief Accounts Officer accordingly sees that the amount 
allotted to the Railway is not exceeded, and assists the Agent and the 
Heads of Departments in the matter by issuing warnings to them as 
soon as the records show that there is a possibility of an excess over 
the sanctioned allotment, or t~at portion of it entrusted for expendi
ture to the Head of the Department concerned. He also brings to the 
notice of the administration the likelihood of any portion of the allotted 
amount not being spent during the year, in order that the amount no 
longer required may be definitely surrendered to Government to be placed 
at the disposal of some other Railway which is in urgent need of addi
tional funds. 

?'53. The means by which this object will be attained are a frequent. 
and critical examination of-

(a) The compiled accounts of each month, and any earlier approxi
mate figures that may be available. 

(b) The progress of expenditure in England against indents sent 
forward for compliance, 

The responsibility for keeping· the expenditure within the grant 
rests with the authority administering the grant. 

754. Check of expenditure in a construction dimsion.-The expendi
ture brought to account by a Divisional Officer of a Railway under 
construction is audited on lines which approximate very closely to those 
which have been indicated in Chapter 30 above in respect of expendi
ture brought to account in an ordinary Publio Works division. 

B.-EXPENDITURE ON OPEN LINES. 

755. Sanction, and provision of funds.-As in the case of lines under 
construt'tion, before any payment can be made, the work in respect 
of which the claim is put forward must have been sanctioned by com
petent authority, and funds must e:rist in the budget estimates of the 
year to cover the charge. 

?'56. Expenditure on new works and improvements . on open lines
chargeable to capital is incurred against the construction estimates of 
works the cost of which amounts to Rs. 18 lakhs and over in each case 
and against ordinary detailed estimates for works costing less than 
Rs. 18 lakhs each. A lump sum provision divided into allotment for 
expenditure in India and allotment for expenditure in England is made 
for each Railway Administration to meet the capital expenditure during 
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the financial year on all the works, and audit against provision of funds 
is performed in accordance with ithejprinciples described in Chapter 
15. 

757. As regards ordinary revenue expenditure, from the total sum 
voted by the Legislative Assembly for expenditure on all the Railways 
during the financial year, a budget allotment is made by the Government 
of India to each Railway Administration to cover outlay of all descrip· 
tion during the year against which the Agent is competent to authorise 
all outlay subject to the condition that specific sanction of compet~nt 
authority must be separately obtained to items of expenditure on es
tablishment or on works where under rules such sanctions are necessary. 
The fact of a charge which requires a special sanction having been in
cluded and passed in a budget is no authority for its payment. 

758. Payments, and .Accounting.-Tbe system of accounting for 
expenditure on open lines of Railways arises from the fact that depart
mental officers have no concern with actual payment, which is done 
in the Accounts office after pre-check of the bills. Thus the duties. 
of departmental officers on. open lines are as a rule confined to seeing 
that claims are correctly prepared both as to quantity and quality of 
work done, that proper records are kept of the initial transactions. 
and that bills are punctually submitted to the Accounts officer for check 
and payment. 

759. The bills received from departmental officers, consisting of 
bills for pay and allowances, muster rolls, and contract certificates 
(or bills), for payments to staff, labourers, contractors, etc., are subjec.ted 
to check in much the same manner as such bills in non-separated Audit 
and Accounts Offices are audited when received. 

760. In Railways in which the Divisional System has been introduced, 
the checking of these bills is entrusted to, and payment of them is made 
by, the Divisional Accounts officers. · . 

761. There is a modified form of check of Railway establishment 
bills, but the difference is not sufficiently important to warrant detailed 
explanation. 

762. Before submission to the Accounts office, the bills, so far as they 
relate to ReYenue charges, are posted into departmental allocation 
rt>gisters ; and so far as they relate to Capital expenditure, into the de
tained works registers maintained in district or divisional engineering 
?tlices. The object of these registers is to keep Heads of Departments 
mformed of the progress of expenditure against the estimates and allot
ments, and they are required to be sent to the Accounts office once a. 
mouth for rt>conciliation with the corresponding allocation and works 
registers maintained in that ofl:ice, which are posted from the checked 
bills. 
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763. Workshop expenditure.-Workshop expenditure is recorded under 
'Suspense heads of the Capital account, which is relieved only when actual 
issues are made ·to Capital and Revenue works and services. The pri
mary business of the workshops is to repair Locomotives, Carriages 
.and wagons ; some of the shops also manufacture spare parts, under
frames, etc. The actual cost of manufacture, is calculated and is trans
ferred to the accounts of the consuming department concerned. Here 
the essential functions of internal check are to ensure the correct calcu
lation of the cost of each job and to watch the recovery of this cost 
from the department or person for whom the work is done. 

764. All work done in a workshop except ordinary maintenance 
.and repairs must be carried out against a duly sanctioned estimate such 
.as is required in the case of engineering Capital and Revenue works. 
The estimates are, of course, treated purely as estimates, the actual 
-cost of the work being charged to the departments concerned. "\\lfien 
work is undertaken for private parties, the amount of the estimate must 
be deposited before the work is taken in hand. Estimates for petty 
jobs are not necessary within certain limits fixed by the Agent. 

765. Every requisition for work is accompanied by a Workshop 
order, so that the first essential account form is a Work Order 
Register, showing work undertak\'ln, the time taken in the completion 
of the job, and what the job has cost. The register is maintained by 
the Accounts officer attached to the workshop. 

766. Workshop expenditure falls under two heads

( a) Labour; and 
(b) Stores drawn from stock to be used in the process of manu

facture. 

767. For the accounting of payments to labour, a daily muster 
roll, an allocated abstract of labour, and a register of unpaid wages 
.are kept. The muster rolls or labour pay-sheets are submitted to Ac
counts for payment, and the amounts due are carried into the allocated 
abstract of labour which shows the total daily expenditure against 
each particular job. The stores consumed in the process of manu
facture are in a similar manner carried into an allocated abstract of 
stores used on ·each particular wnrk. 

768. The charges against each job are collected together in what are 
known as Outturn Statements. 

769. In addition to the direct charges for labour and stores, there 
are certain items of expenditure of a general nature, known as " general 
charges " such as wages of mechanics, apprentices, mistries, bhisties, 
sweepers, gatekeepers, etc., which cannot be directly allocated to any 
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particular job. Expenditure of this nature is distributed proportionately 
over the several works entered in the Outturn Statement. 

770. These statements are then " accepted " by the departments of 
the Railways, or private parties, as the case may be, and the value of the 
work done is credited to " Workshop Suspense " on the authority of 
such acceptances. 

771. The Account Officer attached to the workshop submits to the 
Chief Account Officer monthly an Account Current showing the state 
of affairs of the workshop, that is, what the shop owes and what is owing 
to it. In order to carry the entries from the account current to the gene
ral books of the Railway, the transactions are passed through journal 
entries which are known as Capital Journal Entries and Revenue Journal 
Entries. 

772. The balance of this Account Current represents the cash and 
stores expended on jobs awaiting adjustment. This balance must be 
analysed and full details posted in a register to facilitate a regular and 
systematic clearance of the " ·workshop Suspense " Account. The proof · 
of the balance must be complete at the end of each year and a certifi
cate to this effect given in the Finance Accounts. 

773. The check of recoveries jg comparatively simple as the vast 
majority of these are from other departments and the recovery in such 
a case is made by book adjustment in the Account Office. The rule of 
prepayment for work done for private persons simplifies the check of 
cash recoveries. 

C.-RAILWAY RECEil'TS. 

774. Sources of Revenue.-The revenue of Railways is earned almost 
wholly from the transport of passengers and merchandise, and is realised 
through the agency of booking and goods clerks employed at stations 
where the initial transactions are brought to account. Other sources 
of revenue are of minor importance. 

775. In the preparation of Station Accounts, and RetllrilB of Earn
ings, it may be mentioned that the Railway day commences and ends 
at midnight .. Th.e calendar month begins at midnight on the first, 
and ends at Dlldnight on the last day of the month. The main Station 
Accounts returns are compiled for the complete month ; but to admit 
of the work of internal check being kept up-to-date and distributed 
over the month, certain subsidiary returns and documents are com· 
plet~d up to and submitted for intermediate periods of the month, namely 
(i) first to twelfth, {ii) thirteenth to twenty-fourth, and {iii) twenty
fifth to the end of the month. 

776. The rates and fares in accordance with which traffic is accepted 
have to be kept within certain maxima and minim.a fixed by Govern
ment. 
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777. In return for payments received, Railways issue tickets or 
vouchers, differing in form according to the description of tra;ffic carried, 
which entitle the holders to the services of the Railway for the 
·conveyance of passengers or goods. These vouchers form the basis of 
the Railway accounts of receipts. Only one payment is made even 
if the services of more than one Railway are utilised. 

778. Accounting of Revenue.-The Account Officers have to see-

(i) that the person to whom the service is rendered pays the proper 
amount; 

(ii) that the Railway servants receiving payment correctly account 
for the same ; and 

(iii) that, if more than one Railway renders the service, the receipt 
is properly distributed between them. 

779. Check that corred amount is paid.-In the case of passenger 
traffic, the first duty is facilitated by having the fare printed, on the 
·ticket in most oases. In the Chief Accounts office a certain percen
tage of the amounts entered on the blank tickets and on the goods vou
chers are checked. It is further necessary, however, to ensure that 
no passenger travels without a ticket, that he does not travel in a car
riage of a class higher than that for which he has paid, and that no 
goods are allowed to be removed 'from the Railway until the cost of their 
carriage has been paid. These have to be checked by travelling ticket 
inspectors and by officers inspecting stations. The former on some 
lines are under Accounts, on others they are under the Traffic Depart
ment of the Railway. 

780. Check that payments are duly brought to Account.-The second 
duty above-mentioned is performed by an elaborate system of account
ing. In the first place the tickets supplied to stations by the Chief 
Accounts office are, as a precaution against fraud, machine-numbered 
in progressive series. The station master or ·booking clerk is held per
sonally responsible for the stock of tickets in his custody and all mis
sing numbers which cannot be properly accOtmted for are placed to his 
debit. 

781. The most important original record at a station is the Trains 
Cash Book from which all other returns are compiled. Payment is 
made at the time of issue, either in cash or by credit note, for tickets 
issued by station masters. The amount so collected is entered in the 
daily cash book of the station, the receipts being classified under the 
various descriptions of coaching traffic. When the cash hook is closed, 
the cash is placed in the safe. 

782. Except in the case of stations which are required to remit their 
earnings direct to the local Treasury, the entire collections of the day, 
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represented by coin, cheques, c~ency .notes, etc., ~re ~ent ~ the Cashier 
of the 1\ailway by the first tram passmg the ,statwn ~ w~ch a travel· 
ling casb. safe may be conveyed after the days work J.S finished, and no 
balance of cash may be retained by a station master without special 
orders. The money is sent under cover of a remittance note and the 
Cashier's acknowledgment is recorded with the station counterfoil of 
the remittance note. 

783. Parcels TrajJic.-In addition to the "Trains Cash Book" a 
" Parcels Inwards " book is kept up to record all parcels received at a 
station for delivery whether the parcels are "Paid" or "To Pay". 
The receiving station is responsible for the recovery of all underchargu 
on parcels before delivery and the entry of the recoveries in the Cash 
and Parcels Inwards books. 

784. Coaching Returns.-The principal coaching returns submitted 
to the Accounts office are-: 

(i) Classification of Passengers. 

(ii) Coaching Balance sheet. 

785. The mAJnthly Olassijialtion of Passengers shows the receipts 
of the month on account of passenger fares collected. It is checked 
with the collected tickets sent. to the Accounts office, the main object 
being to see that the station has accounted properly for all tickets. 
The check is made by comparing the opening numbers of the current 
month's return with the closing numbers of the previous month's return. 
The highest number of each class of tickets issued is then obtained from 
the collected tickets, and the difference between the opening numbers 
and the highest numbers represents the number of tickets for whlch 
the station has to account. ~ regards the entries of blank card and 
paper tickets, these are compared with the reports of the ticket exa
mining sta.tl at junctions and other stations and with the collected tickets. 
The credit taken for non-issued tickets, and for half tickets remaining 
unissued at the close of the month, is verified by comparison with the 
tickets and half-tickets sent in daily and monthly respectively by sta· 
tions. Finally the rates are verified and the amount due is calculated 
with reference to the number of chargeable tickets. 

786. •The Coaching Bala.nce Sheet enables a watch to be kept over 
the prompt realisation of out.standings. The debits consist of traffic 
earningsof the month, under charges, excess book"ings, and miscelJan.:~ous 
transactions as detailed in the various returns submitted by the station, 
and the credits of the cash sent to the Cashier, and any special cr~>A.its. 
The balance represents the amount of outst...ndings to be collected by 
the station. such as freight and demurrage charges on undelivered parcelo; 
etc. All errors discovered in checking, and the correct balance, ar~ 

I 
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intimated to the Station Master; and the next balance sheet of the sta
tion has to open with the " checked " or correct balance. 

787. Goods Tra.ffic.-Although the forms used and returns prepared m 
accounting for goods receipts may differ from those used for coaching, 
the principles remain the same. 'The money collected for freight is entered 
in the Goods Cash Book. Goods are despatched under "Invoices", 
and the station is required to keep up " Goods Outwards and Inwards " 
books in which .full particulars of invoices are entered. From these
primary books returns are prepared and submitted to Accounts together 
with the monthly " Balance Sheet ". The principles to be observed in 
checking Way-bills, Parcels, Returns and the Coaching Balance Sheet 
apply equally to 'the checking of Invoices, Goods Returns and the Goods 
Balap.ce Sheet. 

788. Local and Through Trajftc.-The internal check of all earnings, 
other than those arising from foreign traffic .of the State-managed Rail· 
ways and of the Bombay, Baroda a:nd Central India Railway, is conducted 
in the Chief Accounts Office of the Railway concerned. This traffic is 
termed "Local". Traffic interchanged amongst these Railways is 
termed " Clearing House traffic", and is checked in the office of the 
Director, Railway Clearing Accounts Office, Delhi. Traffic interchanged 
between the above-mentioned RaUways on the one side and all other 
Indian Railways on the othet side is called" Foreign Non-Clearing House 
traffic ", and is also checked in the Clearing Accounts Office. 

789. In respect of the loc.al traffic, each station appends to its balance 
sheet, and submits periodically to its Accounts Office, the following 
returns and documents in support of the entries in the Balance sheet :-

Fer goods tra.ffic.-Abstracts and summaries of goods traffic for
warded. Abstracts and summaries of goods traffic received 
together with copies of the invoices received from the 
forwarding stations. . 

For parcels traffic.-Abstracts and summaries similar to those render
ed for goods traffic, and also the copies of the received parcels 
way-bills. 

For passenger tra.ffic.-Classifi.cation and summaries of tickets issued. 
For miscellaneous traffic.-Such returns and document~ as are 

appropriate; 

The station also submits to the Clearing Accounts Office, Delhi, similar 
statements in respect of the Clearing House traffic and Foreign Non· 
Clearing House traffic. 

790. Railway Clearing Acoount.s O.ffice.-The function of the Rail
way Clearing Accounts Office is to conduct the internal check of the returns 
from Stations of Stat~-worked Railways in respect of through traffic, 
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and the apporfonmeut of all traffic interchanged between such P.ailways. 
It deals also with the apportionment of traffic interchanged with some 
Company-workl.'d P.ailways. 

791. Briefly the detailed procedure followed in that Office is as 
follows :-A separate card is prepared for each invoice and is ' punched • 
to show, inter alia, the total weight, the rate-mileage due to each Railway, 
and the total freight of the invoice. By sorting these cards on a basis 
which expresses the fractions of weight and rate-mileage due to each 
Railway in convenient units, varying from 1 to 9 for the purpose of 
multiplication, the Hollerith or Powers machines tabulate the freight 
due to each Railway for the total traffic originating from each station, 
or each group of stations treated as one station. All cards of the same 
single digit and relating to one station, or group of stations treated as 
one, are passed through the machine at one operation, and the machine 
records the total number which is to be multiplied by each single digit. 
ThollSands of cards of the same single digit are often handled in one 
operation. 

792. The above procedure provides information which secures recon· 
ciliation of the traffic apportioned in the Division Sheets prepared by 
the Clearing Accounts Office with the entries in the accounts statement 
rendered by stations. This enables the Railway receiving Division 
Sheet.s to satisfv itself, should it wish to do so, that the entire traffic for 
the period to which the Division Sheets relate has been included in them. 

793. The Clearing Accounts Office exchanges Division Sheets on behal£ 
of the Railways party to it with the Account Offices of those Railways 
which have not joined the system of joint clearing accounts. 

794. The Clearing Accounts Office also submits monthly to the 
Account Officers of those Railways which are party to it statements 
ahowing the amounts creditable as revenue, for inclusion in their respec-
tive Traffic Books. · 

795. TrajfW Book.-The 'J;'raffic Book is maintained separately fot 
coaching and goods, and brings together, through the summary at thl! 
dose of the month, the whole of the traffic earnings of a Railway, botb 
Local and Foreign, under the seYeral prescribed heads of accounts, 
namely Coaching, Goods, Steamboat, Telegraph and Sundries; It 
shows also the opening and closing balances of the Home line stations 
and of the Chief Accounts Office with the various debits and credits of 
each, and it records the progress of adjustment of Through traffic transac
tions with the lines with which it clears traffic. It further shows the 
unadjusted bala.nces on these accounts, which should be susceptible of 
verifieation with the balances in Registers of unaccounted Invoices and 
Way-Bills. From the Traffic Book the figures of receipts under the 
prescribed heads of account are carried into the Journal, and finally into 
the General Books of the Railway. 

I 2 
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796. The Traffic Book consists of four distinct parts namely, A-the 
Cash or Balance Sheet part; B-Adjustment or Division'>Sheet part; C
the Ledger account of all the Home line; and D-an abstract of earnings 
and statement of balances. The items comprised in the first part, re· 
presenting amounts for the realisation of which the Home line is re
sponsible, are-

(a) The entire Local Coaching and Goods Traffic. 

(b) Outwards "Paid" and Inw:ards "To Pay" Foreign Traffic as 
under-

(i) Passengers. 

(ii} Luggage, Horses, Carriages and Dogs. 

(iii) Parcels, Outwards "Paid." 

(iv) Parcels, Inwards "To Pay." 

(v} Goods, Outwards" Paid." 

(vi) Goods, Inward'3 " To Pay." 

(o) Telegraph traffic. 
(d) Sundries. 

797. The postings in Part A are made from Station Balance Sheets. 
The Local and Foreign traffic entries are made against the station con· 
cerned in the columns for the various classes of traffic (Coaching, Goods, 
etc.). 

798. Part B deals with the apportionment of all Foreign traffic and is 
posted from the Inwards Division Sheets and the Summaty of the Out
wards Division Sheets. The realisation on account of through traffic, 
comprising the proportions due to Home and Foreign Railways, are credit.. 
ed to the Suspense head" Foreign traffic for apportionment" in Part A 
and are distributed between the Home and Foreign Railways in Part B. 
It should of course be seen: that the credits and debits balance each other 
and that the Suspense head is cleared. ' 

799. Part C.-The opening balances in this Part are brought forward 
from the previous month's Part C and the debits and credits to Foreign 
Railways and Private Companies are brought forward from Part B. 
The payments to and receipts from Foreign Railways and Companies, 
either in cash or by transfer, are posted from the Register of Accounts 
Current, and the balances worked out. The opeiring and closing balances. 
and debits and credits to Traffic Account, Account Office balance sheet, 
classified according to Heads of Accounts, are brought forward from the 
Account Office Balance Sheet. With the transfer to Part C of the totals 
of Part B, the postings in the latter are completed and the grand totals 
under Coaching, Goods, Telegraph, Sundries, Foreign Railways, Private 
Companies and Transfer transactions, etc., are taken to Part D from 
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which the monthly Journal entry is prepared for incorporation in the 
General Books. 

800. P <lrt D.-The first portion of this Part is described in the previ
ous paragraph. The other portions show the comparison between the 
balances under " Traffic Account, Foreign Railways and Deposits Private 
Companies " as brought out in the Traffic Book and the General Books. 
Differences should exist under Traffic Account only as the result of cash 
in transit, that is to say, station cash for which credit has been allowed 
to stations in one month but which has been received and included in the 
General Books in the next month. The balanceR in favour of or against 
each Foreign Railway are also detailed and compared with the corre
sponding balances in the T. A.-6 and T. A.-6A Registers. 

801. Travelling Inspectors of Aocounts.-The check exercised by t.he 
Chief Accounts Office is limited to an examination and comparison of the 
returns, etc., sent in by stations. In order to exercise a check at stations 
over the initial accounts which do not come under the scrutiny of the 
Accounts Office a special staff of Inspectors is maintained. These 
Inspectors are constantly moving along the line and are required to devote 
their attention to seeing that the books and records are kept in a proper 
manner, that the cash arrangements are in order, and that irregularities 
t.aken up receive prompt attention. 

III.-STRUCTURE OF RAILWAY ACCOUNTS. 

802. Main He1Jil.ings of Railway Account.~.-Tbe Accounts of Rail· 
ways comprise :-

(i) Account of net gain or loss on the working of State Railways 
as a whole; 

(ii) Account (a) of Railway contribution to General Revenues, and 
(b) of amounts accruing to Railway Reserve. Fund; 

(iii) Capital Account ; 
(iv) Revenue Account; 
(v) Account of Interest charges ; 

(vi) Depreciation Fund Account; 
(vii) Railway Reserve Fund Account; 
(viii) Account of Miscellaneous Railway Receipts; and 
(ix) Account of Miscellaneous Railway expenditure. 

These are explained in the following paragraphs. 
803. Account of tlet gain or W8s on the w&rking of State Railways.

Thi.s is the main account, and all other accounts work up to it. It 
hrings together the capital at charge of each Railway which is fi.D£onced 
by Government and the net revenue receipts of the year, and from these 
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deduces the percentage return on the capital at charge. The final net 
gain or loss to Government on the financial results of the year's working 
is then worked out for each Railway; and lastly the final net gain for 
all Railways, and the contribution to General Revenues. 

804. AOOQUnt of Contrihutwn to GeneraZ Revenues, and of amounts 
accruing to Railway ResfYI"')e Fund.-This account sets out in detail the 
method of calculation adopted for arriving at the amount contributed to 
General Revenues, and to the Railway Reserve Fund, under the conven· 
tion for the separation of Railway .finances from General finances. 

805. The main points in the constitution of this contribution and of the 
Reserve Fund are :-

(a) The General Revenues receive a definite annual contribution 
from Railways, which is the first charge on the net receipts of 
Railways. 

(b) The contribution comprises a percentage on the capital at charge 
of Commercial Lines (excluding capital contributed by 
Companies and Indian States) at the end of the financial year 
next but one preceding, plus one-fifth of any surplus profits 
remaining after payment of this fixed return, subject to 
certain conditions in the event of Railway Revenues being 
insufficient to provide the percentage in any given year on 
the capital at charge. The interest on the capital at charge 
of, and the loss in working, Strategic l1in.es, are borne by 
General Revenues and are consequently deducted from the 
contribution so calculated in order to arrive at the amount 
payable from Railway to General Revenues each year. 

(c) Any surplus remaining after this payment to General Revenues 
is transferred to a Railway Reserve, subject to certain limita
tions if the amount available for transfer to the Railway 
Reserve exceeds in any one year three crores of rupees. 

806. Capital Account.-This account sets out in detail the capital 
expended on the construction of Railways from funds provided in the 
Railway Programme, whether on the direct responsibility of Government 
or against capital contributed by Companies and Indian States, and to 
this is added the expenditure separately met from General Revenues, 
working to the total construction expenditure on Railways. Finally it 
deduces the capital at charge of each Railway, on which the percentage 
of the return of net Revenue Receipts is calculated. The Account of 
capital at charge is brought up to date every year by the inclusion of 
actual expenditure incurred against the year's programme of capital ex· 
penditure. 
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807. Revenue Acoount.-This account shows in detail the gross 
Revenue2Receipts, Working Expenses and Net Revenue Receipts. The 
main sources of revenue}have already been indicated in this" Chapter. 
The working expenses comprise all expenses not chargeable to Capital 
Account; and include the total figure of interest on Capital outlay as 
worked :out ;in the Interest Account. The contribution from Railway 
Revenue ;to the Depreciation Fund, and ithe expenditure incurred from 
that Fund on renewals and replacements, are exhibited separately under 
Working Expenses. The latter, as au appropriation from the Deprecia· 
tion Fund, is deducted to bring out the final charges to working expenses 
on account of depreciation during the year. 

808. The difference between Gross Revenue and Working Expenses 
represents ._the net revenue. · 

809. Aooount of Interest Charges.-This Account bears the liability 
for interest, etc., on the entire capital at charge of Railways. It shows:-

(i) The interest on debt, that is, on. specific loans raised by the 
Government of India or the Secretary of State, and on the 
outlay that has been met from non-specific debt or from 
Revenue or from other sources ; and 

(ii) The interest on Share Capital and Debentures contributed by 
the Working Companies. 

The total amount under this account is finally charged to the Railway 
Revenue Account as explained in paragraph 807. 

810. Depreciation Fund Acoount.-On the separation of Railway 
from General Finances, a Depreciation Fund was started with effect 
from 1st Aprill924, to provide for the cost of renewing certain units of 
wasting assets. The Depreciation Fund Account sets forth the amount 
received into and withdrawn from the Depreciation Fund during the 
year, and also brings out the balance in_this Fund at the clooe of the year. 
(See also paragraph 807.) 

811. &sert•e Fund Acoount.-This Account sets forth the amounts 
received into, and withdrawn from, the Reserve Fund during the year, 
and also· brings .out ,the balance in this Fund at the close of the vear. 
The receipts are obtained in :the manner explained in paragraph 805 
above. Amounts mav be withdrawn from this Fund in the event of 
current net revenues 'being insufficient for the payment of the annual 
contribution to General Revenues ; to provide, if necessary, for arrears 
of depreciation and for writing down and writing off of cap.ital; and to 
strengthen the financial position of Railways in order that the service 
rendered to the public may be improved and l"ates and fares may be re
duced. 

812. The Railway Reserve may also be used for temJXIrary borrowings 
for the purpose of meeting expenditure for which there is no provision or 
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insufficient provision in the Revenue Budget estilllilotes, subject to the 
obligation to make repayment of such borrowings out of the revenue 
budgets of subsequent years. 

813. Account of Miscellaneous Receipts.-This account sets forth the 
1nterest accruing on the balances of the Railway deprecia. tion and Revenue 
.Funds and other Miscellaneous receipts which cannot be allocated to 
Bpecified Railways. 

814. Acc.ount of Miscellaneous Expendit11re.-This account sets forth 
the expenditure incurred by Government on certain items which cannot 
be allocated to specific Railways, such as outlay on surveys which will be 
transferred to the capital account on the line being constructed; and 
the net cost of the control exercised by Government over Companies 
through the Railway Boarcl., the Director of Railway Accounts, etc., 
as reduced by recoveries made from the Companies in respect of the 
Mme. 

IV.-RELATION BETWEEN GOVERNMENT AND COMP.Al\TJES 
WORKING STATE RAILWAYS. 

815. Original Contracts.-Wehave so far considered the Accounting, 
internal test check, and audit of the transactions of State-managed Rail· 
ways. It now remains to consider those State-owned Railways which 
are worked by Companies, and their rela.tion with Government. 

816. The first Railways built in India. were constructed and worked 
by Companies under a firm guarantee from the Secretary of State of 5 
per cent. on the Capital and a fixed rate of exchange. In return he was 
to take a half share in the surplus profits. 

817. The guaranteed interest and rat.e of exchange resulted in con· 
siderable losses to Government. Advantage was accordingly taken of the 
provisions of the contracts under which these lines could be purchased, 
either by cash payment or by means of annuit.ies terminable after a 
number of years, and all such Railways are now the property of the State. 
Some of the purchased lines are being worked by direct State agency; 
while the Illilonagement of the others has been entrusted to working Corn· 
panies constituted under contracts the conditions of which are much 
more favourable to Government than those made with the earlier Com
panies. The position of Government with respect to these Companies is 
that Government are the owners and lessors of the lines, and the Corn
pan~es are the working agents or lessees. 

SlS. Existing contracts.-The broad features of the contracts conclud
ed with such Companies are ;-· 

(i) That the Company shall have a small amount of share capital 
in the concern, on which interest at rates varying from 2 to 
3i per cent. is guaranteed by the Secretary of State out of 
the revenues of India. 
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(ii) That the Company shall receive a share of the surplus pwfits 
earned by the Railway after meeting all payments for interest 
on the Capital at charge, such share being based either on 
some fixed proportion, or on the amount of Capital contributed 
by Government and the Company, respectively. 

(iii) That all sterling transactions shall be taken to account in 
rupees at a definite rate of exchange. 

(iv) That the Company shall keep the undertaking, its rolling stock, 
etc., in thorough repair. and ~ good working condition, to 
the satisfaction of the Secretary of State. 

(v) That on the determination of th~ contract Government will 
repay to the working Company the amount of its share capital 
at par. 

819. Pomts on which Gm•ernment ha,ve to protect their interests.~ 
These conditions govern the nature of the control to be exercisec~ 
by Government over the operations of such Companies. The Governmentf 
in addition to their interest in the correct division of profits, are concerned 
t() see that the property, of which they are the owners, is kept in good 
condition and repair, and that all fresh capital put into the line is profit
ably and economically spent. The Companies, on the other hand, are 
concerned merely in making the most of the Railway as a dividend earning 
investment during the limited period of their tenure. 

820. A close check and supervision is accordingly required on behalf 
of Government in the following directions :--

(a) To ensure the proper upkeep and maintenance of the Railway, 
so that, on determination of the contract, it may be handed 
back in as good condition as when it was made over b the 
Company. 

(b) '.Po examine all proposals for fresh expenditue of capita~ and to 
check any tendency to extravagance in that direction. 

(c) To watch the proper application of funds to Capital purposes 
for improvements, and to Revenue purposes for upkeep and 
maintenance. 

(d) To verify the correctness of accounts and of the division of 
profits. 

821. The first of these checks is exercised through the Government 
Inspector, whose duty it is to carry out a periodical inspection of the 
permanent way, works, rolling stock, etc., and to certify at the close of 
each hal£ year that the undertaking has been kept in thorough repair, 
and in good working condition. Such an inspection is primarily requi!· 
ed in the interests of the publio safety under the Railways Act, but the 
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certificate then given also serves the purpose of the clauses in the con· 
tracts relative to the maintenance and upkeep of the undertaking. 

822. The second check is :exercised through the examination of esti· 
mates, to ensure that sanctions have been accorded by the competent 
authority. 

823. Duties of Government Examiners.-The third and fourth checks 
are exercised primarily by the Government Examiners of Railway 
Accountfl. (See paragraph 732.) The sphere of Government Examiners' 
duties was strictly limited from the year 1915, when a considerable re
duction in the scope of Government Examiners' functions was effected 
by requiring them to restrict their activities as much as possible to those 
points at which the interests of the Government diverged from, or were 
antagonistic to, those of Companies, 

824. Little or no irregularity of a serious character was thus brought 
to light in the case of the Company-managed Lines. Indeed, this was 
only to be expected in view of the fact that Company Auditors are not 
allowed to exercise higher audit functions, or (a.s it has been expressed) 
" to criticize the admini!;tra.tion to which they are subordinate". This 
became noticeable in recent years, and it was felt that the time had come 
for an enlargement of the scope of statutory audit 'in those offices. 

825. An extended audit was then applied to certain Company-manag
ed Lines as an experimental measure, ·and the results fully established the 
necessity of extensive audit on behalf of the Secretary of State, and the 
incorrectness of the assumption tliat, where the interests of the Companies 
and those of Government coincided, the internal check might be left 
almost entirely to the . Companies' Auditors. 

826. The principal feature of the extended audit by the Government 
Examiners has been the provision of a minimum amount of continuous 
test check at headquarters and at all workshops and stores depots, and 
more close attention to the inspection on the spot of initial records and 
documents in the offices in which the expenditure originated ; or in other 
words a considerable extension of local audit, accompanied by a reduction 
of central audit. The system has since been extended to all the Com
pany-managed Lines. 

827. The Government Examiners are still especially required to watch 
the int.erebts of Government where such interests are divergent from 
those of the Companies. This applies in particular to the correct allo
cation oi expenditure between Capital and Revenue, on which too much 
stress cannot be laid, since improper loading of the capital account means 
that the Company gets an advantage on the Revenue side at the expense 
of a permanent burden cast upon Government. Again, it sometimes 
happens that there may be a con:Bict of opinion between the Government 
.E~aminer and the Company's officers as to the interpretation of some 
.·.. . . . 
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clause in the contract which is obscurely worded. In all these matters 
he is t.he immediate representative of Government, who have to rely 
largely upon him for the due safeguarding of their interests. Thus his 
task is a very responsible one. 

V.-RELATION BETWEEN GOVERIDIENT AND PRIVATE 
COMPANIES. 

828. Branch Line Companies.-A similar but less stringent audit 
control is exercised by Government over the transactions of Branch Line 
Companies, which are privately owned. These transactions do not pass 
through the Government accounts at all ; but Government is indirectly 
interested to the extent of the guarantee of interest on rebate, a share i 1 

the surplus profits, and a right to purchase the line on expiry of the period 
for which the contract is to run. The audit on behalf of Government 
is therefore confined to a periodical test of the Company's accounts, and 
a scrutiny of all estimates for Capital expenditure. 
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CHAPTER 33. 

Posts and Telegraphs Accounts and Audit. 

829. Audit of Expenditure.-Much of the expenditure in the Indian 
Posts and Telegraphs department is on account of pay and allowances, 
contingencies and works ; and the audit procedure described in the 
relevant chapters above applies to such expenditme in this department 
also. This Chapter deals with those branches of the work of the depart
ment which are distinctive. 

830. Audit of Receipts.-The major portion of the receipts of the 
department is derived from postage and message revenue which accrues 
chiefly from the sale proceeds of stamps. Stamps are sold at Civil 
Treasuries, either direct to the pullic or to vendors, and the necessary 
credits are afforded to the department through the Civil Accounts. 
Lump sums representing the local Governments' shares of the value of 
unified stamps used for revenue purposes are transferred annually to the 
credit of the Provinces under the head" VII-Stamps". The duty of the 
departmental officers is confined, therefore, to seeing that stamps of the 
proper value are affixed to letters, parcels, and telegrams, and that all 
stamps are properly defaced with date stamps so that they may not be 
available for use again. In the case of the Telegraph Branch, however, 
the Check Office at Calcutta undertakes a test audit of the messages 
transmitted throughout India and Burma to see that stamps of the proper 
value have heen affixed and properly defaced. 

831. Postage on postal articles and State telegrams is, subject to 
certain conditions, also paid by means of impressions of franking machlnes. 
An account is maintained with each licensee of a franking machine show
ing the amounts of postage paid by him from time to time, in respect of 
postal articles or charges on state telegrams or both. The executive is 
responsible for seeing that the postal articles and state telegrams have 
been franked by the licensee and that systematic under-payment is not 
going on. 

882. In some large Telegraph Offices where National Cash Register 
Machines have been installed for rapid booking of telegrams the cost of 
telegrams is collected in cash. 

833. In certain cases, telegrams are accepted without prepayment. 
Private telegrams may be booked without prepayment if the sender has 
deposited with the Telegraph Office an amount varying with the number 
ofJh.is messages and the intervals at which the accounts are settled. 
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A si.m.ilar provisi<m exists for Press telegrams. In the case of private 
telegrams, bills are prepared by the Telegraph Office, copies of which 
are checked by the Telegraph Check Office. In the case of Press messages, 
the bills are prepared by the Telegraph Check Office itself. Officers of 
Government may under orders of the Director General, Po.sts and Tele· 
graphs, send State telegrams on credit. Bills for such telegrams are 
prepared by the Telegraph Office and copies of them are checked by the 
Telegraph Check Office. In all these cases, an additional fee is levied for 
the upkeep of the account, and bills are paid in cash. 

834. There are several other heads under which revenue is received 
in cash. These are commi.ssion on money-orders, receipts from other 
Posts and Telegraphs Administrations in settlement of message accounts, 
rents for wires and instruments leased to Railways and Canals, rents and 
royalties for telephones, trunk call fees, recoveries from guarantors, 
rent of residential buildings, etc. 

835. Apart from Money Order, Cash Certificate and Savings Bank 
transactions, the special duties summarised in the following paragraphs 
.are undertaken by Audit in connection with Posts and Telegraphs 
Accounts. 

(A) TELEGRAPH BRANCH. 

836. (a) Dues an the' Settlement Account' with other Telegraph 
.Administrations which exchange messages with India are calculated 
in the Telegraph Check Office. 

(b) The Telegraph Branch constructs and maintains all the tele
graph and telephone lines and wires which run alongside the Railway 
lines and Canals. The wires necessary for t.he Railways for their own 
administrative telegraph system are leased to them, and rents are 
recovered from them at a fixed annual rate per ·mile of wire. Instru• 
ments for the ~se of Railway and Canal offices are also supplied by 
the Telegraph Branch on payment of rents. 'The executive officers 
supply details of the wire mileage, and also of different kinds of instru
ments supplied, t0 the .Audit office, which calculates the rent and ar
ranges for the recovery of the Revenue either in cash or cheques, or 
by book transfer with the Railway and Civil Audit officers concerned. 

(c) Telegraph offices are al.sG opened at the instance of a local Go~ern
ment or Administration, Indian State, or private person or body of 
private persons, on an annual guarantee to protect the Department 
.against l()Ss in working and maintaining them. Bills are prepared 
.annually by the Audit office on data furnished by the executive, and 
.are adjusted by book transfer ~r recovery in cash as the case may be 
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{d) Payment for telegrams is made nearly always by stamps, except 
in places where National Cash Register Machines are installed; and the 
same kinds of stamps are affixed both to telegrams and to letters. 
The stamps are issued from treasuries as postal stamps; and, apart 
from the portion creditable to local Governments (as explained in 
paragraph 830), it is impossible to maintain an accurate account of the 
use of such stamps as between postal and telegraph work. Thus Revenue 
obtained from the sale of such stamps is credited, in the first place, to. 
the Postal Branch ; and, in order to work out the amount of Stamp· 
Revenue which ought to be transferred from the accounts of the 
Postal to those of the Telegraph Branch in respect of such stamps, the 
Check Office estimates the message revenue for the year from an actual 
count of the value of the. messages despatched for two selected weeks. 
for each half-year as indicated by the stamps affixed to them. 

(e) Telephone systems are expanding rapidly ; and, in order to work 
out the financial result of each telephone system, a detailed Profit and 
Loss Account is maintained in the Audit Office. The Branch Audit 
Offices conduct the audit of telephone revenue appearing in the 
accounts of Divisional Engineers and of Telephone Revenue Account 
Officers, and in addition undertake local inspections- of Revenue Ac
counting offices. But the most important audit of the telephone· 
l'evenue accounts of Call offices, Divisional offices, Exchanges, and 
Revenue Accounting~offices, is that conducted locally by Inspectors of 
Telephone Accounts working under the orders of the Deputy Account
ants General. 

(f) Some private companies have been permitted by the Government. 
of India to establish and maintain telephone communications in certam 
big cities in India and Burma. These companiel4 pay to the Govern
ment royalty at a fixed rate on the revenue, and a test check is con
ducted at the Companies' offices by the Branch Audit Office, to see· 
that the royalty has beencorrectly calculated. 

(g) The Stores Branch of the Audit office at Calcutta deals with the
account and audit of the receipts and expenditure of the Indo-European. 
Telegraph Department which is under the administrative control ot 
the Director-in-Chief, India Office, London, acting under orders of the: 
Secretary of State for India in Council. 

(h) It also deals with the account and audit of stores and workshops •. 

. 
(B) PosTAL BRANCH. 

837. Receipts on account of premia for Postal Life Insurance Policies 
are checked in a special branch of the office of the Deputy Accountant 
Gener-al, Posts and Telegraphs, Calcutta.. Audit is responsible for 
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seeing that policies are issued strictly according to rules, that rates for 
premia are fixed in accordance with Government orders and are regu
larly recovered, that the rules governing lapses are followed, and 
that final claims are fully audited before payment. 

838. Money Order Transactions.-In the Cash Accounts received from 
Head Post Offices, Money Order transactions are entered in lump under 
<Special debt heads, the figures relating to payments being classified 
.according to the month of issue. A detailed account of them is prepared 
in the Audit Office under a special procedure. Audit consists in seeing 
that for every money order paid there is a corresponding credit at some 
.office of issue, and that there are no excess or double payments. Every 
head office sends periodically an Issue List in which the money orders 
·which it issues and the commission thereon are entered in detail. The 
·<lOmmission entries in the issue lists for a few days in a month are fully 
<lhecked in audit. The total of the amounts of money orders as shown 
:in the Issue Lists is checked by casting an independent total on a Compto
m.eter Machine. Paid Lists are also submitted periodically in which all 
-payments made are entered and supported by payees' receipts. The 
.amount of each order paid is not compared with the entry in the Paid 
List, but the amounts shown as paid in the money orders are totalled on a 

1Comptometer Machine ; and, if the total reached on the machine agrees -
·with that in the Paid Lists, the entries in the Paid Lists are taken as 
.correct. 

839. The enormous number of Money Order transactions renders it 
lllecessary to divide the vouchers into suitable compartments, for facility 
of audit, and to enable the balances outstanding to be verified with some 
degree of certainty. This is secured by regarding each month's issues 
.as a separate unit. The payments, too, made in any month are separated 
.according to the month of issue, and so separate Paid Lists are received 
according to months of issue for the payments of the month. There are 
thus twelve separate receipt and payment heads in the ledgers, and the 
.credits on account of money orders issued in one month in a given circle 
tform a distinct compartment in the accounts, and the payments or debits 
.are classified against it. The balances of each month's issues are thus 
worked out. The work may be said to have been satisfactorily performed 
·.when the particular money orders composing this balance can be identified. 

840. The vouchers received with each Paid List are sorted and 
arranged according to the office of issue and serial number, and then 
debit checking is undertaken. This consists in marking off in the Issue 
List every money order for which a receipt of payment is available. 
After the payments for two months have been thus debit-checked against 
.the Issue List of any month, the outstanding unpaid items are extracted. 
The totals of these items, if the work were done accurately, should a~ee 
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with the balance on the books for that month. In practice, however, 
there are always differences which are usually due to misclassification of 
money orders against months or circles of issue, or to errors in totalling. 
Step~ are taken to secure a further agreement, and any difierences that 
contume after a year are written off with the sanction of the Government 
o~ India. ~large staff was formerly employed for the reconciliation of the 
differences m the balances ; but, as the cost of the establishment was 
considerable, and as the reconciliation was never complete, 1;his pro
cedure has been stopped. The unexplained differences are small when 
compared with the volume of money order transactions, and are now 
written off. 

841. .A money order remains current for the month in which it is 
issued and for the following month ; thereafter it becomes what is 
technically called" void", It can be re-issued for payment to the party 
concerned under the authority of the .Audit office. The value lapses to 
Government if it remains unclaimed for 3 official years. 

842. Money orders are also exchanged with foreign countries and 
many Indian States through certain specified Head Post Offices known 
as offices of Exchange, and the accounts of such foreign money 

. orders are adjusted by the several Postal .Audit offices. 
843. Savings Bank Transactions.-The Savings Bank transactions. 

like those in respect of Money Orders, are entered in the Cash Account. 
under a debt head ; and the work of accounting is carried out in ac
cordance with a special procedure. The transactions are very numerous. 
In lile year 1927-28, there were more than two and a half million de
positors with an aggregate balance of over thirty-two and a half crores 
of rupees.. · · 

844. The principal account of Savings Bank transactions received 
from a Post Office is the "journal " in which every case of deposit or 
withdrawal is shown in chronological order. All the withdrawal entries 
in the journal are supported by warrants of payment, and the majority 
of deposit entries are supported by vouchers in the form of duplicates 
of deposit acknowledgments, Index Cards, ~tc. 

845. The Audit Office maintains a separate ledger account of each· 
Savings Bank account opened in any Post Office. These accounts are 
maintained according to the Card Ledger System under which a separate
card has to be kept for each account, and every monetary transaction, 
whether of deposit or withdrawal, or credit of interest, is recorded in the 
proper ledger card as soon as intimation is .received of its occ~ence. !he
entries in the card are made by Renungton Book-keepmg machmes: 
which are fitted with devices for totalling the amount of all transactions
posted in the ledger cards. As the number of Savings Bank accounts 
is very large, the ledger cards are divided into series, each series consisting: 
of about 400 accounts. 
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846. After the transactions affecting the accounts in any ~:~eries of 
ledger Mrds have been posted, the total amounts for deposite and with
drawals are transferred to a master card, of which one is maintained for 
each series. When all the transactions of a Head Post Office, including 
its subordinate offices, are posted completely in the ledger cards and 
abstracted in the master cards, the totals of the amounts appearing in the 
latter give the grand total of all Savings Bank transactions of that office 
and are agreed with the corresponding amounts appearing in the Savings 
Bank journal. 

847. Agreement with the Detail Book.-A preliminary comparison is 
made between the amount appearing in the journal and in the Cash 
Account, and a final reconciliation between the total amounts of the 
ledger cards and the amounts appearing in the detail Book is made 
through a system of Control Accounts, of which one is maintained for each 
Head Post Office. 

848. Audit.-The journals of Savings Bank transactions received 
from the Post Offices are checked to see that the transactions are covered 
by rules and orders issued by competent authority, that vouchers or 
other documents have been submitted for every entry appearing in the 
journals, and that the vouchers have been prepared according to rule 
and constitute genuine evidence of the transactions having occurred as 
detailed in the accounts. 

849. Annual Closing.-A statement of interest and closing balances 
on the 31st March is prepared annually from the ledger cards. To 
facilitate agreement a separate statement is prepared and totalled for 
each series of ledger cards. The correctness of the total closing balance 
of each series is verified by working it out independently from the figures 
for the opening balance of the year and the transactions of the series 
as recorded in the monthly master cards. This work of annual agree
ment is of great importance as it secures the correctness of the accounts 
of individual depositors. 

850. Triennial Examination of Ledger Cards.-At the end of 'every 
three years the ledger cards are examined, and the accounts in respect 
of which there have been no transactions from the beginning of the 
immediately preceding financial year are transferred to a register known 
as the Dormant ledger. Of these accounts, those which show no transac
tions for the past three years are classed as Dead and notified as such 
to the Postmasters. N'o ·deposit or withdrawal is permissible in the 
case of a. Dead account unless its reopening is formally sanctioned by 
the Postmaster. A dormant account, if a transaction relating to it 
appears in the journal within three years, is retransferred to a ledg\!I 
card. 
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851. GtYt)ernmen.t Securities.-To facilitate the investment of Savings 
13ank deposits in Government Securities, the Indian Post Office, acting 
as agent to the Government of India, undertakes the purchase, sale and 
·safe custody of securities on behalf of Savings Bank Depositors. The 
.Accountant General, Posts and Telegraphs, exercises on behalf of the 
.Auditor General in India the same authority in respect of the audit 
..of Government Security transactions as in the case of Savings Bank 
transactions. The audit and accounts work in connection with Govern• 
ment Securities is conducted in the office of the Deputy Accountant 
.Oeneral, Posts and Telegraphs, Calcutta. 

852. Cash Certificate transactions.-The transactions relating to 
/(Jash Certificates are entered in the Cash Account under a separate head 
:and accounted for by a special procedure. The Audit Office maintains 
:a Stock and Issue Register of cash certificates by denominations in re
-spect of each Head Office. On receipt of the duplicate copy of the invoice 
ior supply of cash certificates to the Post Office, the serial number of 
.each cash certificate is entered separately in the register. From the 
weekly lists, received from the Post Office, of cash certificates issued and 
, discharged, the week of issue or discharge as the case may be is posted 
:against the particular number appearing in the register. The issues 
:and discharges as posted in the register are then compiled in monthly 
!proof sheets and the figuxes agreed with those shown in the Head Office 
1balance sheet in which the monthly transactions of Head Offices are 
.entered in lump. 

853. Audit consists in seeing that details of the lists of cash certifi
·cates issued and discharged, received weekly from each head office, 
·work up to the totals entered in the monthly cash accounts, that all 
-discharges are supported by vouchers, that the amount payable on 
.ffischarge has been correctly calculated with reference to the date of 
:issue, and that the issue registers show that the cash certificates were 
:not previously discharged. 

854. The balances of cash certificates issued but remaining undis
·charged on the 31st March of each year, as shown in the balance sheet 
for each head office, are verified with the actual outstandings in the issue 

. and safe custody: registers, and all differences reconciled. 

855 • .Aocounts-General.-The finances of the Indian Posts and Tele
. graphs Department form part of the general finances of the Government 
of India. It is however a Commercial department in the sense that it 
is expected to meet its liabilities from its own revenues. The net profit 

-or loss of the year, after meeting all liabilities, merges in the general 
balance of the Central Government. The department is allowed a rebate 
of interest charges in respect of any surplus that it may earn, after 

:meeting an charges. On the other hand it has to pay interest to general 
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revenues on the amount of any deficit on the working of any year unt.il 
such time as a surplus becomes available to cancel this liability. 

856. &mganisation of the Acco-unts on Commercial lines.-With effect 
from the 1st April1925 the accounts of the Indian Posts and Telegraph& 
Department have been reorganised on a commercial basis and the im~ 
portant changes made as a result are :-

(i) The institution of a capital account to exhibit the value of 
the assets. 

(ii} The institution of a Depreciation Fund on a Sinking Fund plan 
built up from contributions charged to the Revenues of the
Department. 

(iii) The institution of Suspense Accounts linked up with the main 
Government Account, in which are recorded the transactions
relating to the purchase and consumption of stores, and the
transactions relating to manufactures, etc., undertaken in. 
Departmental Worh!hops. 

(iv) The opening, in the Government Ledger, of a head to exhibit· 
the true or commercial profit or loss on the working of the· 
Department. As t\ corollary to this decision it has been, 
ruled that the Department should bear all charges incurred: 
on its account in other Departments and should be entitled· 
to receive credits for all services renderedl,by it to other 
departments. 

857. Capital Account.-Tbe capital outlay of the department, in-
cluding that on renewals and replacements, is recorded under the major 
head" 56-Posts andTelegraphs-Capital Outlay not charged to revenue"' 
outside the Revenue Accounts. Such portion of the outlay on renewals 
and replacements as may be chargeable to the Depreciation Fund is 
subsequently transferred to the Revenue Account to which is credited· 
an equal amount transferred from the. Depreciation Fund. The re
constituted Capital Account started with the depreciated values of the
assets existing on 1st April 1925 and includes the total subsequent 
capital outlay on the acquisition or construction of new assets, and the 
total of interest-bearing advances obtained from GeneralRevenues for 
the rehabilitation of assets existing on 1st April 1925. The portion, 
of capital expenditure which the Government of India decide in each 
year to meet from Revenue is deducted in lump and transferred to a 
capital major head "18-Capital Outlay charged to Revenue" in the
Revenue Section of the Accounts. 

808. Interest is payable on the total at charge of the capital account-. 
whether financed from Loan Funds or from Revenue. 
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859. Accurate numerical records of all capital assets are maintained 
by the executive, and the Audit Office also maintains a series of financial 
registers connected with the Capital Account. · . 

860. Depreciation Fund Account.-The Depreciation Fund Account 
for the renewals and replacements of wasting assets is included in Sec
tion " P-Deposits and Advances '' of the Government Account. Credits 
to this Fund are made in accordance with the Sinking Fund principle, 
and comprise the annual provisions set apart from the Revenues of the 
Department and interest accruing on its balances. The debits consist 
of the appropriations made to meet the cost of making good depreciation 
i>f assets. 

861. Revenue Account.-Revenue realisation and revenue expendi
ture (other than interest charges) of the Indian Posts and Telegraphs 
Department are booked under the major head "XV-Posts and Tele
graphs " which is divided into a series of abstracts and sub-divided into 
~ number of detailed heads. The portion of the capital expenditure 
l(lhargeable in the Revenue Section of the accounts is explained in para
graph 857 above. It is important to note that a large amount of revenue 
expenditure of the Department relates jointly to two or, in common, 
:to all the three branches, namely (i) Post Office, (ii) Telegraphs including 
'Radio, and (iii) Telephones. The arrangement of the account is such 
-that receipts or expenditure relating solely to one branch are exhibited 
separately, while those relating to more than one branch are isolated 
ior subsequent apportionment between the branches concerned. 

862. The revenue account bears charges on account of contributions 
to cover depreciation 'and pensionary liability in respect of the employees 
of the Department. 

863. Inte:rest Charges.-The interest on capital at charge of the 
department is recorded under the major head "17-Posts and Tele
graphs-Interest on Capital Outlay". 

864. Profit and Loss Account.-In order to show in a concise form 
whether the working of the department shows a Commercial gain or 
loss, the Profit and Loss Account of the department is prepared annually 
·taking into account the gross Receipts and Working Expenses and also 
.inter-branch adjustments, interest on capital outlay, etc. It shows 
the results separately for the different branches, namely (i) Post Office, 
~ii) Telegraphs including Radio, and (iii) Telephones. With effect 
.from the accounts for 1929-30 the Profit and Loss Account of the non· 
.commercial activities of the Radio Branch are to be exhibited separately. 

865. Indo-European Telegraph Depattment.-The Indo-European 
Tele!!!aph Department is concerned with traffic passing through lines 
-and Offices situated in foreign territory, and performs two independent 
functions. It controls the system which links up the Indian Telegraphs 
·with the European system, and is a1:o responsible for part of the internal 
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telegraphic communications in Persia. Its system of telegraphic lines 
js divided int'l two portions, called the Persian Gull Section and the 
Persian Section, each under a Director stationed at Karachi and Teheran 
respectively. The head of the Department, the Director-in-Chief, is 
stationed in London and works under the direct control of His Majesty's 
Secretary of State for India. 

866. The receipts of this department are of three classes-(a) the 
receipts from local traffic over the departmentally-<~wned cables in the 
Persian Gulf and lines in India; (b) the share of foreign traffic from Persia 
to Europe ; and {c) the receipts in consequence of the Joint Purse diYi
sion of total receipts of the Indo-European Telegraph Department, the 
Indo-European Telegrarh Company and the Eastern Telegraph Com
pany, from foreign traffic between India and Europe. All receipts from 
local traffic in Persia are paid over to the Persian Government. By 
far the most important item in the income of the department is that 
mentioned against item (c) above. 

867. The expenditure on the working expenses of the Department is 
similar to that of the Telegraphs Branch of the Indian Posts and Tele
graphs Department, but the position is complicated by the fact that 
the Department maintains and uses under various agreements some lines 
which are the property of the Persian Government •• 

868. A further charge on revenue is the annual debit of a fixed sum 
as amortisation of the part of the capital expenditure included in the 
capital account of the Department either because it is irrecoverable 
from Persia or because it will cease to yield revenue after 1945 when 
the present agreement with Persia will cease. 

869. The accounts of this department aLso are maintained on the 
lines explained in paragraphs 855 to 864 above. 
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(()mmercial Actot·nting end Auditing, as applied to Government 
Concerns. 

870. Policy of Got£rMtU11t.-The fOlicy of the Government of India 
and of Pxovincial Governments in regard to their commercial enterprises 
is in the majority of cases not the earning of a pwfit. Many commercial 
ur.dertakings are started to ascertain whether the articles pro~osed to be 
n:anufactured can be manufactun:d in India and turned out at a pice 
V~hich would comrare favourably with imforted articles of a similar 
type. Other concerns are in the nature of service deFartments which 
distribute their outturn at cost to Government departments. 

871. The majority o.f Government commercial enterprises are manu· 
ftcturing undextakings. They pmchase raw materials for conversion, 
after FerhaFs going thwugh many pwcesses, into finished articles for 
issue to other Government Departments or for sale to the public. The 
raw materials differ so much in fo1m that no stenotyped systtm of 
accounting can be laid down as b~ing applicable to all cases. 

872. Initiation of commerc'ial accounts.-The resfonsibility for the 
introduction of a commercial accounting system rests with the Finance 
DeFartment of the Central or Provincial Government. When such 
action is proposed, whether on the advice of the Accountant General or 
otherwise, the Director of Commercial Audit is usually ·consulted. 

873. An accounting system to be of the greatest use must be framed 
in such a manner as will provide the management of these concerns with 
information as to the details of the transactions of the concerns as well 
as upon the results of the operations. Such information will be of pri· 
mary value to the administration. 

874. General Prir~eiples of Accounting.-Commercial accounting is 
the art of recording in books of account correctly and in a regular and 
systematic manner transactions relating to cash and stores. 

875. The objects are :-

(i) to have permanent records of all transactions, and 
(ii} to show the effect of each transaction and the combined effect 

of all transactions upon the financial position of a commercial 
concern. 

876. The General Ledger is the most important book in commercial 
accounting. Portions of the ledger called the Cash Book and Day Book 
are almost in>ariably bound up in separate looks for the sake of 
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convenience thourrh the totals of the accounts in these books are brought 
' t> ' into the accounts in the ledger proper. The whole of a concerns 

transactions. are entered from the books of original entry, namely Day 
Books and Journals, ·into the Ledger, but in a summarised and classified 
form. The Ledger is further _sub-divided into:-

(a) Creditors' ledger, recording the transactions of the concern with 
its creditors for purchases ; 

(b) Debtors' ledger, recording the transactions of the concern with 
its debtors for sales ; 

(c) General Ledger, containing accounts recording fixed and floating 
assets such as buildings, plant and machinery, fixtures, etc., 
liabilities, reserves, control accounts and accounts recording 
profits or losses, working and overhead expenses, and other 
items of income and expenditure. 

877. At the end of every trading period a Trial Balance is prepared. 
This consists of a classified list of balances appearing, at a given date, in 
the ledger or ledgers before the closing entries have been made. In 
extracting this list of ledger balances the debit and credit balances are 
eeparated by being placed in their different and appropriate columns. 

878. From this Trial Balance the 1\fanufacturing, Trading and Profit 
and Loss Accounts, and Balance Sheet, are prepared. 

879. A Manufacturing Account is an account drawn up to ascertain 
the cost of manufacture and deals with :-

(i) Cost of raw materials; 
(ii) Cost of bringing these materials to the fa.ctory; 
(iii) Cost of labour employed in converting these materials into 

finished goods ; · 

(iv) Expenses such as rent, rates and upkeep of factory ; 
(v) Repairs to, upkeep of, and depreciation on, buildings plant . 

and machinery ; ' 
(vi) Motive power. 

Items (i) to (iii) represent prime cost of production. 
Items (iv) to (vi) represent Works on-cost •. 

880. A Trading Account is a statement of account prepared for the 
purpose of showing what is the gross profit realised on uoods sold after 
charging the cost of rendering such goods marketable~ such cost con
sisting of proiuction and distribution expenses. Goois produced are 
transferred from the :llanufacturing Account to the Tra.ding Account at 
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cost, the theory being that production exists solely for the benefit of 
sales and that the selling department therefore takes over the facwry 
output at actual cost price. 

881. A Profit and Loss Account is a statement designed to show the 
amount of net profit earned. This account is credited with the gross 
profit carried from the trading account, plus items of revenue such as 
interest, collllll.ission and cash discount earned, and is debited with 
general administration and office charges, plus interest on capital. 

882. A Balance Sheet is a classified summary of the debit and the 
credit balances remaining in the ledgers after the Manufacturing and 
Trading and Profit and Loss Accounts have been prepared. On one side 

. it contains the assets of the concern, and on the other the liabilities, 
capital, reserves and the balance, if any, at the credit of Profit and Loss 
Account. Assets and Liabilities are usually stated in the Balance 
Sheet in the order of permanence, the fixed assets and liabilities taking 
precedence over the floating assets and liabilities. 

883. In addition to the records mentioned above, it is necessary for 
every manufacturing concern to maintain Labour records, Stores 
accounts and Cost accounts. 

884. Relation between Governme,.nt Commercial and General Accounts.
In those cases where the detailed accounts of Government concerns are 
maintained commercially, the details of the transactions do not in all 
cases appear in the regular Government accounts. In the case of those 
concerns which work under the rules in Chapter II of the Account Code, 
pro forma accounts are maintained outside the regular Government 
accounts, and the particulars taken from these P''o forma accounts to 
the regular accounts are determined by rule. In the case of other con
cerns, it is determined in each case what details of the transactions and 
workings shall appear in the regular accounts. 

885. Corm·nercial Audit.-Under Rule 9 (ii) of the Auditor General's 
Rules, the Auditor General is responsible for the efficiency of the audit 
of expenditure in India rrom the revenues of India, but he is responsible 
for the audit of receipts only when he is required by the Governor General 
in Council to undertake it under Rule 12 of the Auditor General's Rules. 
In the case of Government commercial concerns the Auditor General 
exercises his statutory responsibility through the Director of Commercial 
Audit. 

886. The duties of a commercial auditor commence when those of the 
accountant have been completed. The accountant and his stafi write 
up the books of account and prepare therefrom the half-yearly or annual 
statements known as the Manufacturing, Trading and Profit and Loss 
Accounts, and the Balance Sheet, which are eventually placed before 
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the auditor. In cases where the accountant is not competent to perform 
this work the auditor is usually called in to render assistance ; but the 
auditor's work in assisting the accountant is quite distinct from his 
duty as auditor. It is impossible to lay down rules or regulations which 
are applicable without exception to all audits; and auditors must, there
fore, use their own judgment whether the general rules given in text books 
are applicable to the audit in which they are engaged. 

887. An auditor has frequently to accept the results of what is known 
as 'Internal Control'. The following are examples of what are known 
as internal checks :-A periodical examination by the Superintendent 
of a concern of the cash book, vouchers or petty cash vouchers, including 
the additions of the cash book and petty cash book, and the balancing 
of the cash book periodically with the bank or treasury pass book ; 
a periodical examination of the debtors' accounts; the calling over of the 
postings of the Day Books and Journal into ledgers by clerks who have 
no duties connected with the writing up of these books and the postin; 
of them into ledger accounts; a system of continuous stock verification; 
or the checking of pay rolls by clerks who are in no way connected with 
the preparation of the rolls. 

888. It is an important part of an auditor's duty to scrutinise the 
system of internal control to see that it is adequate in itself and as inde
pendent in character as circumstances permit, and to assure himself 
that the system is being applied efficiently. The extent of the scrutiny 
to be applied should depend on the adequacy of the system of internal 
control and. on the completeness and accuracy with which it is being 
applied. 

889. Allocation of responsibility between the Accountants General and 
the Director of Commercial Audit.-In cases in which the civil Accoun
tant General and the Director of Commercial Audit both participate in 
the audit of aceounts, the responsibility of each of these officers is deter
mined by the application of the following two main principles:-

(i) Duplication of work should be reduced to a minimum; and 

(ii) The audit work should be so distributed between the Civil 
Accountants Gent>ral and the Director of Commercial Audit 
that each undertakes that which he is best suited to perform. 

890. Use of Manuals and Text Book-The subject of commercial 
accounting and auditing is so vast that it :S impracticable to deal 
furt.her with the subject in this Manual; and for a detailed study of the 
subJect a reference should be made to the :Manual of the Commercial 
Audit Branch of the Indian Audit Department, and to the various 
recognised text books. 
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CHAPTER 35. 

Test Audit and Inspection. 

891. Objects of lnspections.-Test audit and inspection undertaken by 
Audit fall under two main headings:-

(A) Local inspection to assure a Principal Auditor that the original 
data, on which the accounts and his audit work rest, are 
accurate, and to apply a test check to such of the vouchers 
and documents as are not audited centrally ; and 

(B) Local inspection to conduct a test audit of accounts falling 
under Rule 12 of the Auditor General's Rules. 

The necessity for undertaking inspections, and the procedure fol· 
lowed in such inspections, are explained briefly below. · 

(.A) INSPECTION TO TEST THE ACCURACY OF ORIGINAL RECORDS. 

892. Necessity for Inspection.-It" has been explained in Chapter 10 
above:-- . 

(i) that the accounts and supporting documents submitted for 
audit consist partly of the original records and partly of 
copies of the original records ; and 

(ii) that the audit conducted in a Central Office 'is largely dependent 
for its efficiency on the degree of care exercised by depart. 
mental officers over the accuracy of the original records from 
which the public account is built up. 

893. In order (i) to review such original records as are notlreceived 
by au~t, and (ii) to test the degree of care exercised by departmental 
authorities over the accuracy of such records and to see that they are 
properly maintained in the prescribed forms, audit undertakes to inspect 
them periodically. Opportunity is also taken at this time to apply 
a test audit to such accounts, vouchers, etc., as are not audited centrally 
or cannot be checked completely except at a local audit. 

S94. Offices coming under this class of inspection are Treasuries, 
Public Works Divisions, Post and Telegraph Offices, etc. Part of the 
work of the Outside Audit Department of an Accountant General's 
Office (which is treated under heading (B) in this Chapter) also fall 
strictly under the present heading (A). 
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895. I nspeation of Trea.rurie.~. *-Briefly the in<:!pec:tion of treasuries. 
by the Accountant Genera.l is conluctei as follows :-

(i) The pro'}eclure ob~~rve:l in the ex1minltion of cla.im'l . for 
payments of all kinds is ex~mined .to see whe~her.the ~ar1ous 
pre':lcribei che3ks are ex:ermse:lstrwtly ani w1th mt~llig?nce, 
whether the pres(lribed. registen are properly mlmhmei, 
and whether the Treasury Officer himself exercises the 
necessa.ry checb for which the rules hold him responsible. 
At treasuries which bank with a local head office or branch 
of the Imperial Bank of India, it is seen that the.procedure 
prescribed for observance by the Treasury Officer 18 followed 
correctly. 

(ii) It should also be seen-

(a) that arrangements for handling cash and other _vouchers 
and stocks of forms of bills, cheques and Public Works 
receipt books, are strictly in accordance with rules; and 

(b) that the arrangements for dealing with tenders of money 
a~d claimants for payments are businesslike. 

896. If, under the orders of the Auditor Genera~ the central audit 
of any class of vouchers paid at treasuries is relaxed and a test audit 
on the spot has been prescribed, this is conducted at the inspection. 
For this purpose, the original vouchers and other accounts documents 
requiring examination or verification are brought from the Audit Office, 
and the check of these documents, previously exercised by the Treasury 
Officer. is completely reviewed. 

897. The scope of the inspection of treasuries is extended to see, on 
behalf of the Controller of the Currency, (i) that the orders issued under· 
Rule 16 of the Devolution Rules regarding the custody and handling of 
treasure and the control of the balances are duly observed, (ii) 'that the 
atanding orders of the Controller of the Currency relating to coins, 
currency, and remittances of treasure are clearly understood by the 
Treasury Officer and his staff, and duly observed in practice, and (iii) 
that the registers and forms prescribed for recording the receipt and 
disposal of Securities are correctly maintained. 

898. lnspMtion. of Public Works Divis,:Ons.-Tha procedure followe(l 
for the conduct of inspection and test audit of the accounts of Public 
Worb Divi11ions is briefly as follows:-

(i) The accounts of one month are test audited with the initial 
accounts, and other account records kept in the 
divisional office, detailed estimates and contract agreement&. 
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(ii) The initial accounts of cash and stock, the measurement books, 
muster rolls, detailed accounts of works, transfer entry books, 
contractors' ledgers, and other account records for the entire 
period since the last inspection, are inspected and examined 
generally. 

(iii) The accounts of one or two selected works are examined in 
detail from the commencement, and all transactions are 
analysed, and, if necessary, compared with the details of 
sanctioned estimates, and with contract agreements, measure
ment books, accounts of st-ores, vouchers and other relevant 
documents. 

(iv) The results of the Divisional Accountant's inspection of sub
divisional offices, objections recorded in the Register of 
Divisional Accountant's Audit Objections, and generally the 
results of the Divisional Accountant's scrutiny as a primary 
auditor, are reviewed. 

899. In some provinces the accounts of rents and of stock and tools 
and plant are not submitted to the Audit office. In such cases these 
accounts are also test checked at the inspection. 

900, The inspecting officer does not confine his attention to the audit 
and inspection work detailed above, He avails himself of the oppor
tunity of assisting the officers of the Public Works Department with 
his advice in matters affecting the accounts or the financial regularity 
of transactions. He also finds scope for making valuable suggestions 
to the Accountant General in the direction of economy of the public 
money. 

901. Inspection of Posts and Telegraphs Offices.-The Deputy 
Accountants General in charge of Branch Audit Offices undertake a 
periodical inspection and test audit of the accounts of all disbursing 
officers under their respective jurisdiction. The inspection is 
conducted mainly to see that original accounts and papers 
represent facts, and that audit rules and requirements (specially in the 
matter of retrenchments) are carried out. To this end one month's 
accounts selected by the Deputy Accountant General are test audited, 
hut the cash book is examined generally in all its details in respect of 
the entire period which has elapsed since the last inspection. 

902. The procedure prescribed in paragraph 896 above regarding the 
test audit locally of certain classes of vouchers is also followed by the 
inspection staff of this department. 

903. Whlle inspecting Telegraph Engineering Divisions the inspecting 
Officer has to analyse completely and examine the accounts, since the 
commencement, of any one major work or two minor works selected by 
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the Deputy Accountant General. For this pllrfose the inspecting office:r 
takes with him the schedule dockets and vouchers relating to such works .. 

(B) TEST AUDIT OF ACCOUNTS FALLING UNDER RULE 12 OF THE 

AUDITOR GENERAL'S RULES. 

904. Necessity for inspection.-The main purpose of the inspection 
by Audit of offices falling und_er paragraph 891 (B) above is to: conduct 
a test check of the accounts for a particular period, in the discharge of 
the responsibility imposed on the Auditor General under Rule 12 of the
Auditor General's Rules. 

905. Tesf audit by the Outside Audit Department of an Accountant. 
General's office, and test audit bv the Examiners of Customs• Accounts 
and of Government Presses, comr: under this category. · 

906. Inspection by the Outside .Audit Depa.rtment.-The Accountant 
General undertakes locally the audit of the initial accounts maintained 
in many Government institutions and offices in cases in which central 
audit is not feasible. For this purrose he has under him peripatetic 
parties which travel about the country and conduct test audit. The 
Province is divided into circles, one circle being allotted to each 
Inspecting party. Each party is in charge of an accountant who is 
responsible for the test audit of the accounts in the circle allotted to
him. 

907. The classes of accounts with which this staff deals are so varied 
that, before taking up an inspection, the inspection staff has to study 
the system of accounts and books prescribed, to see why they have been 
prescribed, and how far they fulfil the desired end. 

908. A study of Appendix 14 of the Audit Code will show that a large 
number of the audits conducted by the outside Audit Department fall 
under Rule 12 of the Auditor General's Rules; but it should be noted 
that the same staff is employed also on audits falling under heading (A} 
of this Chapter. 

909. Inspection by the Exarm'ner of Government Press .Accounts.
The Examiner of Government Press Accounts is responsible for the audit 
of the accounts of the Government Presses, Stationery Offices in 
Calcutta, Madras, Eombay, Banki.rore, Rangoon and Peshawar and 
Books Depots (except Bengal). ' 

9.10. Ea~h of the audit parties und~r him is in charge of a senior 
Aud1tor asststed by Junior Auditors. Test audit is applied to the 
accounts of any one month selected by the Senior Auditor. 
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911. The audit of Press Accounts involves the following items of 
work which are peculiar to this branch of audit and are additional to 
t~ose of an account office in the ordinary line:-

(i) System of Cost Accounting; 

(ii) Overtime and attendant audit; 
(iii) Price audit; 

(iv) Audit of outside printing work ; 

(v) Audit of annual accounts of Presses including pro forma and 
Depreciation Fund Accounts. 

91;2- The audit of items (i) to (iv) requires a special knowledge of the 
working of the different branches of Presses in all their details. The 
store accounts also have special features and their audit requires corre
s~nding special knowledge. The ·practical methods employed in the 
~erent Government Presses vary in some respects according to the 
VIew of the Superintendent in charge, and these have to be studied with 
reference to the varying local conditions. The Manuals of the various 
local Presses also have to be studied as these lay down the system of 
working, the rates of payment for the different classes of work, and 
the methods of commutation of the value of the several items of 
work, 

913. Test .Audit by tke Examiner of Customs .Acccmnts.-Whereas 
the audit of expenditure of Custom Houses is conducted by the local 
Accountant General, that of receipts, which under Rule 12 of the 
Auditor General's Rules has been entrusted to the Audit Department, 
is carried out by the Examiner of Customs Accounts. . 

914. The Examiner visits each of the major ports once in two years, 
and conducts on the spot a statutory test audit of receipts. This test 
audit comprises a check of a percentage of the various classes of receipts 
including refunds and drawbacks, an examination of the procedure 
intended to safeguard the revenue, and a review of the concUITent audit 
done by the local Audit Branch under the Collector of Customs. A 
report is made to the Central Board of Revenue on the results of the test 
audit of each Custom House. 

915. The above procedure does not, however, apply to the Calcutta 
Custom House. As an experiment in connection with the Separation of 
Accounts from Audit, a Pay and Accounts Office has been constituted in 
that Custom House. The audit of expenditure, as well as the test audit 
of receipts, is conducted there by the Assistant Examiner of Customs 
Accounts who works under the supervision of the Examiner. His test 
audit of receipts is on the same lines as those adopted by the Examiner1 

but it is done concurrently and embraces a greater percentage of the 
receipts. The results of the audit are communicated through notes and 
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objection memoranda, and any points on which the Examiner and tb 
Collector of Customs fail to agree are reported to the Central Board 
of Revenue for orders. 

916. The test audit conducted by the Examiner of Customs Accounts
is of a technical nature, and the staff has to acquire an adequate know· 
ledge of the Sea Customs Act, of the important cases decided thereunder, 
of the rulings of the Government of India and of the Central Board of 
Revenue, and of the procedure, both executive and office, in Custom 
Houses, as well as some knowledge of trade and commercial practice. 
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CHAPTER 36. 

Separation of Accounts from Audit in Theory and Practice. 

917. Separation in its relation to Audit.-It was explained in para
graph 65 that the separation of Accounts from Audit was advocated on 
two main grounds. That relating to the requirements of financial con
trol was treated in Chapter 4. 

918. The main features of the procedure, where the work of Ac· 
()ounting and Auditing are still combined, have been described in Parts . 
II and III and in the preceding Chapters of Part IV. Having now 
studied the main principles and methods of Audit, we are in a better 
position to consider in this Chapter the arguments for and against Separa. 
tion from the Audit point of view. Before considering these, it is desir
able to give a brief outline of the general principles under which work 
is conducted in the separated Accounts Offices. 

919. Working arrangements.-The arrangements described below 
are given mainly in the form which the Separation Scheme takes in a 
Governor's Province ; but the same general principles apply to Central 
Pepartments also. 

(a) To each large Department and to each Group of smaller De
partments is attached a Pay and Aucounts Office, the head 
of which is a Gazetted Officer entitled the Pay and Accounts 
Officer. 

(b) These offices are placed, as far as possible, in or within easy 
reach of the office of the head of the Department concerned. 

(c) Bills for payments debitable to the Department, instead of 
being presented at the Treasury, are sent to the Pay and 
Accounts Officer who scrutinises them before paying the 
amounts by cheques, at the same time debiting the charges 
in the accounts of the Department. The Treasury then 
becomes merely a counter for the receipt and payment of 
money. 

(d) The original compilation of the accounts of each Department 
is made by its own Pay and Accounts Officers, and the 
compilation of the accounts of the whole province is carried 
out in a Central Accounts Office under an Officer who is the 
immediate superior of the Pay and Accounts Officers, this 
Officer in turn being directly subordinate to the Finance 
Department of the local Government. 
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(e) The Budget and the Revised Estimates of each Department are 
prepared by the Pay and Accounts Officer of that Depart
ment, and are then sent to the Finance Department which 
is responsible for their check and final acceptance and for 
the preparation of the Demands for Grants. 

(/) The Statutory audit of these accounts is carried out under the 
control of the Auditor General by an officer of the status of 
an Accountant General (designated the Director of Audit) 
and a gazetted and a non-gazetted staff working under him. 
The audit is carried out partly in the Pay and Accounts Offices 
and partly by local inspection of the subordinate Executive 
Offices. ~ 

920. Arguments against Separation.-The arguments against a separa
tion and in favour of the retention of the combined system may be 
summarised as follows :-

(a) The system of scrutiny before payment described in paragraph 
919(c) caunot be universally applied. For example, in the 
case of contingent expenditure, such scrutiny must generally 
be limited to a check of lump sum imprests paid to local 
officers ; and in the case of the Public Works Department 
and of certain Central Departments (as for example the field 
parties of the Survey of India) there are difficulties in 
enforcing scrutiny before payment except where the unit 
whose bills require payment is centralised in a limited area. 

(b) The compilation of accounts in an Accountant General's office 
could be, and in fact has been, speeded up in such a. way 
that figures of progressive expenditure can often be ready 
for use within a few weeks of the date of payment, and this 
would be sufficient for the greater part of the year. 

(c) The system of separation must inevitably involve an increase of 
expenditure. Accounting work as carried out in a number 
of Pay and Accounts Offices will probably cost as much as 
the total staff of an Accountant General's office which carues 
out both accounting and auditing duties, and the cost of 
the super-imposed audit under a separation scheme is there
fore an additional item of cost. 

(d):The separation involves two processes of audit, the first being 
the prior scrutiny in the Pay and Accounts Offices and the 
second the test-audit by the statutory audit staff. 

(e) The test-audit staff, being less in touch with the Executive 
than und€1 the present system, will be less ad,rantageously 
Flaced than at present for the conduct of higher audit in
vestigations. 

It 
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(f) The accounting staff under separation will be entirely provin
cialised and will be controlled by the Provincial Government. 
There is a risk that, if they are the servants of the local Gov
ernment, the Accounts Officers will be less free to criticise 
the Executive and to check extravagance than the present 
Accountant General's staff which is independent of the local 
Government and under the sole control of the Central Gov-
ernment. -

(g) The help which the Accountant General is able to give, under 
the present system, in the preparation of budgets and revised 
estimates, is adequate. 

921. Arguments in favour of Separation.-The arguments put for
ward by those who favour separation can best be stated by contrast
ing them with the arguments given in the last paragraph against separa
tion:-

(a) The system of scrutiny before payment has certain essential 
advantages over the present system :-(i) It provides a 
check of accuracy of claims before money is disbursed, and 
(ii) It makes available for accounting purposes the figures 
of disbursement at the time the cheque is issued. Even if 
scrutiny cannot be l).D.iversally applied before payment, 
(which is a point which can only be settled after further 
experiment), the benefits of the system should be reaped 
wherever such preliminary scrutiny is possible in practice. 

(b) Where scrutiny is carried out before payment, the figures of 
compilation can be worked out on the basis of the cheques 
issued, and there is therefore no delay at all in the compila
tion of up-to-date figures of expenditure. The introduction 
of machine-accounting methods makes it possible to pre
sent daily compiled accounts including all the transactions 
of the previous day. The system of preliminary scrutiny, 
therefore, eliminates the delay in the collection and com
pilation of bills from all treasuries in the Province. 

(e) Additional expenditure is an inevitable corollary to the increase 
of power and responsibility granted to local Governments 
under the Reforms. The present accounting system is 
inconsistent with the new constitution of India ; and the 
increase of expenditure which is required to ensure to Pro
vinces a proper degree of control over their own finances is 
only one of many such increases which result logically from 
the principles involved in the Reforms. 

(d) Admittedly separation involves two processes of audit. The 
alternative, however, if the departmental authoritieF~ are 
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to exercise proper financial control, must involve two pro• 
cesses of accounting. It is argued that the latter is wasteful 
whereas an increase of effective audit is never wasteful and 
(whether in its tangible results, or in its moral and prevent
ive effect), is calculated to produce savings which to some 
extent pay for its own cost. Moreover separation ensures 
an independent check (which at present does not exist) on 
the efficiency of the system of accounts and on the accuracy 
of accounting ; such independent check on the accounts them· 
selves being as necessary as an independent audit of the 
vouchers from which the accounts are built up. 

(e) Audit will be more efficient when it is relieved of the large amount 
of routine work which is at present contingent on its res
ponsibility for the compilation of accounts, and is placed in 
the theoretically desirable position of a critic of the complet
ed work of others. It can then concentrate on more im
portant enquiries and investigations, and on the efficiency 
of the system of internal check by the accounting authorities. 
It is kept in touch with the Executive through the local 
inspections which are an essential feature of the scheme, 
and by its close contact with the Pay and Account Offices, 
which largely identify themselves with the Executive. 

(f) The accounting staff under separation works immediately under 
the control of the Finance Department, whose function it 
is to check extravagance and to control the expenditure of 
the Executive. It is therefore not reasonable to argue that 
a Pay and Accounts Officer under the new system might 
be tempted to abstain from his duties of criticism and check. 

(g) The Pay and Accounts Officers, having each to deal only with 
their own departments, are more closely conversant with the 
needs and difficulties of those departments, and can there· 
fore prepare their Budget and Revised Estimates more 
effectively. 

:922. Effeds of the Experiment.-It is claimed that, where the ex
periment of Separation has been effectively tested, the benefits theo
retically propounded in the last paragraph have actually been realised 
in practice. In fact, the larger the bulk of the transactions, the great
er has been the proved benefit of the Separation in enabling Audit to 
effect radical improvements by concentrating on the larger issueo; and 
it is in recognition of this fact that the Secretary of State has accepted 
finally the Separation of Accounts from Audit in the Army and the 
Railway Departments. 

K2 
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923. On the Civil side, however, the Separation, where it has been 
introduced, is still " experimental " both in Provincial and Central 
areas ; and it must continue to be so until the lines of the further Con· 
stitutional development of India are determined. 

924. It therefore remains only to consider briefly the extent and 
nature of the audit applied in the Separated Audit Offices. 

99..5. Extent of Audit in Separated Offices.-The extent of such audit 
must be sufficient to enable the Auditor General to carry out his statu· 
tory responsibility for the efficiency of the audit of expenditure in India. 
from· the Revenues of India. It has, however, been explained that 
the internal check applied in the Separated Accounts Offices ought to 
and does effect an improvement in the accuracy of the bills, vouchers 
and accounts generally, and in securing a greater degree of compliance 
with financial rules and requirements. 

926. It follows therefore that, with the progress of such improvement, 
it ought to be feasible to reduce the Auditor General's audit by degrees 
to quite a small test-audit aimed mainly at enabling the Auditor General 
to certify to the efficacy of the internal check conducted. 

927. Naht·re of Audit in Separated Offices.-The nature of the audit is 
therefore so designed as to test in turn, as far as possible, the whole 
range of the activities of a Government or Department in such a way 
that, unless the internal check is thereby found to be defective, the 
accuracy of the specimens tested may be taken as adequate evidence of 
the accuracy of the whole. This will best be shown by giving a. brief 
account of the nature of the audit conducted in some of the Govern· 
menta and Departments in which separation has been introduced 
either experimentally or finally. 

928. The system of separation of Arcounts from Audit has been 
applied experimentally on the Civil side to the accounts of the United 
Provinces, the North West Frontier Province, and certain Civil De· 
partments of the Government of India. · In the case of the accounts 
of the Railway and Military Departments it has passed the experimental 
stage and has been finally accepted. 

929. Nature of audit appl;ied by the Direct01 of Audit, United Pro· 
V'inces.-The audit applied is in the nature of concurrent test audit of 
a percentage of the accounts transactions each month. The test-audit 
is conducted on the lines applicable to the audit of expenditure in 
general, as explained in Chapters 13 to 17. 

930. The system of applying the audit checks is not stereotyped, 
and new methods are tested from time to time. One of the tests is 
designed to ensure a fairly full audit of the accounts of one month in 
each half year, coupled with a full audit of the transactions of the March 
Final and subsequent transactions. 
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931. Nature of audit applWl by the Direcror of Railway Audit.-'fh;e 
nature and extent of the audit applied by the Director of Railway Audit 
has been explained in Chapter 32. 

932. Nature of Audit applied by the Director of Army Audit.-The 
experiment which led to the present system of Statutory Audit of the 
accounts and financial transactions of the Milita.ry Department was 
different both in its genesis and in its development from the experi
ments on the Civil side and in the Railway Department. This difference 
was the result mainly of the pre-existing :Military Accounts system, in 
which there were no combined offices of Audit and Accounta subordinate 
to the Auditor General. The whole of the Accounting and internal 
audit work was conducted by the Military Accounta Department ; and 
Statutory Audit was merely superimposed upon this organisation in 
order to enable the Auditor General to carry out his statutory duties in 
regard to the audit of the Army, Marine and 1\Iilitary Works expendi
ture. 

933. Prior to 1925, the experiment was in the following form. 
There were three Deputy Auditors General for Military Audit duties, 
one at Army Headquarters, one for the Northern and EasU::rn Com
mands, and one for the Southern and Western Commands. 'l'he work 
of the Deputy Auditors General of Commands consisted in an exhaust
ive inspection, and test audit of the work done in each Command and 
District Office of the .Military Accounts Department in turn. The 
Deputy Auditor General at Headquarters audited the sanctions of the 
Government of India in the Army Department and controlled and watch· 
ed the progress of audit in the Commands. 

934. From the year 1925 onwards, the test-audit of these accounta 
has been conducted by the Director of Anny Audit assisted by two 
Deputy Directors and two Assistant Directors, the latter four Officers 
being allotted to the four Commands. · 

935. The Director of Army Audit, in addition to controlling the 
work of his Deputies and ABl'istants, audits all sanctions of the Army, 
Marine and )lilitary Finance Departments, scrutinises all Codes and 
Regulations issued for the use and guidance of the Military Accounts 
Department, and prepares annually a Report on the Appropriation · 
Accounts of the Anny Department, the Military Engineering Servieta 
and the ~Iarine Department. 

936. The audit in the Commands is conducted concurrently to see 
that the accounts of the Army, as included in the Finance and Revenue 
Accounti, are a correct presentation of facta, and that they repreaent 
money that has really been spent in the manner in which it is shown to 
have been spent. 
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937. The test audit may be broadly divided into (i) Stationary 
Audit, and (ii) Local Audit. 

938. In the office of each Controller of Military Accounts there is 
a stationary audit staff which tests the work done by the office of the 
Controller. The test audit is applied to the Accounts of one month of 
each of the heads of the accounts, different heads being selected for 
different months. ~ 

939. It will be clear that the examination of all the heads of account 
in turn, together with the tracing and scrutiny of the vouchers from 
which they have been compiled, and the pursuing of the accounting 
through the Sectional and Consolidated Compilations to the final Com-. 
pilation of the Army Accounts, must ensure that all classes of original 
vouchers and of accounting processes are in turn test-audited. 

940. The detailed procedure for the audit of any one head of account 
is briefly as follows :-

The first stage of test audit is the verification from tho vouchers of 
the figures in the accounts books of the office of the Controller of Mili
tary Accounts. The process of this verification is as follows :-

(i) The verification of the consolidated figure against the sectional 
. compilationa. ; . 

lii) The tracing and obtaining of the vouchers from which the 
sectional compilations have been posted ; 

(iii) The distribution of those vouchers to the Routine staff ; _and 

(iv) A complete verification of the sectional compilation figures 
against the vouchers. 

941. The seuond stage is the audit of vouchers against ru1es and 
orders. These require special study ; and the audit staff should there
fore have detailed knowledge of the following, in addition to the Codes 
detailed in Chapter 25 :-

(i) Pay and Allowances Regu1ations, Parts I and 11. 

(ii) Military Account Code. 

(iii} Military Engineering Services Account Code. 

(iv) Regu1ations for the Army in India. 

(v) Regulations for the ~lilitary Engineering Services 

(vi) Financial Regulations for the Army in India. 

(vii) Passage :Regulations. 
(viii) Military Audit C::>de. 

(ix) Royal Warrant. 

(x) King's Regu1ations. 
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(xi) Indian Army Act. 

(xii) Army Act. 

(xiii) Cost Accounting Instructions. 

:U13 
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(xiv) Army Instructions (India) and India Army Orders issued from 
time to time. 

942. Test-auditors should also acquire a sound knowledge of the 
nature of the expenditure which they are test-auditing, of the con· 
stitution and functions of the Military Accounts Department, and of 
the general organisation of the Army. It is at this stage of audit that 
the opportunity occurs for the application of higher audit principles. 

943. The duty which falls to the test audit staff when conducting 
audit locally is to visit combatant units, arsenals, supply depots, re· 
mount depots, dairy farms, hospitals, and other formations, and to 
test those of their original accounts records which are not submitted to 
the Controller of Military Accounts but are checked locally by a staff 
deputed by him for the purpose. This work resembles that done by the 
local inspection staff of a Civil Accountant General, as described in the 
preceding Chapter, with this difference that the Military Test Audit 
Staff not only reviews the work of the units and formations themselves, 
but also conducts a statutory audit test-check of the non-statutory audit 
which has already been conducted by the Military Accounts Depart
ment. 

944. Conclusion.-It is interesting to note that, where separated 
Audit has been introduced in India, its working approximates fairly 
closely to the procedure in England. Within each department the 
officials concerned with finance may be grouped generally as (i) the 
collectors, (ii) the spenders, and (iii) the financial controllers and ac
countants. These three groups are interdependent, and often overlap 
each other. Outside this departmental organisation there exists an 
indeprndent authority, the Comptroller and Auditor · General, who 
conducts a test audit of the tramactions of the spenders and reviews the 
internal financial control exercised over them within the department 
and the correctness with which their financial activities are brought to 
account. The position in India, where separation has been effected, 
is closely parallel with the exception that the accounts in India are main· 
tained,. not by departmental accounting officers, but by offieers who are, 
pnmanly at any rate, servants of the Finance Department. 
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PART V. 

The Accounting Processes leading up to the Finance 
and Revenue Accounts and to the Technical 
Accounts. 

CHAPTER :rt. 
Allocation of Expenditure b~tween Cspital and Revenue Accounts. 

945. Accounting processes in the Account Office.-The general processes 
of the preparation of initial accounts and their submission to the Account 
Office have been described in Part II; and it is now necessary to deal 
with the accounting processes in the Account Office. The essential 
preliminary to the accounting of Government transactions is the cl.assi· 
ficat.ion of each item of receipt and payment according to the official 
head of account to which it relates; and the general principles and pro· 
cedure of classification have been described in Chapter 11. 

946. CazJital and Ret•enue Accounts.-Some departments of Govern· 
ment, such as Railways, and Indian Posts and Telegraphs, are conducted 
on a commercial basis, while the operations of other departments of th6 
Administration sometimes include undertakings of a quasi-commercial 
character, such as an industrial factory or a dairy farm. •ro indicate 
adequately the financial results of such undertakings, the maintenance 
of Capital cs well as of Revenue Accounts is necessary; and it is an 
important part of classification to allocate transactions correctly as 
between the~e two categories. The present chapter deals with the 
principles of such allocation. · . 

947. PrelimiMry investigations.-Just as a merchant will not embark 
on any new venture until he is satisfied that it is going to pay him, so 
it is incumbent on the responsible officials of Government, before decid
ing on any large scheme or project of a purely commercial nature, to 
" count the cost" and satisfy themselves that the revenue to be derived 
frotu its working, after meeting all expenses connected with its opera· 
tion, maintenance and upkeep, will suffice, at least, to repay the interest 
on the capital expended on it. 

948. An essential preliminary to embarking on such a project, then, 
is an estimate of the capital expenditure to be incurred in connection 
with it, and of the probable gross revenue which will be realised from 
it after it is start~d. This information enables the authority who has 
power to sanction the scheme to determine whether sanction should or 
should not be accorded. 
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919. Distinction between Capital and Revenue. Expenditure.-The 
success of a commercial undertaking is determined by the percentage 
o! t.he ~et profits to the capital expenditure. It is essential then to 
dtstmgmsh correctly expenditure which is debitable to Capital and .to 
~evenue Account, r.espectively. To m~ke this distinction correctly 
as one of .the ~ost Important duties of the accounting authmity, as 
any error m tb18 respect will falsify the whole of the results of commer
oill accounts. Mr. Dicksee, in his Treatise on Auditin(J' draws this 
distinction as follows :- o• 

"ShorUy state1, the question oa.n in any event be answered by finding the answer 
to the following question: Has the particular expenditure incurred in any individual 
case been incurred for the sake of improving the earning capacity of the undertaking! 
If the answer to this question is in the affirmative, then, and to that extent, the expen· 
diture in question is Capital expenditure. But if it has only had the effect of putting 
the earning capacity of the undertaking upon the same footing as that which had pre
'rionsly obtained (and which has since declined by the ordinary process of wear and tear, 
or the efliuxion of time, in respect of which no provision has been made) it must be 
charged against Revenue. The pNcise meaning of this latter qualification is that the 

.mere renewal of wasting a.ss~ts, not otherwise provided for, cannot be called Capital 
exp3:tditure, but that any extension, or the acquiring of fresh assets, is in the nature 
ol Capital expenditure." 

930. E:tJlt:~&diture of a Capital nature.-It is obvious, then, that the 
.whole of the initial expenditure •in .connection with the formation of a 
B3heme prior to its being opened for regular working must be reckoned 
as Capital expenditure, but that the Capital expenditure on the scheme 
does not cease with the closing of the Project Estimate. That estimate 
marely provides for the formation of the scheme and the consequent 
c;>nstruction or acquisition of assets to meet the needs incidental to 
its working, as anticipated at the time of its opening, but does not take 
into account the additional expenditure required for the extension of 
the scheme or for the acquiring of fresh assets. Thus for example, 
in the case of a Railway, as the traffic expands, the need for additional 
facilities increases, and, the process being in the majority of cases con• 
tinuous, the Capital account of the Railway is never actually closed, 
but additions are made to it from time to time in respect of extensions, 
alterations, and substantial permanent improvements which add to 
the original value or durability of the property. 

951. Expenditure chargeable to Ret•enue Acoount.-With effect from 
the date of the opening of the business of an undertaking, a separate 
set of Revenue accounts has to be kept up in additit'ln to the Capital 
accounts previously mentioned, and thereafter in the preparation of 
estimates, the alloJation of bills, and the final record of expenditure 
in the accounts, a clear distinction has to be drawn between expendi
ture of a Capital nature, such as is mentioned above, and expenditure 
eharO'eable to the Revenue ll.llcount, which ma v be said to consist of 0 . 
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expenditure incurred in replacements, repairs, renewals and deprecia· 
tion of fixed assets, and al£o the current expenses for carrying on the 
business, such as salaries of establishment employed on earning revenue 
and other incidental expenses, such as rents, rates, c.arriage, insurance, 
etc. 

952. Hard and fa...st rules impossible.-The foregoing statement of 
the case gives only the general principle, which is applicable to all GoY• 
ernment Commercial Departments or undertakings. It is quite impos· 
sible to draw a hard and fast line between what is debitable to the Capital 
and what to the Revenue Account. Cases may arise in which a work 
of replacement partakes of both a capital and a revenue nature; and 
this makes the question of allocation specially complicated. 

953. Rules for Railwa.ys.-In the case of Railways, the practice, which 
was until recently followed in allocating between Capital and Revenue 
the expenditure on renewals and replacements, was based on the prin· 
ciples and rules promulgated in the Secretary of State's Despatch No. 17, 
dated 9th March 1864, the relevant portions of which are quoted below :-

(a) "There can be no doubt that the expenses of an additional length of Railway, 
of the doubling of an existing line, of the original construction of any work 
including that of those intended to he only temporary, as well aa of all addi
tions to existing works, ought to be charged to the Capital account." 

(b) "When new lines form a. junction 'llith an existing Railway, the expense of 
the junction, and all its concomitant appliances of stations, sidings, signaiP, 
etc., is properly chargeable to Capital account and the cost should te di
vided, in such proportion as may be fair, between the two Railways for wl:rse 
mutuaJ and joint benefit the junction is made." 

(c) "The cost of additional stations and of any important building, not previo1;sly 
contemplated which is added to an existing stat.ion, sl:ould l:e charged to 
Capita.! account." 

(d) "The cost of maintaining in a proper condition the works when completed 
must be charged to the Revenue account, but if any extraordinary casualty 
should occur such as the destruction of a bridge by flood, the case must be 
regarded as exceptional, and the cost of construction or replacell'ent must 
be charged to Capital or Revenue, or divided between them, as may be deemed 
proper, according to the circumstances of the case." 

(e) "In relaying rails, if the original rails have pro'l"ed too light and additional 
strength in weight of iron or steel be required, the Capital account ah•JU!d 
bear t.he difference between the cost of the new and improved rails and that 
of repla.cing the old rails by rails of similar character, Re•enue being charge· 
able for relaying and all other expenses. The s.a.me principle should be ap· 
plied t{) replacing by iron sleepers those of wood origina.lly laid do'Wil." 

r f) .. In the l(l('OIDOtive stock, Capital ought to be&r the first expense of any addi· 
tion which may be made to the existing stock and of any important impro'l'e· 
mentor alteration which may be made in the sa.n:e, a.s well a.s of machinery 
which is absolutely new, and not merely in replacement of old : but all re
pairs and lfss important alterations of the existing st.ock of engines, ra.r
ria.ges or wagons already paid for and handed O'l'er for working purpo~~e~ 
should be ch&rgt>d to Re•enue. The rolling stock and plant, after bein~ 
rnce paid for from C.a.pit.a.J, mutt be kept by Re'l'enue to its full t'ompleme;;~t. 
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(g) "In no ca.se should the cost of mere appurtenances of stock, after the open· 
ing of a line, or of a charge such a.s the substitution of one mode of lighting 
for another, whether in engin€8, carriages, stations, or signal lamps, the cost 
of which ha.s already been paid for out of Capital, be admitted as capital 
e3.penditure. These properly belong to the traffic Revenue account." 

954. The actual operation of the above principles has since been 
frequently discussed and the rules have, on occasion, been elaborated, 
and moiified. In the case of company-worked Railways, their strict 
application has sometimes been relaxed to meet the terms of contracts, 
Fo~mulm were devised for measuring the extent of betterment and the 
co:>.sequent proportion of the charge for replacement which should be 
met fro:n capital funds. As developed and applied in practice, the 
brold principle has been that revenue should pay for the cost of re
placing and renewing property to the same standard of effectiveness 
as was first provided out of capital funds; and that the cost of genuine 
betterments only, whether determined by a formula or by more gener~l 
considerations, should be met by capital. 

955. Depreciation Fund.-The question of allo:Jation was again 
bro·1ght to the front during the consideration of the scheme for estab
lishing a Depreciatio). Fund fo'l' Indian Railways as reco:nmended by 
the Railway Finance Co:nmittee of 1920. It was found at a very early 
stage of the discussio"!ls o:>. this matter that the creation of a Deprecia
tion Fund fo'lnded, not 0:1. the original co:>t of the property, but on · 
the expenditure which would have to be incurred at some future date 
to replace the property in a like standard of effectiveness, involved 
difficulties and co:nplicatio:J.S which would render the working of the 
fund all but impracticable. This led to the adoption of a principle of 
allo~tion based entirely 0:1 the origina.l cost of the property to be re
placed. This has greatly simplified the problem of allo:Jation and the 
establishment and maintenance of a Depreciation Fund. This prin
ciple of 'o~iginal colt' is no~ inconsistent with the canons of commer
cial accounting, as the cardinal requirement of such accounting is that 
Revenue shoJ.ld pay or provide a fund fo~ the adequate replacement 
of all depreciation of prope.rty. · 

956. On the separatio'l of Railway from general finance, a Railway 
Depreciatio:t Fund was established with effect fro:n the 1st Aprill924, 
to provide for the co3t of renewing all wasting assets with the excep
tion of formations, fencing and ballast; and revised rules of allocation 
based 0::1 the "o:-iginal co>t" principle have been promulgated from • 
that date. Under these rules, when an article (or work) is replaced at 
more than the o:-iginal co>t, the extra co1t is charged to capital; and 
co::tversely when an article is replaced at less than the original cost, 
capital is reduced by the difference between the original coJt and the 
cost of replacement. In bo~h cases, the full original co3t is charged to 
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revenue, the actual charge to revenue being spread over the period of 
the assumed normal life of the asset by means of the annual contribu
tion on its account to the Depreciation Fund. The annual contribution 
to the Depreciation Fund is a final charge against the revenues of the 
year, irrespective of what the payments from the fund may be. The 
effect of this rule is that, when an asset is replaced or abandoned or 
discarded before the expiry of its assumed normal life, the cost at debit 
of capital is written off to the Depreciation Fund which continues to 
receive credit on its account until the expiry of its as<;umed normal 
life. 

957. The new rules of allocati()n of expenditure on renewals and · 
replacements, and the arrangement for the Depreciation Fund, could 
not, however, be introduced in State Railways worked by companies 
so long as the present contracts remain in force. In these Railways 
the actual expenditure on renewals, etc., is charged against Working 
Expenses. 

958. Minor works, and temporary and experimen~al wor~es.-A.s an 
exception to the general rule, the cost of any work estimated to cost 
not more than a stated sum, as well as the cost of all temporary and 
experimental works, are charged to revenue. 

959. Capital receipt.s.-Capital receipts arise l.U8mly from the sale 
or disposal of assets already charged to the Capital accounts, and are 
therefore treated as a reduction of capital expenditure. In the case 
of Railways, these consist mainly of Capital raised by Companies work· 
ing State Railways towards oatlay on tho3e Railways. 

960. System in lndi.an Po.~ts and Telegraphs Department.-A ·com
mercial system of acco11nts has been introluced in the Indian Posts 
and Telegraphs Department with effect fro.:n the year 1925-26. Block 
accounts have been prepared showing the present value of existing . 
assets. The valuation Reports revealed that the amount of 'expired 
capital outlay' on April 1st, 1925, was very consider-able, and that assets 
representing an appreciable amJunt of expenditure have been lost or 
abandoned in the past. A Depreciation Fund, contributions to which 
are made on a Sinking Fund plan, has also been instituted, but the Fund 
bears the C03t of replacements to the extent of the depreciation accru· 
ing after April 1st, 1925, only, while the balance of expenditure which 
corresponds with the expired capital outlay on Aptillst, 1925, is met 
by interest-bearing advances from General Revenues. 

961. Special rules for Irrigation works, etc.-Al!. regards the projects 
lor Irrigation, NaYigation, Embankment and Drainage Works, the 
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following rules are observed in deciding whether an item of expenditure 
should be charged to Capital or to Revenue account:-

{a) Capital bears all charges for the first construction and equip
ment of a project, as well as charges for maintenance· on 
sections not opened for working, and charges for such sub
sequent additions and improvements as may be sanctioned 
under rules by competent authority. It may also bear 
charges on account of restoration of damages caused by extra
ordinary casualties, such as flood, fire, etc., and such charges 
are separately recorded as" extraordinary replacements ,,.• 

(b)' Revenue bears all charges for maintenance and working ex
penses which embrace all expenditure for the working and 
upkeep of the project, and also for such renewals, replace
ments, additions, improvements or extensions, as under 

· the rules in clauses (c) and (d) below are chargeable to the 
Revenue account. 

(c) In the case of renewals and replacements of existing works. 
if the cost really represents an increase in the capital value 

-of the system and exceeds the cost of the original work by 
Rs 1,000, or such other limit as may be fixed by the local 
Government, the cost of· the new work is divided between 
Capital and Revenue, the portion debited to the 1a.tter ac
count being the cost of the original work, which is estimated 
if the actual cost is not known, the bala.nce being charged 
to Capital. In other cases, the whole cost of the new work 
is charged to Revenue. Thus a renewal which does not 
represent a substantial improvement of the original work, 
but is in all material essentials the same as the latter, al~ 
though it may exceed the. cost of that work by more than 
the prescribed amount, is not charged to Capital but to the 
Revenue account. 

(d) When the construction estimate of a project for which a sepa
rate Capital account is kept, is closed, the expenditure on 
works of extensions will be charged thus :-

(i) Estimates exceeding Rs. 1,000, for {1) works which are in 
themselves directly remunerative, such as new distribu
taries, mills or works for increasing the canal discharge
and (2) works which are necessary for the full develop
ment of a project, but are not in themselves directly 
remunerative, shall be charged to the Capital account. 

{ii) Estimates amountivg to Rt~. 1,000, or under shall be 
charged to the Revenue account. 
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(iii) All estimates for works which are neither remunerative in 
themselves nor considered necessary for the develop
ment of the project shall be charged to the Revenue 
account. 

962. How the Capital and Revenue Expenditure is met.-The revenue 
eX-penditure of quasi-commercial projects is generally met from the 
ordinary revenues of the country, but the capital expenditure is met 
mainly from the following sources :-

(a) Current surplus revenues or cash balances accruing from pre
vious surpluses ; 

:(b) Any balances available from Savings Bank or other Deposits; 
and 

{c) Sums borrowed in the open market or ·from the Provincial 
Loans Fund. 

The question wh~ther the capital expenditure on a particular work 
-or project is to be met from revenue or from other sources, is purely 
a question of finance. The capital expenditure on the Northern India 
Salt Revenue Department is charged in the Revenue Section of the 
accounts. 

963. Local Governments' powers of borrowing.-As to (c) above, 
large powers have now been conferred on Governors' provinces to raise 
loans required for their needs under the Local Government (Borrowing) 
Rules. Local Governments can thus raise loans for any of the following 
purposes :-

(a) to meet capital expenditure on the construction or acquisition 
(including the acquisition of land, maintenance during 
collStruction and equipment) of any work or permanent 
asset of a material character in colUlection with a project 
of lasting public utility, provided that-

(i) the proposed expenditure is so large that it calUlot 
reasonably be met from current revenue; and 

(ii) if the project appears to the Governor General in 
Council unlikely to yield a return of not less th&D 
such percentage as he may from time to time by 
order prescribe, arrangements are made for the 
amortization of thP debt ; 

(b) to meet any classes of expenditure on irrigation which have 
under rules in force before the passing of the Act been met 
from Loan Funds ; 
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(c) for the giving of relief and the establishment and maintenance 
of relief works in times of famine or scarcity ; 

(d) for the financing of the provincial loans account; and 

(e) for the repayment or consolidation of loans raised in accordance 
with these rules or the repayment of advances made by the 
Governor General in Council. -
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CHAPTER 38. 

Compilation of Accounts. 

964. The Several Stages of Compilation.-The first compilation of 
the Indian public accounts takes place at the Government treasuries 
and in ·certain departmental offices whose transactions appear in the 
treasury accounts in lump ; the second takes place in the several Account; 
Offices mentioned in Chapter 5 ; the third-a subsidiary account-takes 
place in the office of the Controller of the Currency ; and the final com
pilation takes place in the office of the Auditor General. 

965. The Initial Comyilation.-The first stage of the initial compila
tion is the daily accounting of each receipt and payment as it occurs 
in the Cash Books and subsidiary registers of the Treasury and of cer
tain departmental offices. This process corresponds with the daily 
postings of the Cash Book and Ledgers in a business firm or company 
(except that their Ledgers are kept by double entry). From these
initial records each treasury compiles schedules of receipts and pay
ments for each Department, or for each major head not relating to 
any particular Department, which, together with the monthly Ca.eh 
Account and the List of Payments, are submitted to the Account Offices. 
The departmental accounts are however submitted to the Account Office 
already compiled, together with the necessary vouchers and other do
cuments. 

966. Procedure of account in Account Offices.-The procedure of the
initial compilation has been described in Chapters 8 and 9 ; and it is now 
necessary to pass on to the later stage of the procedure of accounting 
in an Account Office. This~Chapter mainly describes the various pro
cesses generally followed, in a combined Civil Audit and Account Office*, 
in the compilation of the account of Government transactions in India 
in respect of which initial accounts are rendered to the Indian Audit 
Department by treasuries and by certain departmental officers. In 
the case of Posts and Telegraphs Account Offices, the system described 
here may be taken as a'general guide, though in matters of detail the 
rules prescribed in the Posts and Telegraphs Account Codes are appli
cable. 

967. The system of account compilation as obtaining in tlte sepa
rated Account Offices is not carried out by the Indian Audit Depart
ment ; although it should be remembered that in their case the Auditor 
General has the power to prescribe the form in which, and the time or 

• ~OTE.-In the ca.se of W.e offices of the Accounta.nt General, Central ReYenues 
the A~ount.u1t General, Madras, a.nd the A~d.it Officers, lnd.ia.n Storee Department: 
a.nd the Uoyd Ba.rra.ge a.nd Ca.na.ls Constructwn, the procedure for compilation diiiera. 
in eert.llin deta.ils from tha.t described in this Cha.ptfr. 
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times at which, the acoounts shall be submitted to ~ for audit and 
for inclusion in the Finance and Revenue Accounts. 

968. Compilation of Treasury .A.cc&unts.-The distinctive feature of 
the method by which, until recently, accotints were compiled in the 
Account offices was that the District or Treasury formed the main ac· 
counting unit, and the whole of the public transactions taking place 
at a treasury used to be collected in the first instance in a separate com
pilation book for that particular treasury. The figures from the com
pilation books for all the treasuries were then consolidated under different 
heads of accoWlt through the Detail Book. 

969, The defect of this system lay in the fact that the figures per· 
taining to a head oi Service remained, in the initial stages of compila
.tion, scattered over a number of compilation books, and it was not 
until sometime had elapsed, and the figures had undergone numerous 
~rocesses of compilation, that the total expenditure for the whole 
Province under each head could be readily ascertained. 

970. Obviously this arrangement was unsatisfacto'y from the point 
-of view of financial control over the progress of expenditure against 
funds allotted ; and the defect in the system became the more notice
. able after the Reforms of 1919 in view of the enhanced responsibilitv 
placed upon the administrative au~horities in regard to this matter. " 

971. To remedy .this defect, a system of compilation-commonly 
known as the Departmental System-has been introduced in the Ac
count Office under which details of transactions are compiled under 
Revenue and Service heads for the whole Province on a Departmental 

·Or Major Head basis. The detailed procedure is described below ; :o,nd 
it should be observed that thtJ separate schedules of receipts and pay
ments, which are submitted by treasuries, form an essential prelimi-
nary to it. 

972. The first stage of Compilation of the Treasury .Accounts :-The 
Detail Book.-The first stage of compilation is the posting of the Detail 
Book directly from the treasury List of Payments and the Cash AccoUllt. 
The Detail Book contains a vertical column on the left for the district 

.0 r treasury, and horizontal columns for each detailed head of account. 

- 973 • .As revenue receipts and service payments are shown by lump 
sum totals of major heads of account in the Cash Account or the List 
of Payments, the figures, so far as these heads are concerned, are taken 
in lump aaainst the suspeUBe heads (receipts or payments as the case 
mav be), ;amed after the Department or major head concerned, pend
inc/detailed classification and final adjustment in the Classified Abstracts. 
These suspeUBe heads are the connecting links between the lump sum 
compilatioUB made from the treasury List of Payments and the Cash Ac
-count. and the oorresponding detailed compilations from the separate 
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schedules in respe<:t of each Department or major head of ' revenue 
receipts' or • service payments'. 

974. The second stage of Compilation of the Treasury i.lccounts :-The
Classified i.lbstracts.-At the same time, receipts and payments per
taining to detailed heads of revenue and expenditure, which are en
tered by treasuries in separate schedules, are grouped, totalled and 
posted in the Classified Abstract which is maintained separately for 
each Department, each group of small Departments, or each major head -
of account not relating to any particular department, according to local 
convenience. The form of this Abstract is precisely the same as that 
of the Detail Book. 

975. After both the schedules of payments and the receipt schedules 
for the month have been completely posted in the Classified Abstract, 
the total of the postings is taken (with a minUB sign) to the Suspense· 
head named after the Department or major head to which the Abstract. 
relates, in clearance of the corresponding suspense head in the Detail 
Book. 

976. The prompt clearance of these suspense heads is an essential' 
feature of the arrangement, and is watched thro~gh separate Broad
sheets maintained ior the purpose. 

977. The Classified Abstracts, when completed, bring out the monthly 
Provincial totals under each detailed and minor head of revenue and 
expenditure for each Department or major head, as the case may be. 

978. The third stage of Compilation of the Treasury i.lccounts :-The· 
Consolidated i.lbstract.-The ne>.:t stage of compilation is the posting 
of the figures from the Classified Abstracta into the Consolidated Ab· 
stract. In this Abstract, heads of account appear in a vertical column. 
on the left, and similar columns are provided for each month for progress
ive totals for all months except April. Separate Consolidated Abstracts 
are maintained for each Department or Major Head of account. 

979. Departmental i.lccounts.-The procedure in dealing with the 
departmental accounts which are rendered to the combined Civil Audit 
and Account Offices is slightly different, as they are received already 
compiled and are incorporated direct in the Detail Book, in separate 
volumes which may be kept for each such Department. The second 
st;•ge of compilation of the departmental account is the preparation 
of the Consolidated Abstract, of which on'e set is maintained for incor
poration of the departmental figures as well as the figures under Debt 
and Remittance heads. 

980. The final stage of Compilation :-i.lbstract of J1 ajor Head Totalar 
-The final stage of compilation is the preparation of the Abstract of 
~Iajor Head Totals from the Consolidated Abstracts mentioned in para
graph 978. This Abstract is in the same form as the Consolidated Abstract. 
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and shows, by major heads of account, the entire receipts and disburse
ments of the Province during and to end of the month. It brings out 
the joint accounts of the Central and Provincial Governments under 
revenue, expenditure and debt heads, excluding (1) transactions adjusted 
finally in the Home Accounts and (2) Miscellaneous adjustments be
tween the Central and the Provincial Governments which are adjusted 
outside the regular accounts. · 

981. The Oiml Account.-On completion of the Abstract of Major 
Head Totals, an extract from it, in a form known as the Civil Account, is 
forwarded to the Controller of the Currency on the 25th of the month 
following that to which the account relates. . 

982. Account of the Controller of the Ourrency.-The Controller of the 
Currency also receives the account of the Indian Posts and Telegraphs 
Department and the Railway Department, and submits to the Govern
ment of India the following monthly compilations of the accounts received 
byhim:-

(i) a compilation for Civil Account Offices ; 
(ii) a compilation for Posts and Telegraphs ; 
(iii) a compilation of the Railway Accounts. 

These, however, are not available until two months after the month 
to which they relate. Figures of treasury receipts and issues are reported 
to the Government of India on the 16th of the following month except
ing those for the month of January which are telegraphed on the lOth 
of the following month. 

983. Acoounts furnished to the Pro'Vincial Government.-The Account
ant General* furnishes the provincial Government with a monthly account 
of its transactions in such form and detail as may be required. This 
account includes also the Home transactions of the provincial Govern- · 
ment as shown in the monthly accounts received from the India Office 
and the High Commissioner, the sterling figures being converted into 
rupees at £l=Rs. 13!. 

984. Summary of the Accounting Process.--,-lt will be noticed that 
the monthly compilations in the combined Civil .Audit and Account 
Offices proceed in four stages. In the case of each treasury, the original 
accounts reach the Audit office in the form of Schedules of receipts and 
payments, Cash Account, and List of Payments, supported by the 
necessary vouchers, while, in the case of departmental offices, they are 
received in the form of classified abstracts, supported by the necessary 
documents. 

985. The- problem is to ascertain the total receipts and payments 
under each detailed, minor or major head of account for the whole 

• Non,- This does not apply to a Province where the separate Aooou.nt.s are compiled 
Wlder the direction of the local Government itself. 
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Province. To this end, the receipts and payments are (i) group~ and 
totalled for each District under each detailed head in respect of Debt 
and Remittance transactions, and in. lump for revenue receipts, and 
service payments (this item refers to Treasury transactions only), (ii) 
summed into Departmental totals uhder each detailed and minor head, 
(iii) summed into Provincial totals under each minor and major head. 
Opportunity is at the same time taken to compare the growing figures 
with the budget estimates and appropriations. The essential compila
tion books are the Detail Book, the Classified Abstract, the Consolidated 
Abstract, and the Abstract of Major Head Totals. 

986. Subsidiary Aooounting Processes.-ln describing the main out
line of the successive stages of Compilation, certain subsidiary account
ing processes have been omitted which are essential in order to bring 
correctly to account items which do not fall properly into their places 
in the ordinary course of procedure. These will now be considered
although it will be understood that they come chronologically at an 
earlier stage. 

987. Corredion of Aooounts.-Corrections of accounts, necetisitated 
by misclassification or other causes, are made by means of transfer en
tries, except that, when a correction affects heads appearing in different 
Classified Abstracts maintained by the Treasury Audit Sections in a 
Provincial Accountant General's office, the necessary transfer is generally 
effected through the medium of the suspense heads mentioned in para
graph 973. 

988. Transfer entries.-Transfer entries, as the name indicates, are 
entries made to transfer an item from one head of account to another. 
The idea is in itself simple, but the procedure necessary to carry it out 
is somewhat elaborate. ·The detailed procedure and forms are given in 
Chapter 11 of the Account Code. The final outcome is a number of 
separate statements showing the debits and credits to be made under 
each detailed head, the totals of the debits and credits being necessarily 
equal. In the case of revenue and service heads only the net result 
appears in these statements; or in other words, the debits and credits 
under each detailed head are deducted from each other and only the 
balance posted. B llt in the case of Debt and Remittance heads, the 
gross credits and debits are us :rally posted, as these heads have answering 
accollllts on both sides Till~ net result of all the transfer entries is 
posted monthly at the foot of the Detail Books and the Classified Abstracts 
and the detailed and minor head totals are thus corrected. 

989. Exchange Acoounts.-Exchange Account trasactions are of the 
nature of paper remittances from one Department to another. The 
Military Department receives or pays an amount which belongs to Civil. 
It credits or debits it to " Exchange Account between Civil and Military" 
(a head under Debt and Remittance) and sends an account to Civil 
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which responds by debiting or crediting " Exchange Account between 
Civil and Military " by credit or debit to the proper revenue or service 
head. On the Government hooks, therefore, for the single transaction 
(which we will say is an item of receipt) there are in the first stage three 
entries, namely a credit and a debit to the head " Exchange Account 
between Civil and :Military," and a credit to the proper revenue head. 
In the Auditor General's office the entries under the Exchange Account 
head are taken against and cancel each other, and the net result is the 
credit to the revenue head transferred from the Military Department 
where it occurred to the Civil Department where it has to be brought 
to account. As in the case of transfer entries, while the idea is simpler 
the actual process is a somewhat elaborate bit of accounting. ~ 

990. Division of accounts.-It has already been explained (paragraph 
240 and Chapter 15) that, in addition to the numerous heads of 
account or classification, there is a broad division of Revenue into 
Central and Provincial, and of Expenditure into (1) Central-Non
voted, (2) Central-Voted, (3) Provincial Reserved-Non-voted, 
(4) Provincial Reserved-Voted, (5) Provincial Transferred-Non-voted, 
(6) Provincial Tradsferred-Voted. In the Detail Books, Classified 
Abstracts, and Consolidated Abstracts, the detailed head? subordinate 
to each minor head are grouped under these sub-divisione The Abstracts 
of Major Head Totals bring out, therefore, the total figures of the 
province under each of these sub-divisions for each major head. 

991. Accounts compiled in Separated Account Offices.-Simultaneously 
with the compilation made in the combined Audit and Account Officest 
similar compilations are also prepared by the separated Account Offices 
for the area or department concerned ; and in their case also the essential 
books of compilation are the Detail Book, the Classified Abstract, and 
the Consolidated Abstract. 

992. Accounts submitted to the Auditor General.-From the accolints 
thus compiled in Account Offices, the progres~>ive figures for .March. 
final, that is to say such of the transactions of the year as can be adjusted 
up to the 31st July of the following year, are communicated to the Auditor 
General on the lOth August. Correcting or additional entries made 
after the despatch of the March final account are communicated to the 
Auditor General in two batches on the lOth September and lOth October, 
after which no entries are permitted. 

993. Indian Henne Accounts.-Copies of the accounts prepared by the 
India. Office and the High Commissioner, in respect of transactions 
incurred in England on behalf of the Central and Provincial Government~ 
which are finally booked in the Indian Home Accounts, are also St"Ut b~ 
the Home authorities to the Auditor General. These, together wit:t 
the Accounts mentioned in the last paragraph, form the basis of the 
Finance and Revenue Accounts which will be considered in the next 
Cbap'"er. 
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994. Machine Aoo:mnting.-Before closing this Chapter, it is desirable 
to mention the fact that experiments are at present in progress in the 
mechanisation of accounting processes. In regard to simple processes, 
such as the accounting of Provident Fund transactions, the use of 
machines has already become standardised. The mechanisation of the 
processes of accounting which have been described in this Chapter re· 
quires, as must be apparent, far greater study and experiment in view 
of the numerous complications which these processes involve. It is 
too early, at the time of writing, to include any details regarding the 
progress of these experiments ; but readers of this Manual should use 
every endeavour to keep themselves in touch with the development of 
the employment of machine methods for accounting and compilation 
work. 
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CHAPTER 39. 

Finance and Revenue Accounts. 

995. Finance and Revenue Accounts.-The final compilation of the 
Indian Public Accounts (including the accounts of the transactions 
occurring in England) is prepared in the Office of the Auditor General 
in a form known as the Finance and Revenue Accounts of the Government 
of India, for submission by the Auditor General to the Secretary of 
State in Council, through the Governor-General in Council. 

996. Statutory basis of the Finance and Revenue Accounts.-The 
statutory provision relating to the public accounts of India is contained 
in Section 26(1) of the Government of India Act which runs as follows :-

"The Secretary of State in Council shall, within the first twenty.eight days during 
which Parliament is sitting next after the first day of May in every year, lay before both 
Houses of Parlia.ment-

(a)Anaccount,forthefina.ncial year preceding that last completed of the annual 
produce of the revenues of India., :distinguishing the same under the respecti>e heads 
thereof, in each of the several provinces; and of all the annual receipts and disbursements 
at home and abroad for the purposes of the Govemn::ent of India, distinguishing the 
same under the respective heads thereof ; . . • • • • • 

(c) Accounts of all stocks, loans, debts and liabilities chargeable on the re.enues of 
India at home and abroad, at the commencement and close of the financial year preceding 
that last completed, the loans, debts and liabilities raised or incurred within that year, the 
amounts pa.i<j. off or discharged during that year, the rates of interests lou:.e by those . 
loans, debts and liabilities respectively, and the annual amount of that interest . 

• • • • • • 
997. The accounts prepared in obedience to this provision of law are 

the Finance and Revenue Accounts of the Government of India mentioned 
in the opening paragraph of this chapter. Rule 18 of the Auditor 
General's Rules definitely imposes upon the Auditor General the duty of 
preparing the annual Finance and Revenue Accounts of the Govern
ment of India in the form prescribed by the Secretary of St.ate, and thus 
gives statutory recognition to the practice which was previously in force. 

998. The compilations received from the Account Offices in India, 
and the Home Accounts received from England, are the basis of the 
Finance and Revenue Accounts ; and the powers vested in the Auditor 
General in regard to accounts, as described in paragraphs 47, 54 and 97, 
are incidental to his responsibility for the preparation of .the Finance and 
Revenue Accounts. 

999. The compilation of the Finance and Revenue Accounts is made 
by collecting the figures communicated. by the several Account Offi.cers 
and those in the Home Accounts, accordmg to the arrangements descnbed 
in paragraph IQ:.;l below, through a separate compilation record called 
the Working Sheets. Before, however, these figures are finally accepted,. 
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they are carefully checked with the Budget and Demands for Grants, 
and any inaccuracies discovered are communicated to the Aooount 
Offices for re-adjru;tment in the last batches of accounts. 

1000. Peculiarities of the Finance and Revenue A.cc.ounts.-The pre
paration of the Finance and Revenue Accounts is complicated by reason 
of the fact that these accounts-

(a) cover transactions not only of the Central Government but also 
of the Provincial Governments with their separate resources 
and theoretically separate balances ; 

(b) combine transactions in two currencies,-rupee and sterling-
the exchange relation of which varies from time to time. 

The present method of exhibition of the acco1mts is the outcome of a 
series of developments which are described in the introductory note to 
the Finance and Revenue Accounts. 

1001. General arrangement of A.cc.ounts.-The Finance and Revenue 
Accounts consist of three parts :-

(i) General Accounts (Accounts Nos. IA to 12). 

(ii) Subsidiary Accounts (Sections A to W). 

(iii) Appendices. 

Throughout the General Accounts, the transactions are presented in 
round sums of Rupees, the transactions in England being combined with 
the transactions in India at the rate of exchange prescribed by the 
Secretary of State for India. In the Subsidiary Accounts, however, the 
transactions in England are as far as possible exhibited separately in 
sterling, the total being converted into rupees and added to the India 
figure so as to give a rupee total. 

1002. General A.cc.ounts.-These Accounts open with a general state
ment which shows in parallel columns the revenue and expenditure of the 
Central and ProTI.ncial Governments, the latter in the augregate, and 
bring out the net result of the revenue account of the Central Government 
on the one hand, and of the Provincial Governments on the other. 

1003. Next to this a summary is given of the receipts and disburse
ments of the Central Government working from the cash balance at the 
commencement of the year to the balance at the end of the year. . 

1001. Then an account is given showing by geographical areas the 
revenue and expenditure of India, both Central and Provincial, in the 
several Provinces of British India and in England, arranged under major 
heads of revenue and expenditure, and finally the total revenue and 
expenditUie of India as a whole. 
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1005. These are followed by other statements showing :-

(i) In the case of the Central Government, the revenue and expendi
ture of that Government, as distinct from those of the Pro
vincial Governments, arranged under major heads of account, 
and their distribution between England and the several 
Provinces of India ; and the debt and remittance transac
tions arranged under main heads, and the opening and closing 
cash balances distributed between England and India. 

(ii) In the case of each Provincial Governln.ent, its total receipts 
and disbursements, both in India and England, under revenue
and expenditure major heads as well as under debt heads, 
the distribution of the expenditure between " Reserved ·~ 
and "Transferred," and its opening and closing balances. 
held in deposit with the Central Government. 

(iii) The distribution between 'voted' and 'non-voted' of the· 
expenditure of the Central and of each of the Provincial 
Governments by major heads of account. 

1006. Subsidiary Accounts.-The Subsidiary Accounts show by minol! 
heads, and by detailed heads where necessary, the details of the figures: 
shown in the General Accounts. For convenience of exhibition, the 
tran..'~actions are grouped into sections which are distinguished by letters
of the alphabet, a double letter denoting the capital portion of the parti
cular set of transactions. By this arrangement a complete idea can be 
formed of the Capital and Revenue transactions of the important Com
mercial Departments which are brought to account under different major
heads in the general accounts and estimates. The nature of the accounts 
included in each section is described in the explanatory notes appended 
thereto. 

1007. The Subsidiary Accounts are prepared on the basis of' Govern
ments ' as a unit, and under each Provincial Government they show 
the distribution between ' Reserved ' and ' Transferred' of the expendi~ 
ture in India and in England. Each of these accounts is preceded by a 
comprehensive note explaining the nature of the transactions with 
which the account deals. A close study of the notes preceding the 
important accounts gives a general insight into the principles underlying 
the financial system followed in India. 

1008. Appendices.-The Appendices in the Finance and Revenue 
Accounts are three in number, marked" A"," B "and "C." Appendix 
" A " contains a general account of the debt and remittance transactions 
of the Government of India, distributed between England and the 
several Provinces of British India. This is followed by detailed accounts 
of debt and remittance heads of which the particulars are not given in 
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the body of the Finance and Revenue Accounts. Appendix " B " 
()Ontains an account of capital raised by Railway Companies for expendi
ture on State and other Railways in respect of which guarantees of 
various kinds have been given by Government. Appendix "C" re
produces the Balance Sheets and Profit and Loss Accounts of some of 
the more important Commercial undertakings of the Central and Pro
vincial Governments whose accounts are maintained under the rules 
in Chapter 2 of the Account Code. The detailed accounts of these under
takings are, as already stated, maintained outside the regular Govern
ment Accounts in the proper commercial form, and the accounts are 
subjected to the usual audit check by the Director of Commercial Audit. 

1009. Method of accounting.-In paragraph 19 it has been stated that 
the mass of the Government accounts are kept by single entry. The 
whole of the compilation described so far (except the pro formA accounts 
of the Commercial departments and undertakings} is single-entry com
pilation, and may in fact be regarded as the compilation of one huge 
·daily, monthly, and yearly Cash Book, broken up into Treasury, Depart
mental, Central and Provincial Sections, and working to a daily and 
monthly cash balance or surplus. But there is also a double-entry 
·portion of the Government Accounts, which will be described in the next 
•Chapter. 
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CHAPTER 40. 

Technical Accounts. 

1010. Review of Balances.~Under Rule 21 of the Rules framed under 
Section 96-D (1) of the Government of India Act, 1919, the Auditor 
General is statutorily responsible for preparing a Review of the Balances 
outstanding in the books maintained by the Account offices. This 
is necessary in order to bring home to the debtors of Government their 
liabilities, and to review Government's liability to the public. 

1011. Technical Accounts.-This necessitates the maintenance of a 
set of Technical accOlmts called the Journal and Ledger, which are main· 
tained strictly on the Double Entry system. 

1012. The main purpose of the Journal and Ledger is to bring out, 
by a scientific method, the balances of accounts in regard to which 
Government acts as a banker or remitter, or borrower or lender. Such 
balances are, it is true, also worked out in the regular Government 
accounts already described, which are single-entry compilations ; but 
their accuracy can be guaranteed only by a periodical verification with 
the balances brought out in the double entry accounts. 

1013. As the finances of each of the Provincial Governments have now 
been separated from those of the Central Government, it has become 
essential that the balances relating to each Government should be sepa
rately worked out, and for this purpose the Journal and Ledger are main
tained in two parts : Part I for transactions o£ the Central Government 
and Part II for those of the Provincial Governments. 

1014. The Journal.~ The Journal first sets out all the opening balances 
of the year, then all the transactions of the year, and finally all the closing 
balances of the year. As the opening entries of one year in the Journal 
are the exact replica of the closing entries of the previous year, the former 
are posted only by group heads, full details under each being available 
in the closing entries in the previous year's Journal. 

1015. The transaction"' of each month are· then posted in the Journal 
by the following entries :-

I.-CENTRAL SECTION. 

(i) Sundry Accounts, etc. Dr. to :-
(a) Revenue Receipts and Sundry accounts (Central)-for 

the revenue and receipts of tbe Central Government of 
the month. 

(b) Provincial Government-for the revenue and receipts 
of the Provincial Government of the month. 
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(ii) (a) Service expenditure and Sundry accounts (Central)} Dr. 
(b) Provincial Government . . . . . to-

Sundry Accounts, etc., for the amounts of the Central 
and Provincial disbursements of the month. 

(iii) Provincial Government Dr. to :-
Net Expenditure in England (Provincial Government) for 

the net transactions of the Provincial Government in England 
for the month. 

(iv) Provincial Government Dr. to:-
Provincial contributions and miscellaneous adjustments be-

tween Central and Provincial Governments for the net 
adjustments under this head. 

II.-PROVINCIAL SECTION. 

(i) Central Government Dr. to :-
Revenue Receipts and Sundry accounts (Provincial)-for 

the revenue and receipts of the Provincial Government of 
the month. 

(ii) Service Expenditure and Sundry accounts (Provincial) Dr. to
Central Government-

for the disbursement in India of the Provincial Government 
for the month. 

(iii) Net Expenditure in England (Provincial Government) Dr. to :

Central Government-

for the net transactions of the Provincial Government in 
England, for the month. 

(iv) Contributions and Adjustments between Central and Pro
vincial Governments Dr. to :-

Central Government-
for the net adjustments under the former head. 

1016. The totals in the amount columns of the Journal are not closed 
at the end of each month but are carried forward continuously till the 
end of the year when the balance should be struck. The details ofthe 
balances as worked out in the Ledger are then posted in the portion of 
the Journal in which are recorded the closing entries. 

1017. The Ledger.-The Ledger shows the opening balance, the 
transactions of the year, and the closing balance of each Ledger head. 
As regards the Debt and Remittance heads which are closed to " Balance " 
(su paragraph 1020) it shows in respect of each Local Ledger Head 
(1u .Appendix 7 to the .Audit Code) the opening balance, the transactions 
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. of the year, and the result~g closing balance. In regard to Debt and 
Remittance heads which are closed to " Government " the postings are 
mad? by Centr~l Ledger Heads only. Similarly the Revenue Receipts, 
Sernce Expenditure, and Capital Expenditure not charged to Revenue, 

· are posted by totals only. The main object of the Ledger is to bring out 
the balances under the Debt and Remittance heads which close to Balance 
.and the postings in respect of other heads are intended merely for the 
purpose of squaring the Ledger. 

1018. The main ledger heads are :--

(i) Opening and closing heads, namely " Government " and 
" Balance." 

(ii) Revenue Receipts. 

(iii) Service Expenditure. 

(iv) Capital Expenditure not charged to Revenue. 

(v) Net Expenditure in England (Provincial Government). 

(vi) Provincial Contributions and Miscellaneous Adjustments 
between Central and Provincial Governments. 

(vii) Remittance heads which are closed to Government. 

(viii) Debt heads and Remittance heads which are closed to balance, 

(ix) Personal accounts of Collectors who are in account with the 
Account Officer. 

1019. Under the system of book-keeping followed in the Indian 
.:accounts, all ledger heads are closed either to '' Government " or to 
'' Balance." All heads whose balances are not carried forward from year 
to year are closed to '' Government.'' The balance under that head 
therefore represents the cumulative results of revenue, capital and 
other transactions in respect of which no separate progressive balanced 
accounts are kept. 

1020. The ledger is opened by transferring from balance accounts to 
the various debt heads and personal accounts the balances with which 
they close in the preceding year's ledger. The transactions of the year 
are then posted month by month, from the Distribution Statements for 
Revenue and Service heads, and from the Consolidated Abstract for 
Capital, Debt and Remittance heads. The accuracy of the postings is 
tested after the close of the year by the preparation of a trial balance 
.sheet the totals of which should agree with the totals in the Journal. 
The accounts are closed at the end of the year, by transferring the differ
-ence between the Dr. and Cr. sides of each account-

(i) To Government, in respect of Revenue Receipts, Service expendi
ture, Capital expenditure not charged to Revenue, Net 
expenditure in England, Provincial Contributions, etc., 
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and a few Debt and Remittance heads (e.g., Gold Standard 
Reserve, Imperial Bank Deposits, Remittances adjusted on 
the Central Books, Accounts between Civil and Civil, Accounts 
between Civil and other Departments, and Remittance· 
Account between England and India). 

(ii) To Balance in respect of Debt and Remittance heads other than 
those given in (i) above, 

1021. Verification of Balance.<J.-The accounts of the year· are not 
complete until the balances upon the ledger under the debt heads and the 

. outstandings under the remittance heads have been duly verified. 
Accordingly an explanatory statement of closing balances under these 
heads, called the Review of Balances, is submitted to the Auditor General 
in the form of a general report, which is drawn up in two parts, Part I 
dealing with the balances of Central transactions and Part II dealing 
with the balances of the Provincial Governments. ' 

1022. Each part contains inter alia a general statement of balances, 
the nature and condition of the asset or liability involved therein, and 
also information whether the person or persons by whom the balance is 
owned or from whom it is due admit its correctness, and, if they do not, 
where the difference lies. Any discrepancies noticed in the Review 
are carefully watched and their reconciliation reported to the Auditor 
General in supplementary reports. 

1023. Technical Report.-The reports of verification of balances 
submitted by the several Account officers in India are reviewed and 
consolidated into a general Review of Balances which is submitted to 
the Secretary of State for India. This is known as the Technical Report 
on Balances ; and it includes, besides the balances in the Indian books, 
the sterling balances held on the books of the Secretary o£ State and the 
High Commissioner for India. 

1024. The most important statement in the Technical Report is 
the statement in the opening paragraph showing the balances in India and 
in England. A scrutiny of the' statement will, however, show that it 
is in no sense a real balance sheet in the commercial sense of the term, 
but is merely a collection of balances in the books of the Account offices 
at the end of a particular year. 

1025. The Review of Balances does not therefore in a.ny sense claim to
represent a. complete statement of the assets and liabilities of Government. 
Government .hit!! valuable assets in the shape of land, buildings, work· 
Ahops, factones, stock and stores, etc.,which are not included in these 
Lalances, whereas a Commercial concern would invariably include them 
in it.s statement of assets. The gre<J.t bulk of the assets of Government 
are of such a ~ature that it is impossible to'!llace upon them a money
value of suffiCient accuracy to justify their inclusion in a document of 
the nature of a balance sheet. 
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1026. Oonclusion.-It will now be understood why it was stated in 
Chapter 2 of Part I that the immediate objective of Government account
ing is not to ascertain the gain or loss on the transactions of the Govern
ment as a whole in carrying out its activities. The progress of accounting 
has been traced from the initial records, through all the intermediate 
stages, up to the two main ends of Government accounting, namely, to 
the compiled Finance and Revenue Accounts on the one hand, and to 
the Review of Balances on the other. The latter Compilation is designed 
to bring out the position of Government in regard to those assets and 
liabilities only whose clearance would affect the Cash Balances of Govern
ment ; while the former has as its object to exhibit current transactions 
of receipt and payment in relation to each other and in relation also to 
the Budget Estimates and other forecasts made : the combined result 
being to give a picture in figures of the financial position of Government 
and of the financial achievements of the administration. 
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