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(iv)

COMBINED FINANCE AND BRVENUZ ACUOUNTS OF THER OENTEAL AND PROVINGIAL GOVERNMENTS IN INDLA
FOR THE YEAR 1949-50

Iniroduoiory

Main Divisions of the Indian Accounts.-—The main
Divisions are—

(1) Revenue. (2) Capital. (3) Debt. (4) Remittance,

'The first division deals with the proceeds of taxation
and other receipts classed as revenue and the expendi-
ture therefrom, the net result of which represents the
revenue surplus or deficit for the year. The second
division deals with expenditure met usually from bor-
rowed funds, such expenditure being incurred with the
chject either of increasing concrete assets of a material
character or of reducing recurring liabilities, such aa
those for future pensions by payment of the capi-
talised value, and also final receipts of a capital nature
intended to be applied as a set off to capital expendi-
tuce, such as contributions received from Indian Siates
or Railway Cowpanies for Raiway construction.
The third division comprises receipts and payments in
respect of which Government becomes liable te repay
the moneys received or has elaiu to  recover the
amounts paid, :ogether with repaviments of the former
and recoveries ol the iatter. The fourta and last divis
sivu embraces all merely wajusting heads ; under which
appeur all cash remittances from one treasury to another,
besides those which are necessary to accommodate
iterns in transit between Jifferent branches of the Ac-
coults Vepactinents or betweeu LEngiund aud India.
Credits and debits taken to these heads in the first
instance are cleared eventually by adjustment under

final .1eads.

{t nay be explained thit Lie trausactions included
in these accounts reprowens mainly the actual cash re-
ceipts and dishursements during the financial year April
to March, as distinruizhed frum amounts due 10 or
by Government during th- same  period. The cash
bagis «ystem i3, however. not entirelv suitable jor re-
cording the transactions and presenting at any time
the truc state of affairs of (Government Commercial
Undertaking: which are run on strictly commrrcial
principles. The detailed accounts of this class of un-
dertakings are maintained outside the regular nccounts
in proper commercial form and these accounts are sub-
jected to & smtable audit check by the Indian Audit
Departmant.

2, Sections and Major /feads of Accounts—Inside
each of the four divisions mentioned above, the tran-
sactions are grouped into Sections which are fTurther
sub-divided into the Major Heads of Accounts. The
Sections are distinguished by letters of the alphabet,
& double letter denoting the capital portion of the par-
ticular set of transactions. The Major Heads in Re-
venue and Capital Sections are numbered serally,
Roman numerals being employed on the receipt side
and international on the disbursement side. A complete
list of the Sections classified under the four main divi-
mions is appended to this note. The Major Heads
comprised in each Section will be found detailed in the
segtional abstract preceding the accounts of the Section.

3. Treasury Balances—Bullion and other Currency
Reserves.—The accounts work from balance to balance,
these balances working up to the general cash balances,
a small portion of which is kept in the treasuries all
over India and in the Bank of England in England,
while the bulk has been depesited with the Reserve
Bank of Tndia. Cutside these cash balances are the
gecurities held on account of the Silver Redem:tion
Reserve, the Surplu: Silver Stock and other special
Reserves invested outside the general cash balances
of Covern'nent. The Gold Standard Reserve and the
Paper Currency  Reserve were closed on the instita-
tion of the Reserve Bank on the 1st April, 1935,

4. Peculianities of the Indian Accounis.—The Indian
Accounta are complicated by reason of their—

(1) covering transactions not only of the Central
Government but also of the Provincial Govern-
ments with their separate resources and separate
balances, and

(2) combining transactions in two currencies,

rupee and sterling, the exchange relation of which
varies from time to time.

B, Financial relations between the Central and Pro-
vincial Governments.—Previous to 1st April 1921 the
revenues of India were treated as constituting vne un-
divided fund and applied for the purpose of the Gov-
ernment of India as a whole. The Provinecial Govern-
ments had noinherent legalright to the revenues which
they raised. These were assigned more or less on the
basis of the estimated needs of the several Provinces
and this involved an apportionment different for differ-
ent Provinces of the more important sources of revenune
which included Land Revenue. Income Tax, Stamps,
Excise and Registration. At times the Central Autho-
rities had to levy benevolences and at others to dise
tribute doles secording to the exigencies of finance.

6. A new baais of financial settlement was introduced
between the Centre and the Provinces in 1921 to suit
the wide measures of legislative, administrative and
financial devolution made under the Montague-Chelms-
ford Reforms, Subjects in Governors’ Provinces were
classified as Uentral or Provineral with reference to the
functions of the respective Governments and there was
a clean cut in the watter of allocation of heads of Reve-
nue and Expenditure. The Provinces also obtained a
share in the growth of revenue from Income Tax so
far as that growth was attributable to the increase
in the amount of income assessed and were a’'so given
powers to impose certain new taxes. The distribution of
the sources of revenue on thesc lines resulted in the
initial stages of the new constitution in a large deficit
in the Central Budget, and this was met by contri-
butions paid by the various Provinces, These con-
tributions were gradually reduced and were completely
and finally remitted with effect from the year 1928-29,

7. The constitutional machinery set up by the
Government of India Act, 1935, mnde necessary
readjustment of financial resources and obligations

between the Centre and the Provinces. The financial
arrangements embodied in the Act provided for assign-
ment to the Provinces of a definite share of the pro=
ceeds of Income Tax and its distribution among then in
& prescribed manner, and allocation to the Jute
growing Provinces of a prescribed share of the net
proceeds of the Excise Dutyon Jute or Jute products.
Taxes of a certain category (e.g. Duties on succession
to property other than Agricultural Land, Stamp Duties
on Bills of Exchange, etc.) were to he levied and collected
by the Centre, though the net proceeds were to be dis-
tributed to the Provinces subject to the right of the
Centre to levy a surcharge for its own purposes. In
the same way the whole or a share of the yield of Duties
on Salt and also of Federal Excise Duties could be as-
signed to the Provinces by an Act of the Federal Legis-
lature. Provision had also been made for grants-in-
aid to certain Provinces which were in need of such assis-
tance from the Centre—wide Sections 137 to 14201 the
Government of India Act, 1935, and the Government of
India (Distribution of Revenues) Order, 1936. Most
of the Provinces also received special financial assistance
from the Centre at the time the Government of India
Act, 1935, came into force as a result of the decent-
ralisation of balances and the cancellation and consoli-
dation of pre-autonomy debt due by them to the Cent~
ral Governments vide paragraph 10 below.



(v)

The Provisions of the Government of India Act, 1935
were allowed to continue under the India (Provisional
Constitution) Order, 1947.

8. As a result of the passing of the Indian Inde-
pendence Act, 1947, by the British Parliament, two
independent Dominions, known respectively as ‘India’
and ‘Pakistan’ were set up with effect from the 15th
August 1947 by partitioning India.

The N. W. F. P., Sind and Baluchistan became a
part of Pakistan—whereas the provinces of the Punjab,
Bengal and Assam were partitioned, certain portions
thereof being transferred to Pakistan and the rest
remaining in India. Due to these changes the aceounts
of the Central Government and of the divided pro-
vinces of Bengal and Punjab were closed on 1ich August,
1947, a8 on the annual closing date; and the accounts of
the year 1947-48 had to be compiled in two parts—{i) Pre-
partition Accounts comprising of the accounts of the
Central Government and the (overnments of Bengal
and Punjab for the period from 1st April 1947 to 14th
August 1947, and (47) Post-partition Accounts, com-
prising of the accounts of the Central, West Bengal and
Eagt Punjab Governments for the period from 15th
August 1947 to 31st March 1948 and of other Provincial
Governments within the Indian Dominion for the entire
year 1947-48. Pending the closing of the prepartition
accounts of the Central Government and the Govern-
ment of Punjab the accounts of the Post-partition
years bave been compiled by adopting provisional balan-
ces wherever necessary as indicated in the expla-
natory note to Sections N, to V. on page 341.

9. The former Indian States, which had aceeded to the
Indian Domirion, were subsequently integrated by (%)
merger in the Provinces geographically contiguous
to them, (i%) conversion into Centrally Administered
areas, and (#1%) creation of viable units called unions
of States, except Hyderabad, Mysore and Jammu &
Kashmir which remained separcte entities. The Ac-
counts of the States merged with Provinces of India
or formed into Chief Commizsiorer’s Provinces in terms
of the States Merger Orders issued by the Governor
General under Section 290-A of the Government of India
Aect, 1935, as sdapted, were maintained in the Central
or Provincial Government accounts as the case might be,
under & deposit head from the year 1948-49.

The control over audit and accounts of rest of the
States included in Category (#47) mentioned above was
not vested in the Auditor General of India ard their
accounts are, therefore, not included in this publication.

10. Decentralisation of Balances—Prior to 1921-22,
the Provincial Governments had no balances under
debt heads except for the amount of the Development
Loan raised by the Government of Bombay in 1920-21,
the balances in the Government books being regarded
a8 the assets and liabilities of the Central Government.
With the degree of aeparation of the finances of the
Central Government from those of the Provincial
Governments which resulted from the Montague-
Chelmsford Reforms the Provincial Governments had
certain assets and Labilities definitely assigned to them,
and from 1921-22 it was found necessary to maintain
for each Provincial Government a separate account
identical in form with that previously maintaiped for
the Government of India. The debt transactions of
the Provincial Governments were, however, confined
chiefly to loans raised by them in the open market or
from the Provincial Loans Fund, special funds built
up from Provincial revenues and loans and advances
made by them out of their own funds, besides, trans-
actions relating to Provincial suspense accounts. The
responsibility for the -vays and means operat ons
for the whole of India being vested in the Government
of India, the balances of practically all other debt and.

remittance heads including deposits and advances and
provident fund deposits of Provincial Government
personnel were treated us Central,

11. It was decided that, as an integral part of the
whole plan of the initial financial arrangements
between the Provinces and the Centre: °

(4) the balances of an intrinsically local nature of
balances definitely associated with any function
which, after 31st March 1937 became a function
of Provincial Governments, held in the Debt,
Deposits and Remittance group of the Central
Government's Account should be decentralised;

(#) a part of these balances should be credited to
the Provineial Governments and the remaining
amount set off against the outstanding Loans and
Advances previously made or deemed to have
been made to those Governments by the Central
Government; and

(s#1) the balance of the liabilities in respect of sums
due to the Government of India on 31st March
1937 through the Provincial Loans Fund for Loans
and Advances taken previous to 1st April 1936
should, in the case of certain provinces, be wholly
or partly cancelled as 8 measure of special financial
asgistance and in the case of others should with
certain exceptions be treated as a consolidated
debt repayable to the Government of India im
the form of semi-annual equated payments of
interest and principal within a period of 45
years.

These adjustments were effected immediately before
the commencement of Provincial Autonomy as from
the closing of the accounts for 1936-37 by certain
amendments of the Devolution Rules.

The book balances of the Provinces ag on 31st March
1937 which were held in deposit with the Central Gov-
ernment on that date were made over to the provinces
on 1st April 1937 partly in the form of physical cash
balances in their treasuries and sub-treasuries and
partly in the form of cash credits to their accounts
with the Reserve Bank of India.

12. Changes tn the Accounts.—The general structure
of the accounts was recast from lst April 1937 to
correspond with the changes in the financial system en-
tailed in the Government of India Act, 1935, and the
changes in the banking and accounting arrangements con-
sequent on the Provinces’ taking over and managing their
own balances with effect from the date of intreducticon of
Provincial Autonomy. Th;a principal changes introduced
were:—

() Complete separation of the accounts of Pro-
vincial Qovernments from the accounts of the
Central Government and the constitution of
the accounts of each autonomous Province as
an independent unit with separate cash balance
in treasuries and in the Reserve Bank.

{4) A general recasting of the list of major and
minor heads to conform to the new dwmlpn .of
functions between the Central and Provincial

Governments.

(5%) Abandonment of the system of final sccounting
of sterling trensactions of Indian Governments m
the books of the account'ng authorities in Eng-
land and the substitution in its place of & system
of adjustment of those transactions in the Indian
books except those under certain debt and ve-
mittance heads which were essentially of a

sterling character.



