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CHAPTER 1 —FINANCIAL CONTROL

Introductory.—Finance is the fuel of the administrative machine,
Just as no motor car can run without petrol, so no government can funetion
without finance. Apart from this, it is necessary that public revenue
should be raised in an equitable manner and spent economically so that
the {ax-payer may get full value for his money. In this sense, sound publie
tinanece is the fundamental basis of good government.

The principles governing public finance clesely resemble private finance
in certain points and differ from it in certain others. Mr. Micawber, who
never could keep his finances in order and was always dependent on some-
thing turning up, enunciated the golden rule of private finance in the
rollowing words :—

“*If a man has twenty pounds a year for his income and spends nineteen
pounds, nineteen shillings and six pence, he will be happy, bug if he spends
twenty pounds one shilling, he will be miserable.”> The same rule applies
to public finance. It is just as much necessary for a State as for a private
individual to keep within its income. In some essential points, however,
State economy is distinet from the eeconomy of the private individual.
An individual works with the idea of mwaking a profit : the greater the
profit he makes the more successful he is'supposed to be. A State exists
for the performance of certain serviees and rot for the sake of making
profits. The ideal of State economny is to establish a balanee between receipts
and expenditure. A State that has over & series of years very large surpluses
is only slightly less ill-managed than one with large defieifs, The best
practieal rule is to aim at a slight excess of receipts over outlay in order to
prevent the chance of a deficit. The second main point of difference is
that while an individual need not look beyond his own life-time, the states-
man has to regard himself as trustee Tor the future and so regulate financial
policy as not to impair the patrimony of the State, An4ndividual is obliged
io recognise the fact of death and to adjust his affairs accordingly. To
tike an extreme case, a man who has no one to depend upon him may,
without criticism from anybody, convert his property into a life-annuity.
The statesman cannot do this. He is called upon to manage the property
of the people whose interests endure in perpetuity. In matters of publie
finance it is incumbent that each succeeding administration shall find as
broad a field from which to supply its needs and as fruitful a source of
supply as the administration that preceded it.

It is generally accepted that democracy is an expensive form of govern-
ment. This observation is as ¢ld as democracy itself, but during the last
twenty to twenty-five yvears the expensiveness of democratic administra-
tion, both State and local, has become more and more manifest, India
is no exception to this general tendency. With the progressive advanee
towards a democratic form of government, the expenses of the administra-
tion have increased in India to an appreciable extent. Tn 1913.14, for
instance, the total ecentral and provincial . expenditure ecame to
Rs. 125 crores, In 1936-37, the year prior to the inaugzuration of the new
constitution, the total central and provineial expenditure was Rs. 211
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erores ; or, in other words, there was an inercase of expenditure by 69 per
vent. in 23 years. There are several causes for this inercase in expendi-
ture, of which not the least important are the expansion of legislative
bodies, separation of political from administrative functions, ercation of
ministries and pacliamceutary offices, spiifting up of certain provinees into
smaller units, expenditure on bigger buildings for the new Legislaiures
and its offices, ete. The margin for fresh taxation is not large, and tie
provineial governments are faced with increasing demands for expenditure
on nafton-building services. At the same time, they have, in the majority
of the provinces at any rate, pledged themselves 1o extinction of the
excise revenue and generous concessions in land revenue, two of the main
gources of provinecial revenue. The Centre has equally diffieult problcms
1o face, such as the modernisation of defencc side by side with the possi-
bility of a dwindling customs revenue. Financial administration, at the
Centre and in the provinces, will therefore require carcfal handling in
the near future, even if nothing untoward happens,

An attempt is made in the following pages to explain the svstem of
public finanee 1 the hope that it will help to form correet idecas about
fninecial administration and thus eontribute to the formation of informed
public opinion, which is essentiul for the successful conduet of finaneial

affairs in a democracy.
Finance vnder the new constitution -1t is a truism to say that the
authority which controls the public purse conlrols the admianistration,
Beif-government can have no meauing if there are ne adequate revenues,
or if the authorily in respeet of raising reverue or sanctioning expenditure
is placed elsewhere., It seems necessary, therefore, to sece what freedom
in matters of finance the Centre and the provinecs enjoy under tiic new

constitution,

The first thing to notice is the change in status. Previously, the pro-
vineial and Central governments acted on delegated authority and as the
apents of the Seeretary of State, who was vested with general powers of
superintendence and control over them. Under the Goverument of India
Act, 1935, there has been a demarcation of the Central and provineml
spheres and the executive authority of the Crown, which was previousty
vested in the Secretary of State, is vested direetly in the Central Govern-
ment in respect of central mat'ers and in the provincial governments in
respeet of provineial matters. The term ¢ executive authority 7 includes
finanecial authority, in so far as raising revenue, or sallictioning expenditure,
or borrowing monev, ete., are concerned. So that, whereas previously
whenever any finanecial aclion was taken, governmenis had to ask them-
selves. ‘lave we been, given the power to do this ?’ the presumption now
is in their favour unless it can be definitelv shown that they are debarred
by law from excreising any particular power,

This change in status is even more elearly noticeab’e in respeet of pro-
perty and public revenues. Whereas, previously all the properiy of the
Crown in India, moveable or immoveable. was vested in the Secretary
of State in Council and in him alone, simultanconsly witlh the demarca-
tion of provincial and central subjects, under the new constitution, there
has also been a demarcation of property, and Ceniral and Proviucial govern-
ments have been vested with full leead rights over property which naturally
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wmpperiaing to their respective spheres.  They ean now sue, and be sned,
in courfs of law in their own name in respeet of sueh property and not on”
behalf of the Secretary of State, as was the ease prior to the Reforms.

Similarly, with regard to revenues. Ever since 1858, when the Crown
took over the administration of Indian affairs from the East India Com-
pany, the revenues of India were a single and indivisible entity and were
vegted in the Secretary of Siate in Couneil, who was responsible to the
British Parliament for their administration. The law knew of no such
terms ay © the revenues of the Goverument of India’ or © the revenues of a
provinee ', and no government liad any statutory right or title to the
moneys which it raised. But now all this has andergone a radical change,
The revenues of India have been split up into ‘ the revenues of the Federa-
tion ’ and ‘ the revenunes of a provinee ’ and fuill legal rights have been
vested in the Federal and the provineial governments respectively in
regard to them, The manuner in whieh the apportioument of resources
between the Centre and the provinees has been made is dealt with in the

chapter on Yederst Finace,

Under the former Government of India Aets, no Government, Central
or provineial, had any power to sanction expenditnre, except in aceordance
with rules issned by the Secretary of State in Council fromm time to time,
which were techpically known as ‘audit vesolutioms ’.  DPrior to the
AMontagu-Chelmsford reforms, the sanetion of the Scerctary of State was
required to any expenditure or orant of a loan whish was of an unhusual
nature or was devoted to objects ou'side the ordinary work of administra-
tion. These terms were deliberately kept vague and sanctions given by
the Government of India and the provineial moveriments to expenditure
which would today be regarded as perfectly legitimale were frequentiy
objceted to n audit and the sanction of the Scerctary of State was ccm.si-
dered necessary to matters such as the erection of a reading room in a
vivil station. the provision of a recreation ground for Goevernment em-
plovees, expenditure on publicity work, grant of advances for industrisl
purposes, ete.

Under the. Montagu-Chelmsford reforms. some subjects were trans-
ferred to the control of the provineial legislatures and in relation to
expenditure on these subjecls provineinl govermments were given very
wide powers. The finaneial powers of the Coverament of India were a'so
enlarged. but the gencral control of the Seeretary of State over ovren liture
on Central and provineial reserved subjects was Rept intact.

With the inaugnration of the new constitntinn from 1st Anril 3937,
provineial govermments have been marie responsible to their own legisla-
ture. They now possess fn]l powers in regard to provineial expenditure,
exeept in eertain cases. Expendilure on services reeruited by the Scere-
tary of State is subject fo the control of the Secretary of State. Expemdi-
ture on the allowanees of Goverrors and the Judges of the Hish Court
is regulated by Orders-in-Conneil of His Majestv., In resport of certain
matters of provincial administration. QGeovernors lLave the power to get
otherwise than on the adviee of their Mhiisters. In tokine sueh neting
Governers may have to spend public money antd ther are fnily enpowered
10 do so on their own auﬂ*urn}', subjeet tr the contrel of the Governor

[.329MuFin
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Genernl and the Secretary of State. In regard to all other matters pro-
vinciul povernments are perfeetly free to incur such expenditure as they
consider necessary, provided they can get the Legislature to aecord its
sanetion to it.

Prior to the Montagu-Chelmsford reforms, provincial governments had
nwo power to borrow at all in the cpen market. Under the Monfagu-
Chelmsford reforms, they were given restricted powers., The purposes for
which loans cou'd be raised were specified aud ihe approval of tlie Govern-
ment of India wasg neeessary in each ease. Under the Guvernment of
India Aect, 1935, provices have no power to borrow outside India without
the consent of the Centre, but they are free to borrow in India for any
purpose they like, if they are not indebted to the Central Government.
As several provinees are so indebted they are under a statutory abligation
{0 obtain the comsent of the Central Government. The consent may be
gravted to such conditions if any, as the Central Government may
think fit to impose but it should not be unreasonably withheld.

From the above review of the constitutional positiom, it will be clear
that a provineiai government is entirely free to decide whether its budget
is to he a surplus or a defieit one, what taxes it considers necessary, and
if it is not indebted to the Central Government. for what purposes and on
what terms a loan may be raised, ete. I all these matters its discretion
18 unfeltered by the intervention of any external authority ; or, ta use a
familiar phrase, the responsibility fer ‘ safeguarding the finanédial stability
and credit ’ of a province is vested entirely in its Ministry. The Governor
of the province has no special responsibility in the matter,

Only two other matters remain to be considered, ramely, cash balances,
and acconnts and andit. nder the Montagu-Chelmsford reforms, pro-
vineial covernment accounts were separated from the Central Government
seconnts, but the balanees of provinecial governments were requirved to be
Lept in the enstody of the Central Government. Trovineial povernments,
in other words, had not the privilege of banking accounts of their own.
They had nct attained to man’s estate. This restriction has now been
removed. Provineial governments have now separate aceounts with the
Reserve Rank of India and the cash balance of the Central Government
does not include, as was the case before. money helonging to the provin-
cial governments. They have full control over the disposal of their
balances. subject to their keeping certain presecribed minimum balaneces
with the Reserve Bank, to which a reference is made in another chapter.

Provincial aceounts are quite separate from Central aecounts. But
the agency which keeps these aceounts and audits them, namely, the
Auditor General of Tndia and his staff is paid for from Central revenues
and control over the staff in matters of administration is vested partly
in the Aunditor-General and partly, in the Central Government. The Act,
however, leaves it to a provincial government to decide whether it will
bave an aecounts and audit department of its awn, in which case it will
have to pay for it from its own revenues. The source from which the
Auditor-General and his staff are paid has, however, nothing to do with
the manner in which aceonnts are kept and aundited. In the performance
¢f his account and audit duties, the Auditor-General is as much inde-
rendent of the Central Government as he is of the provincial governments
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and it may truly be said that he 5 as much the Auditor-General of each
provinee as he is the Audityr-Geueral of the Centre,

The position at the Centre is scmewhat different, The Central Govern-
ment also derives its executive authority by a direct grant from the Crown
eud is no longer in law the agent of the Secretary of State. It Las its
own revenues and powers to raise moneys and spend them. Butitisine
stage of transition, pend:ng the establishment of Federation., It is res-
pensible to the Seeretary of State and not to the Ceutral Lepislature.
Cousequently, coutrol over eentral finance is, mm point of faet, vested in
the Secretary of Stale, very much the same as was the case before.

With the establishment of Federation, the Central Government will
become responsible to the Legisluture, for admiunistration as well as
fimanee, except in respect of defence, external affairs and eecclesiastical
affairs.  Financial eontrol in respect of defence, external affairs and
veelesiastien] affairs, will vest in the Governor-General, whn will be subjeet
to.the control of the Seeretary of State, So far as trausferred subjeects
are concerned, the position with regard to financial coutrol will
be generally the same as in the provinees, with some important excep-
Lions. As in the provinces, expenditure on the services reeruited by the
wecretary of S ate, on the allowances of the Governor-General, and on the

“Judges atf the Federal Court will not be subject to the control of the

Iederal Ministry. Like the provineial Governors, the Governor-General
will have the power to spend money in regard to matters within the trans-
ferred sphere in respect of which he is authorised by the Governmeunt of
India Act, or any rule or order having the force of law, to act otherwise
than on the advice of his Ministers. But in some respects his financial
powers will be wider than these of provineial Governors, This is due to-
special eireumstances which do not exist in the provinces. In the fimst
place, there is no dyarchy in the wrovinees, whereas in the Federation
there will be reserved and transterred smbjects, and the expenditure on
necount of reserved subjects will form a considerable propurtion of the
total Federal expenditure. The purse will, however, be joint, that is to
ray, the entire revenue collected for the Federation will be kept in one -
account, which will be under the control of the Ministry. From this joint
purse funds will have to be found for both reserved and transferred sub-
jects. It will, therefore, be necessary for the Governor-General specially
to make sure that there is at all times emourh money in the Federal
treasury to meet the requircments of his reserved departments.

Secondly, the provinees have no sterlinz debt, like the Centre. This
debt is of considerable size and has been raised by the Secretary of State
on ilhe authotity of Acts of Parliament. At the time these loans were
raised the revennes of India were absolutely under the eontrol of the
Secretary of State and it can be argued that had the investors any idea
that at some future date the British (overnment wonld hand over its
responsibility in respect of Indian revenues to an elected Ministry in
India they would not bave so readily come forward to give those moneys
to the Seerctory of State. Even in ordinary life we see that if a persos
lends money to another on an estate and he hands over the estate to some
one else the ereditor penerally asks, and is eutitled to ask, for fresh
or further guarantees,
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Thirdly. the provinees Lave not to deal with the difficult and compli-
rated yuestions ot currency and exchange, The Central Governnent, with
its income all in rupees, bas to meet a large expenditure annually in sterling
and so long as there is an adequate excess of exports over imports, the
uecessary, finanee cau be found without diificulty. DBut when exports fal}

and exchange shows signs of weakuess, it is nof so easy, The value of
the rupee in terms of slerting has to be maintained so as not to damage
tim credit of India in the werld’s money markets, Kven a slight fall
w the rate of exchange adds copsiderably 1o the burden of Government
expenditure in terms of rupees and creates wneertainty In the minds of
those engaged in trade and industry.

For these reasons the Governor-General has been given special powerss
jn matters of finance. lle will generally be entitled to see that expendi-
ture i1s kept within revenue in ordinary times, that loans, external or
internal, are not raised on such terms and for such purpoeses as would
prejudicially affeet the credit of the country, and that a sound exchange
and eurreney poliey is being pursued. To assist the Governor-Cieneral
in the discharge of these dutles he will have a Financial Adviser, whose
advice will be equelly availuble to the Kederal Finance Minister, when
sought for.

Agencies of finaneial control—In all parliamentary systems, there
are, as a rtule, the following four agenvies for the cuntro]l of pubie
tinance :—

(1) the Legislature,

(2) the Exceutive Government,
(3) the Finance Department,
{4} the Audit Department,

The part plaved bjr each is briefly deseribed below :—

The Legislature.—The main fanction of the Legislature in connee-
tton with finanee is to vote supplv It is this power in the matter of supply
which gives the Legislature i's real control over the FExceutive. Tnitiative
-r matters.of finanee is, however, vested in the Executive and uot in the
Legislature, 1t is far the excentive to say how mueh money it needs
for the purnose of earrvine on the adinistration in any parhual.lr year.
The Legislature may say to the Exeentive that it is asI\mn' for too much
and reduce the amarnt or ent it ont altogether. But it may not put
fresh items of expnditure and thus add tn the total hurden to he horne
by the tax-paver Levond what is considered absoltitely nceessary by the
Exeeutive. This is a safoenard provided amainst the tendeney to exira-

vananee inkerent in democratic assemblies, to which a reference has been
rmade at the bheoiuning of this chapter.

Should the Executive eonsider that any proposed rednetion or omis-
s'un by the Logislature of the amount demanded would materiallv gffect the
discharge of its respensibilities. it may treat it as a question of no confi-
donee,  The earrvine of anv such motion would ordinarily result in ‘he
Government going out of office and the formation of a2 mew Government.
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This is briefly, the fuuction of the Legislature in relation to expendi-
fare whieh is subjeet to its vole, 'There are, however, several classes of
expeuditure which, under the Government of India Act, are not subject
to the vote of the Legislature. Provision for sueh items is made entirely
w1 the responsibility of the Executive and the Legislature has no power
to make any alteration therein,

For fresh taxation legislation is genera'ly necessary and, thercfore,
ibe Legislature bas to give its approval. llere also, as in the case of
expendiiure the initialive rests with the Exeeutive. The Executive pro-
puses taxation, the Lemislature may either refuse ils sanction, or reduce
ti¢ taxation proposed, but it may not inereasp it.

Taxatinn proposals are generally taken up after the voting of espendi-
fure. ~ Accordingiy, in propesing reductions of taxation, the Legislature
s to consider that as it has voted a certain amount for the expenses of
the administration, it must give the Governmen: sufficiemt funds to enuble
N to meet the expenditure voted,

In relation {o borrewing, the Legislature has, at present, no powers
at a'l, exeept to the extent that its vote is taken alse for expenditure pro-
nosed 1o be met from logn funds. Borrowing in India is done entirely on
the responsibility of the Exccutive. In England, Ministers of the Crown
Jiave to obrain Parliamentary sanetion aud borrowing is restricted to
amemnts and purpeses fixed by Parliameutary Aets. The Government of
India Act authorises the Legislature to fix limits within which borrowing
by the Executive may be carried on, but, so far as is known, no such Act
lias yet been passed by anv of the new Legislatures.

Suzgestions are freqnentiv made that the financial eontrol of the
FLegislature should be made more stringent and more real, but persens
who have experience of the working of democratic systems seriously doubd
whether such a step would produce any reduction in expeaditure. On
1he eontrary, it might lead {0 greater expenditure and inereased taxzalion.
Peop'e are now not so keen on reduction in expenditure, ihey want expan-
sion of the aclivities of Government in all directions, Such expansion
necessanly means more {iaxation,

The Execntive Government.—Under a svstem of joint responsibilitv
of the Ixecutive to the Iwgislature as prevails in the provinces, it 18
only natural that eontrol in all matters of policy, in financial as in admi-
nistration, should vest in the Government as a whole and not in any one
department of Government.

Questions of financial poliey may arise at any time in day to day
administration, but it is generally when the budget is under preparation
that the finanecial progamme of the Government for the coming vear is
deeided upon. To what extent fresh schemes of expenditure proposed by
each depariment may be admitted, how the funds to meet such expendi-
ture are to ho obtained, what new taxes may be proposed for the considera-
tion of the legislature, and how much may be met by borrowing are all
matters of policy in which the Government as a whole is concerned. Apart
from these quesiious, there are other matters no less impertant in day
1o day financial administration, sneh as fixing the financial powers of each
administrative authority, reductions or increases in salaries, allowances and
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pensions of movernment servants, ecte., whose effect is felt over the enlite
admipistration generally. These also ceme to be determined by the Governe
ment. It will, therefore, be obvious that the spirit of economy musl
prevail in the Government ns a body, and not in any particeu'ar depart
ment alone sueh as the Finance Department, for any machinery of finan
eial control to suceeed in achieving its object,

The Finance Department.—The administration of the public finances
is the concern of one particular department of the Executive Government
kuewn as the Finance Department. 1t is asking too much of hnman nature
to expect that administrative departments, keen on expanding their
activities and with so much of useful work to do, will put economy first.
But eeonomy is necessary at every stage however tedious and hawever
unpopular. Tf the work of enforeing econumy is o be done with effivicney,
it must be given to & separate departineat, which is uncopnected with any
spending departinent, Tlenmee the need for a division of funcfions and
for an mdependunce and detachment as great as possible in the position
of the economising department.

A strong finance department is one of the fundamentals of pood
administration, whatever be the form of gevernment. Under the Montagw-
Chelmsford Constitution, the finance department in the provinces was
civen a statutory pesition with defined funetions and powers. That way
cousidered necessary as finance was a reserved subject but the functions
of the finance department oxtended to transferred as well as reserved
subjeets. With the transfer of the control of all provineial subjeets
ineluding finanee, under the new eonstitution, there was no longer any
reed for a special statutory position for the fipance department. The
finance department is now one of the several other departmerrts of Fovern-
ment, whose business is regnlated by rules framed by Governers of pro-
vinees under Section 59* of the Aet. The Finance Department has not,
however, suffered hy the change, as it continmes to cnjoy the same
powers and exercises the same functions as it did under the Montagn-
Chelmsford Constitution.

Functions of the Finance Department in relation to (a) rxpendi-
tore.—1t has been said ahove that 1the Finanee Department 13 the tnsto-
dian of economy. Its first and foremost funetion in this sphere is. o
consider and judge any proposal made by another department which will
have the effect of imposing a new or increased eharge on the publie revenne
(eqr, creating a new post or raising the salary of an existing one) or
which will involve relinquishment of revenne. Such proposals may arise
for examination either at the time of the preparation of the budeet or in
the course of & financial vear. The heads of Departments submitting the
proposals are required to indicate the erder of nrzeney in respeet of the
various proposals submitted by them and also to give full details of the
estimated additional expenditure or loss of revenne, exeept in the case of
building sehemes for which sketch plans and approximate estimates arc
generally eonsidefed sufficient, The Finaner Department is entitled to
examine and advise on all such proposals and to decline to provide funds
in the budget or otherwise, for any propgsal which has not been so
examined. Propoesals involving recurring expenditure, sueh as increase in

*[Section 17 in the case of the Federation.]
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establishments, are examined with preat eare in the IMinanee Denartment,
‘'he Covernment then deecide, with reference to the fands available, which
of the new schemes examined by the Finsuce Department should be
provided for.

1t would be impossible to rurn the administration if all powers of sane-
tioning expenditure were concenirated in the Finanee Department. It is
tharefore neeessary to delewate financial powers to administrative authori-
ties and to frame rules and regulations for their proper exercise. Every
publie servant is under an obhigation to exercise the same care and dili-
genee in the expenditure of public money as a prudent private person
might reasonably be expeetrd to exercise in the expenditure of his own
money. But this is a connsel of perfection and something more definite
and workable, even though not so simple, is required for the gnidance of
ordinary mortals in an imperfeet world. Financial endes have accord-
ingly beea issued by each Government for the pnidance of its servants,
Generally speaking, it may be zaid that there are two eonditions which
must be satisfied before publie money can be spent +¥—

(1) The expenditure has been sanctivned by 2 genersl or special
order of the authority competent to s&nc&.n such expondi-
ture ; and

{2) sufficient funds have been provided for it In the budret. Thess
two conditions are independent of each other und it is not sufli-
cient for only one of thrin to be satisfied.. Both must be
satisfied before any expenditure is ineurred,

One of the important finaneial principles yn which the Finance Depart-
ment acts is that it is dangerous to depart from financial tules and regula-
ticns amd taunake exceptions in individual eases. Ilard cases muke bad
Jaw. Any cxception to a eneral principle or ru’e is an embarrassing
precedent. 1f A has an exceplinn made in kis favour why not I3 and C
and D). The ultimate financial implieations may be considerable and far
more than was expected when the first exception was agreed to. For
instance, it is a general rule that the pay of a post is fixed with refer-
ence to the responsibilities of the post. If any particular officer’s wok
is of outstanding merit he might be promoted to a higher poest when it
falls vacant, but he should not be given a personal allowance or higher pay
for doing his duties.

Another important function of the Finance Department in relation to
expenditure is that of a co-ordinating anthority, Each department knows
its own work and the econditions under which it is carried on. The
Finance Department also knows at what eost similar work in other depart-
ments is carried on and is in the best position to review and compare
and thus obtain the best results at minimwin eost. Also, there is a not
wnnatural fendency on the part of departments to examine financial eases
entirelr from their own standpoint. From their point of view they may
think that they have a good case for the revision of a scale of pay, for
example. The Finanee Department has, however to consider how such
revision will affect eomparable posts in other departments. which are sure
to make & similar demand. A careful seratiny is accordingly exercised in
the Finance Department over all proposals which relate to the number or
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gradines or eadres of posts in the public service or the cmo'tments or other
conditions of sevviee of posts.

What is said above applies to both Central and provincial finance
departments, In some big Central Departments, however, like Defenee,
Ruilwavs, and Posts and Telegraphs, a speeial system of internal finaneial
control is in operation. Representatives of the Finance Department have
teen aceredifed to these departments and they exercise the fundivas of
1the Finance Department in greater detail, and to better effeet than would
otherwise have been possible. ‘These officers assist the administration as
wil as watch the interests of the Finance Department.

{b) Revenue—It is obviously neeessary for efficient manngement of
public finances that the Fmance Department shou'd also exercise adequate
vontrol over revenues. The degree of the control exercised varies aceord-
ing to differences in local conditions and cvircumstances in vach eountry.
in Great Dritain, the administration of the main revenue departmcents,
such as Castoms, Excise, Income-tax, ete, iy also vested in the Treasmrv,
which is thus in a position to exercise adequate control over all incomings
and outfgoings of the public purse, Tn other countries arranzemcnts are
made to keep the Finance Department imformed of the fluctuations in
receipls, the causes of sueh fluctuation, and the progress of actuals as
compared with the budgzet estimates of receipts.

Owing to the variety and mapsilude of the problems invoived the
adminisiration of land revenue in the provinces is entrusted to a separate
aulhority, namely, the Revenue Department, which has its own endes
and rules for the assessment. colleetion and remission of revenue and over
the operations of which the enntrol of the Finance Department is limited,
The same remark applies to waler rafes, exeise, stamps, registration and
forests, which are the main heads of provineial revenue., Dt no depart-
ment mayv. without previsus comsultation with the Finance Department
issue any orders whieh involve any grant of land or assimnment of revenne
or concession, grant, lease or licence of mineral or forest rights or a right
to water power or any casement or privileze in respect of snch conces-
=ion ; or any relinguishment of reveune for which eredit has heen taken in
the budget, The Finance Department receives periodical reports of pro-
press of the eollection of revenne and is entitled to advise (Le depavtments
responsibie for the collection of revenue recarding the progress of col'ee-
tion and the methods of enllection employed.

The revenne svstem ot the Ceutre is orzanised on more or less the
British svstem. The Central PFirnance Department has upder its own
contral the Central Board of Revenne. which is responsible for rhe adm’nis-
fration of the major portion of the Central revennes, sneh as Customs,
Central Excise Duties, Taxes on Income, Salt and Opiom.

(¢) Other matters.—The Finance Department ig consulted in all pro- -
posals for inerease or reduction of taxation, in whatever depariment aris-
ing. The poliex of a tax is the eoncern of the administrative Jepartment,
hut its financial implications are analysed and hrought to notice by the
Pinanee Pepartment.  The raising of publie loans and the control of the
publie debt are also its concern, Tt is one of the important dutics of the
Finance Department to sec that a minimom balanee is maintained with the
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Reserve Bank on account of the transactions of the Government eonducted
by the Bank’s offices and branches, The Finance Doparument has also
tu see that adequate cash is available ai treasuries the husiness of which
is not conducted by the Dank. In order to provide adeguate funds for
these purposes, the Finance Department may have to arrange for taking
ways and means advances from the Reserve Bank or to float treasury bills.
'The Finance Department is further responsible for the safe eustody of
all funds of the Province, The Famine Relief Fund of the province is
managed by it and it secs that there is at all times an adequate balance
in the Fund as preseribed by law. It is the duty of the Finance Depart.
ment to prepare the budget and fo arrange for its presentation to the
Legislature. It has also to see that the moneys voted by the Legislature
have been spent properly and to bring to thé notice of the Legislature,
through a Committee of the Legislature, called the Public Accounts Com-
mittee all expenditure which has not been duly authorised. The detailed
procedure in regard to the preparation of the Budget is discussed in
another chapter, _

In addition the Finance Department of the Central Government deals
with banking, mints, coinare and paper eurreney,

Relation of finance to administration.—The Finance Minmister 18
supposed to have a big ' No ’ painted on his forehead. Even in private
life it is extremely unpleasant to have to say no to a request made by a
friend. It is far more 50 in public administration, when one has to do
it very frequently and to colleagues who are bound to you by the closest
political ties. There js, however, a ¢ertain line beyond which no Finanee
Department can be permitied to go. _matters of policy, the ultimate
decision must be of the Government as d&whole and not of any one depart-
ment. The Finance Department ean neither dietate nor velo policy. All
that it can do is to put hefore the Government all the possible financial
implications, the immediate cost as well as the ultimate eommitment,
g0 that Government may come to a right decision. For instance, if the
dovernment prpposes to introdnce prohibition, the finance Department
can only invite their attention to the diminution in revenue and increass
in expenditure {in preventive staff) that it will entail. But in the lust
resort, in this as in every other question, considerations of public policy
must prevail and the decision of the Government as a whole must be
given effect to, whatever the views of the Finance Department may be.

Where no question of policy is involved, it is generally found advisable
to grive the Finance Department a special position of anthority or primacy
vis-a-vis the other departments of Government. In matters of detail, the
opinion of the Finance Department should be allowed to prevail, even
though, under the rules, it is not entitled finally to overrule another
Department. There, however, arise cases on the border line, where detail
ends and policy begins and in relation to such matters differences of opinien
ean be settled either by a discussion between the Ministers eoncerned or
by a referenee to the Cahinet.

Such a position of primacy as that contemplated above is enjoyed by
the British Treasury, which can almost refuse applications from Depart-
ments without giving reasons, the onus being considered to be on the

Departments themselves to justify their proposals. In India the Finance
LA34 Mol Fix
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Departments are still comparatively young and have not the long tradition
of the Treasury behind them, but it is a happy sign of the times that
Prime Ministers in several provineces have retained the Finance Depart.
ment in their own portfoliv,

The Audit Department.—We now come to the fourth and the last
of the agencies of financial control mentioned in this chaprer, namely, the
Audit Department. The practical genius of the British race, which, after
a protracted struggle with the Crown, hit upon the device of the responsi-
hility of the Ministers of the Crown to Parliament and cuforced this
responsibility through the power of voting supply, followed it up with the
independence of audit and its responsibility to Parliament. For, it was
found by long experience #hat it was no use Parliament voting amounts
for particular purposes if the Exceutiveé were free {o spend flie money as
it liked, without Parliament knowing whether its behests were complied
with or not, 'That the auditer shonld he independent of the heads of
the administrative departments was conceded long ago, but that he should be
independent also of the Executive Government and report to Pariiament
irregularities in the applieation of monexs voted by Parliament was not
‘80 easily econceded. The Exchequer and Audit Departmenis Act of 1866
embodied this principte for the first time and is one of the lasting contri-
butions of Gladstone to the seolidity of the British financial system. Tt bas
since been adopted in other countries with parliamentary systems of
Government. The Government of Tndia Act 1935 and the Audit and
Accounts Order re-affirm this principle, which was established in 1913.

The Legislature votes specifigd amount for specified purposes. The
Audit Department sees that the ¥xecutive does not spend more than the
amount voted for the particular purpose and also that no money is spent
for a purpose ontside the scope of a vote. Breacheg of the intentions ol
the Legislature in regard to either point are brought to uotice by the
Auditor General in his report on the acrounts which is laid hefore the
Lepislature, In th's capaeity, audit aets on behalf of the Lezislature,

But it also acts in another capacity, and that is on belalf nf the Txe-
eutive Government. Govermment preseribes the finanecial powers of its
affi~ers and lays down rules and repulations for the condnet of financial
business, the maintenance of acecunts, the reeeiving. payine and kecping
of poblic monex, ete. There obviourly ought to be some aseney which
shou'd see that the oirders of Government arce not disregarded.  Audit is
this ageney. In thie respeet, andit may be raid o be the eves and ears of
the Finance Department, for through it alone the Fingnee Department
can know how things esre eoing on.

General observations.—The two main principleg to be observed 'in
any system of finaneial contrel are eeonomy and regularity, 2nd the sueerss
of any svatem numst depend mpon the vizane with which econamv and reon-
larity are observed in duyv to dav administration, The distinction between
reruiarity and economv i< o thing werth remembering in finaneinl adniinis-
fration, By regularity is mrant the spendine of money for the purnnses
and in the manner prescribed by law. Fooncmy, of eonree. means getting
full value for your money. The two are nct necessarily the same 1hing,
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tof it is concéivable 1o spend money without eonstitutional irregularity
aud yet to spend it very wasfefully,

It will be seen from what has been said in this chapter that the
machinery of paritamentary coutrol of public finance—worked partly by
the Legiclature and party by Audit—is intended to secure regularity onty.
It 1s designed to ensure that the Exccutive Government dees not spend
the taxes for any puirpose which the Legisiature does not approve, and
that, for purposes which it does approve, it shail not spend more than the
Legislature allows, Constitutionally, this is very importaut, bat as a
~malter of business and frow the point of view of the tax-payer, ecopcmy
15 more important, Eeonomy is lcoked after by the Executlve Govern-
ment and more pariiculariy by the Finance Depariment. It cannot be
entrusted to an external authority and must be appiied from within, by the
very officers of the Executive Government who are responsible for the
carrying on of administration, subject to the control of the Finanee
- Department.  For this reason it is necessary that a high standard of public
duty shounld prevail in the services. There can be, and is, no better safe-
guard of economy,
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CHAPTER II.-—GOVERNMENT ACCOUNTS AND THEIR AUDIT.

Importance of public accounts.—In Morley’s Life of Gladstone is
published & letter from Gladstone to oue of his sons at school, in which he
advises him to keep detailed accounts of expenditure as the only way to culti-
vate the habit of thrift in daily life. The same remark applies to account
keeping by public bodies. In private life every prudent man keeps accounts
from day to day to show how much he is getting and how much he is
spending, so that he may be sure at all times that he is not running into
debt. When a man is spendiug another person’s raoney, as g trustee or a
guardian, the keeping of accounts becomes an imperative duty. That
is why Governments, whick spend money collected from their people,
have to be very careful about their accounts, which are published for the
satisfaction of the tax-payer,

The student of publie affairs, though profoundly interested in the
budget, shows comparative indifference to the public aceounts, whieh it is
not easy to justify, A budget stands in the same relation to accounts
as the plan of a house stands to the house actually built. A person interest-
ed in a house-plan should be even more iuterested in the house itself.
Similarly, & person ianterested in public finanee should be no less interested
in the accounts, which alone indicate the true financial position. For
instance, the budget of a particular year may anticipate a surplus. But
only the accounts will show whether there was or was not a surplus during
the year in question.

The importance of accounts also lies in the fact that they are the
foundation of budgets and finanecial control. Without accounts accurate
cstimating would be impossible. That is seen at onee when a new tax is
proposed. It becomes difficult to say how much Government will receive,
simply because there are no data to go upon. Again, without a knowledge
of the structure of Government aceounts, it is net possible to understand
a budget, for the form of the budget estimate is determined by the form
of the accounts. Or, take again, the point, in which evervbody is interest-
ed, namely, a surplus or a deficit in a budget. That is one of pure aceount-
ing. namely, what receipts should be eclassed as ‘ revenue ’ and what dis-
bursements classed as ‘ expenditure *. It is quite possible to manufacture
a surpluzs budget by treating as revenue items of receipts properly classi-
flable under a eapital or a debt head, or, what is easier still, by deciding
to finance ordinary expenditure of a non-productive character from horrow-
ed funds, instead of from revenue. So far as financial eontrol is coneern-
ed, it will be obvions that if the Execntive is to be held responsible for
keeping the expenditure within the grant voted by the Legislature, they
must know the actual state of affairs &8 diselosed by the accounts from
time to time. No financial eontrol can be exercised otherwise.

Essentials of public accounts.—It goes withont saying that publie
acoounts should he kept in accordance with approved principles of brok-
keeping, and that they should be a correet statemment of facts and embrace
all the finanecial transactions pertaining to the year. But it is no less
important, if they are to evoke public interest, that they should be elear
and easily understandable by the lavman. Ther should be well arranged
and in a form so as to tell the tax-payer all that he needs to know about
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the Government’s financial activities and the state of its purse, This i
securedl by classification. A mere continuous record of the transactions
as thev .oecur is not of much use even to a small trader for ascertaining
how he stands in relation to his various customers or how far he is making
a profit. He bas to classify his transactions under various heads, as for
example, the names of the various customers, the different classes of
articies and the different types of business expenditure, such as advertise-
ments, earriage, rent and taxes, ete, A sound system of classification thus
enables the combined effect of any desired series of transactions being
computed,

It is also essential that accounts shonld be published as soon as
possible after the close of the financiai year to which they relate,

To fulfil all the above requirements, namely, of scientific book-keeping,
correctness, elearness and promptness in publication, is not an easy matfer,
as they are nop always reconcilable. Sometimes to attain one you have
to sacrifice the other. For instance, corrcetness requires that all the
transac'ions of the vear should Le shown under the heads to which they
really belong. But this in practice means keeping the accounts open for a
long time after the expiry of the financial year and prevents promptness
in publication. So, if promptness is the greater desideratum, some sacri-
fice of correctness is unavoidable. Similarly, in regard to others.

The Auditor-General.—The keeping of accounts is an executive fune-
tion and Is entrusted to agencies under the control of the Execulive
Government.  The audit of accounts is a quasi-judicial function and is
entrusted to an agency independent of the Exeenfive Government. Tt is
fundamental that the audit should be conducted by an independent person
not concerned in drawing np the aceounts, and that he should exercise
no cxecutive function in matters of account, such as ordering recoveries
of amounts overdrawn, ete, The primary function of an auditor is to
examine an accaunt and to report upen it. Tn this manner all irregulari-
ties are brought to notice and the publicity which the andit report receives
achieves the end in view, namely, the maintenance of orderly finance,

English practice ¢onforms to the above theory, but in India, partly on
administrative consideration and partly on grounds of economy, a slightly
different system has been adopted. The keeping of accounts as well as
their andit is entrusted to one and the same agency, namely, the Auditor-
{teneral of India and his staff. For this reason. the local head of the
aceoun' and andit department in each provinee is ealled the © Aceountant-
General ’ or the ‘ Comptroller . Ile works under the conten! of the
Auditor-General and not of thr Executive Government. In the Defence
and Railway Departments, however the English system prevails. The
accounts are kept by a departmental ageney not subjeet to the control
of the Auditor-General, but they are audited by the Auditor-General and
his staff. The aecounts of the Secretary of State for India and of the
High Commissioner for Tndia are naturallv kept on the English system.
The Aceountant-General, India Office and the Chief Accounting Officer to
the High Commissivner are respectively responsible for the keeping of
accounts. The audit is done by the Auditor of Indian Home Accounts.
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The independence of audit is fully secured by the CGovernment of
India Act and the UGovernment of India (Audit and Accounts) Order,
1936, Under Seetion 166{1) of the Act, the Auditor-General, of India is
appuinted by 1lis Majesty and cau only be removed from oftice in like
manper and on the like grounds as a Judge of the Federal Court. The
salary and other econditions of his service are preseribed in the Audit and
Accounts Order. In order that he may have nothing to hope for from the
favours of thc Governor-General, it is preseribed in the Act that he shall
not be eligible for further office under the Crown in India after he has
ceased to hold his office. The Auditor-General has also to give an under-
taking on his appointment that he will 1:ot, after he has ccased to hold his
office, aceept any employment in the service of a lecal authority, or railway
eompauy in India or of an Tudian State or Ruler or save, with the previous
eonsent of the Governor-General in his discretion, any other employment
in India.

The independence seciived for thie Anditor-General is alse extended to
the officers who work umder him, namely, the Accountant-Generai, Comp-
trollers and Directors of Audit, in the various provinces and departments.
In relation to the performance of their awlit duties no disciplinary action
can be talien against them by any authority, Central or I'rovinecial, with-
out the concurrence of the Auditor-General,

The Auditor of Indian Home Aceounts, who audits the aceounts of
the Secretary of State and of the High Commissioner for India, under the
general superintendence of the Auditor-General, is also placed in & posi-
tion of independence. Under Section 170 (1) of the Act, he is appointed
by the Governor-General in his discretion and can only be removed from

office in like manner and on the like gronnds as a Judee of the Federal
Court.

General principles underlying Government accounts.—In the first
place, it should be notieed that Government acccunts are cash accounts,
that is to say, aceounts of actual cash receipts and dishursements during
the finaneial year April to March. Whalever is reccived or paid in cash
during the year is recorded in the accounts of that year, irrespective of
the fact that the veceipt or payment may be in respect of previous years.
In this respeet Tndia has followed the British and not the Continental
mndel, Tn some European countries, such as Franece, rights acerued and
liahilities incurred are hronght to account. That is to say, every liability
is brought into the accounts for the vear in whieh it was incurred, althouph
no payment is made for it until long after, and similarly all revenue is
brought inte aeccount that cught to have heen received, although it may
not have heen received in faet, Thoueh, from the point of view of seientifie.
book-keeping this is eorrect, it has the disadvantage that when the finan-
eial year ends, it is still quife uncertain what the realised total of the
expenditure and revenue which are considered to belong to the vear will

be, and the nation’s accounts for the year have to be kept open long afler
the year is over.®

*[For instance, the French accounts for 1920 were finally closed onlvy in the
beginning of 1937, whereas the Indian accounts of a vear are elosed hy the end of
Oclober of the following year.] 3 ;

- . ‘-



. 17

Thor prompt closing of accounts, the cash basis system in undonhtedly
superior. The cash basis system is, however. not entirely suitebles
for recording the transacticns and presenting at any lime the troe state
of affairs of Government commercial undertakings, such as railways, posts
eud telegraphs, irrigation and eleetric schemes, factories and workshops,
ete. The main point of interest in connection with these undertakings 18
whether they are or are not being run at a profit and the regular accounts of
(Qovernment do not enable one to sce this at a glance. For this purpose,
proper commerciat accounts, in addition to and outside the regular accounts,
are maintained for all eommereial under'akings and presented to the
Legislature, along with the regular accounts. .

The seeond important point to bear in mind in relation to Government
gecounts ig that they record the receipts and paymenis of the departments
concerned, irrespective of the purposes for which sueh receipts and pay-
ments may be made. For instance, the expenditure recorded under the
head ¢ Education ’ is the actual expenditure incurred by the head of the
department of cduecation and not the tota’ expenditure on educational
purposes. The expenditure on the construetion of a school is an important
part of edueational expenditnre, but it is not recorded in Government
accounts under the head ¢ Edueation ’, but under the head * Civil Works '
If any persom were to attempt to find out the total expenditure incurred
by Government on edueation, he wounld have to extraet it from several
hieadds of aceount, 'The same is true of other departments of the adminis.
tration,

The acenunts of eommercial departments, on the other. bring out the
entire revenue and expenditure appertaining to them, even thongh soma
portion of the revenue micht be eollected in, or some expenditure incurred
og their behalf by other departments. This iz necessary to ensure the
eorrectness of the finaneial results of their working,

The third point is that gecounting is gross and not nef. That is to
zay. receipts are recorded on one side of the aecount, and expenditure on
the other side. Receipts realised hy a department are credited into the
treasury as revenue and not used fer meeting its expenses, The transae-
tions of a revenue department, Tike customs or Tand revenue, are not shown
net on the revenue side, nor of a spending department, like police, eduea-
tion. or the army, shown net on the expenditure side of the aceount. That
is the peneral ru'e, hut it is subjeet to ano‘her important rule that the
public accounts shonld net be wvnduly inflated. For instanee, revenue
received may have to be refunded later. Tt wounld give an exagrerated
idea of the true finaneial pesition, if the pross revenue received were chown
on the revenve side of the acconnt and refunds of revenue shown on the
expenditure side. Tn such eases, refund is shown as a deducfion from
revenue. In the ease of Railwayr. Posts and Telegraphs, Trrigation and
Hydro-electrie Departments the working expenses are shown as deduetions
from receipts,

General outline of the system of Government Acconnts.—Qovernment
acenunts are kept on the single entry system and not on the double entry
system az in the case of eommercial accounts, The donble entry system,
though complicated, has the advantage that each entry is controlled by a
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corresponding entry elsewhere, and it will be necessary to commit two
errors of the sume magnitude in order to avoid showing the error in the
accoun’s. Though Government accounts are kept mainly ou the single
entry system tliey are proved al every stage by speeial methods, _
L
There are four main stages in the building up of Government accounts,

(i) the initial aecounts maintained at each treasury or in the offices
of certain depar.uental officers where finaneial transactions
originate ;

{ii) the classification of the transactions, that is, the marking of
each item of reeeipt or payment according to the head of
account to which it relates ;

{iil) the compilation by Account Officers, from the monthly accounts
received from the treasuries, and from the departmental
officers, of a consclidated monthly account ;

{iv) the yearly compilation of Finance Accounts showing the annual
receipts and disbursements for each provinee or other account-
ing circ'e, and the preparation by the Auditor-General of a
genera) financial statement for the year incorporating a sum-
mary of the accounts of the Central Government and of all
the provinces.

We now proceed to consider each of the above stages in greater detail.

(i) Initial accounts in Treasuries.—The unit of administration is the
district, which is in charge of a Coliector or Députy Comm'ssioner. At
the headquarters of each district, there is a Government treasury in charge
of a Treasury Officer, and in addition, there are usually one or more sub-
treasuries located at suitable places within the district. The entire expense
of the Treasury is borne by the provineial government. In places where
there is an office or braneh of the Reserve Bank (or a hranch of the Imperial
Bank of India acting as agent of the Reserve Bank), the eash balances of
Government are deposited therein, and the Bank is responsible for the
performance of the cash duties on behalf of Government. Al Government
receipts within the distriet, whether on account of the provineial govern-
ment or on acecount of the Central Government, are paid into a treasury
or the Bank and all payments on Government account are disbursed there-
from. A detailed account of such receipts and payments is kept by the
Treasury Officer,

In the case of certain large departments, such as the Railway, Posts
and Telegraphs, Public Works and Forest Departments, the receipts realis-
ed are paid into the treasury in lump and are accounted for in the Treasury
merely as receipts on behalf of such departments. The detailed accounts
of sueh receipts are kept by the Departmental Officers concerned. Similarly
sums are withdrawn in lump from a Treasury or Bank by those Depart-
mental Officers and appear in the treasury accounts merely as payments
on behalf of those departmients, while the detailed accounts are maintained
by the departmental officers,

On the 11th of each month, a list of payments supported by vouchers
is sent to the Accountant-General by the Treasury Officer for the payments
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made from the 1st to the 10th of the month, and on the 1st of the succeed-
ing moath, a second list of pavments with vouchers is sent, for payments
frem the 11th to the end of the month. The receipts and payments for
the whole month are also reecorded and compiled into & monthly eash
acconnt at each Disirict Treasury and seat to the piovindal Accouhtaid-
General, scparate sels of aceounis being rendered for transactions of the
Central Government and for those of the provineial government. SimHarly,
in cases where luinp sum receipts and payments alone appear in the
Treasury aeounts, the Geparimental Officers compile a deiailed monthly
aceount, from their initial records and submit it to the Acecunts Officer. to-
gether with vouchers, -

(i) Classification.—The next step is eclassification, which is done in
the Office of 1he Accountant-General, exeept in Madras where it is done at
the ‘I'reasury. Classifieation is necessary not only for sccuring uniformity
in accounting throughout the country but also to enable the preparation of
budget forecasts and to watch the realization of anticipated results. The
form of the public aceount is the same for the Centre and the provinces.
Chanees in aceount classification are made only after consultation with the
-Auditor-General, . It is wvery desirable that changes in  elassification
be made only when absolu‘ely necessary, as such changes make comyparison
with previous years very difficult,

The main divisions of Government aecounts are :—

{1) Revenue, '
(2} Capital,
(3) Debt,
(4) Remittanece, )
The above terms are somewhat technical and need some explanation,
The * revenue ’ division deals with the proceeds of taxation and other

receipts classed as revenue and the expenditure therefrom, the net result
of which represents the surplus or deficit of the year.

The  eapital ’ divicion deals with expenditure met usually from

horrowed funds or accumulated cash balances, such expendilure being
ineurred with the object either (a) of increasing econcrete assets of a
material character or (b) of reducing recurring liabilities, such as those
for future pensions hy payment of their capitalised valune. Reeripts of
a cap tal nature are small and arise generally from sale-proceeds of eoncrete
assets.
) In some eases, capital outlay is financed from ordinarv revennes
instead of frem borrewed funds. Such outlay, though recorded in the
capital division, is taken into account in working out the surphis or drficit
for the vear and comes within the ‘ revenue’ account. This point is dis-
evar@? "~’er on, in connection with the question of allocation of expenditure
between ecapital and revenne.

The ‘ debt’ division comprises receipts and payments in respect of
which Government becomes Hable to' reray the moneys received or has
a claim to recnver the amounts paid, torether with the renavments of the
former and the recoveries of the latter {e.g., receipts and disbursements on
L434MofFin, *
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account of loans and advances, savings hanks. departmental and judicial
deposits, ele.),

The fourth and last division embraces transactions which fall under
neither of the three divisions mentioned above, such as cash remittances
from one treasury to another, remiftances between England and India,
receipts and payvments on accouni of Postal, Military or Public Works
Departments, ete, which, as explained already, are recorded in lump
in the treasury accounts.

Within each of the four main Jdivisicns deseribed above, the transae-
tions are further classified under ‘' major’’ heads. The major heads
constitute the main units of elassification and usually the traunsactions of
each important department ar line of government activity are classified
uncler a major head, sueh as Lan:d levenue, Police, Education, Medical
c¢te The major heads are serially numbered, Roman numerals being
vmaploved on the receipt side and Arabie on the expenditure side. For
instance, ¥II Land Revenue stands ior the receipt head, and 7 Land
Revenuwe for the expenditure head.

These major headls are eombined into groups calied * Sections ', which
have snecified tirles sueh as A, Prineipal Heads of Revenue, B. Railways,
C. Irrigation, Navigation, Embankment and Drainage Works, etc., the
Capital sections being distinguished from the corresponding Revenne
seclions by double letters, such as AA, BB, CC, elc.

Within each major head, there are several minor heads, which, in
turn, are sub-divided into sub-heads and detailed heads which run into
thousands. In ‘this scheme, a transaction i1s classified with reference to
the major. minor, sub and detailed head of account to which it pertains

For example,
VIII Provineial Excise.

Major head - .o

Minor head o .. Hemp and other drugs.
Sub-head . .o Duty.

Detailed head .. .. Ganja.

Tlie expenditure transactions under each of the above heads of classi-
fcation are further differentiated as ¢ Voted "pr * Charged on the Revenues '’
according as they are subject to the vote of the Legislature or not. 'This
point is diseussed in the chapter on the voting of the budget.

{iii) Compilation.—The next stage, after ensuring proper classifica-
tion of transactions. is audit® and then comes compilation of the accounts.
The fizures received from the varions treasuries and departmental officers
every month, are posted in the oftice of the Aecountant-Gieneral and totalled
go as to bring out the monthly provineial receipts and expendifure under
each head. The aundited monthly aceount is made available to the provin-
cial povernment hy the end of the nest manth. The aceonnt of a finarciad
vrar has. however, to be kept open for some months afier its close in order
to make it a complete stat~ment of the financial transaetions pertaining
tc that vear. The Auditar-fieneral trav:smits the Finance Aceonnts of the
vear to sach Qovernment scmetime in Januaiy or February of the following

"™ ja dealt with separatel~”
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year. They are then laid before the Legislature at we ouugel Session
_which commences in February,

The above description applies to the accounts of provincial govern-
ments, The processes generally apply to accounts of the Central Govern-
mept. The initial eompilations are eitected by several accounting otficers, lor
example, the Centrar civil transactions taking place in provincial areas
are, with a few exceptions, compiled into a monthly and yearly account
by the respective provincial Aecountants-Geneval, while the Accountant-
General, Posts and Telegraplhs, and the Controiler of Rallway Aceounts
cowpile the accounts of the Postal and Railway Departments respectively.
'he Accountaui-General, Central Revenues, books the trausaclions oceurring
in the Centra¥y administered areas and compiies from his own aceounts
and from those received from other accounting oflicers, a eonsolidated
account for the Central Govelnment as 2 whole. The closing date of the
accounts of the Central Governmncnt for any period is later than that of
the provincial governments,

Finally, the Auditor-General prepares a general financial statement
ineorporating a summary of the acecunts of the Central Government and
of all the provinces, together with particulars of their balances and out-
standing liabiities and eontaining such further infurmation as to the
financial position as may Le direeted by the Governor-Geueral. 'This eom-
prehensive statement is required to be submitted 1o the Governor-General.
It takes the place of the former ‘ Finance and Revenue Accounts of
India °, which were transmitted to the Secretary of State for India for
submission to Parliament.

Allocation of expenditure between capital and revenue.—The alloca-
tion of expenditure between capial and reveuue is determined partly by
considerations of finance and partly by those of aceounting.

It resolves itself, really speaking, into the question, what expenditure
should be met out of taxation and what out of borrowing. As is weil
known, the practice of governments is not uniform in the matler and
writers on public finance also do mot throw mueh light on the point,

In spite of the diffienlty referrved to above, there are certain account-
ing or commercial principles which have to be observed, partieularly in
refation to govermment commereial undertakings, such as railways, irriga-
tion works, electrie schemes, ete. -

In dealing first with the point of finance in its bearing on the question
of allocation, it is necessary to state that though ‘there are no restrictions
on the powers of provincial governments, it is not suggested that they do
not in practice vbserve any restriclions in regard to the finaucing of
expenditure from borrowed funds. Llach government has ifs own rules,
Eult, broadly speaking, the pesition may be said to be somewhat as indicated

elow — ’

Expenditure on a concrete asset of a material and permanent®
char:~ter, which is financially remunerative may legitimately be met out
*[It is ueeessary that the asset should not be of a temporary character ard
that it should belung to the authority incurring the expenditure. (rant-in-aid to
& local bady or institution for the purpose of construction assete eapnot be ragarded
8g capital expenditure,
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of borrowed funds and treated as ‘ capital outlay outside the revenue
sccount ', In the interests of conservative llance, however, a money liwit
is preseribed, below which even productive vutlay is met out of revenue
and not out of borrowed funds. Such outlay is recorded as ' Capital out-
lay within the revenue account ’.  For the preparation of accounts
according to commereial principles, it is necessary to know what the total
mpnal outlay op a scheme is, irrespective of the souree from which it
is finaticed. Lhat is the reason why capital expenditure, even though
incurred out of revenue, is shown separately from otiler expeuditure, also
incurred out of reveuue.

— It is, however, not essential that the coucrete assets should be finan-
ciully remunerative, in arriving at a deeision whether the expendiiure
should be financed out of borrowed funds or not. The construetion of the
Capital at New Delhi out of borrowed funds is an instance in point,
Thiough there are no restrictions on the powers of provineial governments
in the matter, the principle of prudent finance once enunc.ated by the
Government of India in the following terms is as appiicable today as it
was betore the advent of provineial autenomy —

*‘ Two eonditions must be fuifilled before it would be justifiab'e to
spend loan funds on unproductive purposes. These are, firstly
that the objects for which the money 1s wanted are so urgent
and vital that the expenditure can be neither avoided, pust-
poned nor disliributed over a series of years, and secondly
that the amount is too great to be met from current revenues '

The fixation of a monetary limit beyond which expenditure for un-
productive purposes may be inenrred opt of borrowed funds is within the
diseretion of each prowincial government.

It is also permissible to treat as capital, expenditure ineurred with
the object of reduecing recurring liabilities, such as amounts pail to Govern-
ment servants in commutation of pensions, In this respeet some provineial
goveriments are more conservative than others @ they prefer to meet such
paymenis out of revenue rather than out of capital for the reason that the
etnual charges bave become stabilised at a fairly uniform figure. Where
the initial payment is made out of capital, revenue lias to bear the charge
on account of interest as well as an amount equivalent to ihe liability
which would in the ordinary eourse have fallen on the revenue of the vear.

When it has been d_f‘cidef that expenditure on a scheme for the creation
of a new or additional asset shali be classed as capital the followlsg are
the main prineip'es applicable to the treatment of ihie expendilure in the
arcounts :—

(a) Capital bears all charges for the first eonstruetion of a projeet -
as well as charges for intermediate maintenanee of the work
1 while not vet opened for service and bears also charges for
such further additions and improvements as may be sanetion-

ed under rales made by competent authority,

{b) Subjeet to (e) below, revenue bears all subsequent charges for
maintenance and all working expenses, These embrace all
expenditure on the working and upkeep of the project and
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also on such rencwals and replacements snd sweh additions,
fmprovemenis or extensions as under ra‘es wa .e by eoipetent -
authority are debitable to the BHevenue Avecui.t.

(e) In the case of works of remewal a:d fmmprovemeit which partake
both of a capital and revenue nature, it is impracti:able to
draw a hard and fast line between what is properly «cbitable
to -capital or to revenue. Allocatinn in sueh cases is r.ade by
detailed rules and formule wevswil by e Exceitive wathori-
ties, which are applied in estimutes 10 determ ne the allocatioil
of expendi ure beiween capital and revenue. Thes: rules and
formule n.use necessarity h2 based upun some poneral principle
of sound finance which should aim at an equitabie distribution
of burdens between preseni and future generations.

(d) In theory it is legitimate to make capital bear the charges for
interest on money borrowed to finance the construction of a
new project before the project becomes revenue earning. In
fact, however, a Government project is only part of the opera-
tions of Goverument and it may be sound finanrzial administra-
tion to meet interest charges from their revenue during the
proeess of construction. The charpge of mterest to capital in
Government. scecun s is justified only when there won’d be
untdue disturbance in the Govermment’s budgetary position
by taking interest to reveuue. The writing back of capital sed
interest shontd Le the firti charge <o any cap tal receipts or
surplus revenues derived from a project when opened for work-
ing. .

Capital receipts 11 so far as they relate to expenditure previously
debited te euxpite, ocecurring during the process of coustruetion
of a projeer shoald be utilised in reduetion of cxypenliture,
Thereafter their treatment in the accounts nay depend ou
cireumstances, but except in the case of reecvered stores on
Railways and the Posts and Telegraphs Department or as
otherwise provided in the.rules of allocation applicuble to a
« Particular department, they sh uld never be eredited to the

ordinary revenue acceunt of the undertaking,

(e

e

Arxdit—We have seen at what st. ve £:dit i5 ap led to Government
aceount<. We now proceed to describe the processes of audit,

(i) Audit of receipts,—The work of revenue-collecting departments-
on the financial side may generally be said to fal! under the following three
tategories :—

(a) Assessment ;
(b) Collection ;
(c¢) Remitiance of collections into the treasury.

Ap audit of receipts to be complete must be applied to all the above eate-
gavies. In relation to (a) it is necessary to see that the assessment, or the
demand against each individual, is eorrectly fixed and that there are no
defects in miethods of assessment generally. Ig relation to (b), audit must
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see that all sums due are rceeived and checked against demand ; that
remissions and suspensions are made under proper authority, and that
adequate regulations und procedure exist in relation to colleetion of revenue.
In regard to (e), it is necessary to sce that the entire colleetions, without
sny deduetion or reservation, are remitted into the Treasury and brought
tu cred.t in the acecunts. As regards (a) and (b) audit in India plays an
extremely limited part, This task is in the main left to the revenue
colleeting authorities, with the exception of departments like Railways,
Posts and Telegraphs, Cusioms and Publie Works Department, whose
receipts are, systematically audited by the Audit Department. As regards
(e), audit obviously cannot collect the receipts given for all paymeats into
& treasury, for these must remain with the payers as proof of their pay-
ments and to proteet them against a second demand. If such receipis
could be eollected, audit would be in a mueh strouger position. These
receipts would play the same part which vouchers do in relation to audit
of expenditure. In these circumstances, a somewhat indirect remedy has
been devised, Audit sends to all the large civil revenue-paying depart-
ments (such as land revenue, stamps, excise, etc.) monthly returns of
amounts eredited on their account in the treasury accounts. These they
compare with their own records and the differences brought to notice are
settled. The great nop-eivil departments (Public Works, Railways, Posts
and Telegraphs, ete.) and the Forest Department send the Audit Office
information as to their payments into the treasuries which it compares with
the treasury eredits, In this wayv ervors or frauds on the part of the revenue
or the treasury staff are prevented and corrected.

. -

Receipts in England. whether realised by the Seeretary of State for

India or the High Commissioner for India, are, however, completely audit-

ed by the Aunditor of Indian Home Accounts. This is in conformity with

the English practice under which the Comptroller and Auditor General

audits the accounts of the receipts of revenue as well as of expendiiure
ou behalf of the House of Commons.

(ii) Audit of expenditure—Audit of expenditure constitutes the
main item of work in audit offices and may shortly be summarised under
the follow ng heads :—

(a) Correct appropriation, that is proper classification, both as to
grant and head of account. and as to vear of eharge. The expendi ure must
first of all, have been actually incurred during the year and not in any
previous year. Secondly, it must be elassified under the proper head. of
gecount. In cases where eapital and revenue accounts are kept, it is parti-
cularly nceessary to see that the general principles governing allocation
of expenditure Letween ecapital and revenue are not infringed. Thirdly,
it must be classified under the Grant voted by the Legislature. As wi'l be
seen from the chapter on the voting of the budget, the grant and the head
of account are not always the same.

(b) Proof of payment. There should be a voueher in support of
every payment. The person to whom payment is due should have acknow-
ledzed the payment and the faet of payment should be recorded in such
a manner as to make the admission of a secoud claim against Governmens
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impossible. In certain cases, certificates of the officers paying the amounts
are admitted in audit in place of vouchers,

(¢) Application to the purposes for which the grant was intended to
provide. This is an important part of the duties of an auditor. No Govern-
ment servant has any euthority to spend Governmeaut money for any
purposes other than that included in the schedule of authorised expeunditure,
vide Seetions 35 and 80 of the Government of India Act, and aundit is
required, under paragraph 13(1){i} of the Audit and Aceounts Order, to
see that moneys disbursed from the revenues of the Centre or of the
provinees, as the case may be, were legally available for, and applicable to,
the service or purpose to which they have been applied or charged,

(d) A test of arithmetical accuracy. This is an obvious duty and
calis for no remarks, '

(e) An inquiry as to authority for expenditure. The financial powers
of every public authority have been preseribed and audit has to see that
no officer ineurs expenditure without the sanction of the administrative
authority which is competent to accord such sanction.

- All financial rules and orders affecting expenditure which are issued
by any authority are serutinised by the Audit Department in order to see
whether they are correct. This is obviously necessary, for if a standard
of weight or measurement itself possesses any flaw, it wi'l impart that flaw
to everything it weighs or measnres. It is usually found convenient to
consult the Audit Officer before thesissue of such rules or orders, especially
in doubtful cases.

The Anditnr-General, as the head of the Indian Andit Department,
himself authorises considerable expenditure pertaining to the department.
In pursuance of the princip'e that no man shonld he a judge in his own
case, financial sanetions issued by the Auditor-General are andited by an
independent officer appointed by the Governor-General. For the same
reason, expenditure incurred in the office of a provineial Aeccouniaut-
General is audited not by him but by another Accountant-General.

Under Section 150(1) of the Government of India Aect. no hurden
can be imposed on the revenues of the Federation or any Province except
for the purposes of India or some part of India. This is an imporiant
provision of the Aet and repeats tlhe provision in Section 20(1) of the
former Government of India Aet (now repealed) that the revenues of
India shall be applied for the purposes of the Government of India a'rue.
"Cases have arisen in which andit had to challenge exnenditure on the
ground that it was not legally eharzeable to Indian revenues and an a-dit
officer is entitled to ra'se the question whether any expenditure is ultrg
vtres under this provision of the Act,

(ii1) Audit of Stores and Stock.—S8tores and stoek are cash convirt-
ed inta a material form and their audit is a matter of some importance,
espec ally in department: which keep large stacks. The Indian Aundid
Department andits the steek accounts of a few departments only, e.a., the
Railways, the Public Works Department and the Telegraph Department.
In Encland, the Comptroller and Auditor General undertakes on behalf of
" Houst of Commons an examination of the steek and store accounts
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and reports to the Ieiise the results of such examination. Tn eonformity
with this practice, the Audi or of Irdian Home Accounts is required to
examine and andit such accounis and to report on them, in so far as
sigres transact:ens on behalf of India ovcur in the United Kingdom.

1t is the duty of audit to see that the aceountis of receipts and issues of
gtores are correctly maintaiced aad that the beok balances ta'ly with the
bilances as indicated by the resu's of steck taking, which is dome hy an
fnidlependent departmental officer and ot by audit. Casss of uneconomical
puarchases, shortages, losses, grave defeets in the system of control, ete,
are also brought to notice.

(iv) Local Fund audit.—By law, the activities of the Auditor-
General and s stafl ave confined to Central and Provineial receipts and
disbursements. The audit of local funds is a provineial subject and provin-
ciul pevernments are free to arrange for such audits as they like. In some
provinees, the provincial governments have their own ageney for the
andit of local fund acconnts but in the majority of the provinees, these,
audils are carried out through the agency of the Awunditor-General, by
mutual consent.

Relation of audit to administration.—During the eourse of the
scruliny which it exercises, the Audit Department frequently comes aercss
irtegiiarities in the experditure of public money. It has been given the
power to effect recoveries of all amounts irregularly drawn and no authority
sitbordinate to a provineial or Centrdl Government. as the case may be,
ean overrule the Accountant-General. All financial irregularities which
canunot be settled with the departments corcerned are reported hy the
Aeccnuntant-General to Governiment both in the administrative as well as the
fiuance departments. Important cases are included in the report on the
Appropriation Accounts for the informatien of the Legislature,

The question frequently asked is=—and a very legitimate question too
it is from the point of view of the lay man and the tax-payer—whether
audit rules and regu'ations serve any practical purpose. that is to say,
whether they conduee ta cconomy in the spending of publie money. Tt
has heen mentioned before that aundit concerns itself with regvlarity and
not with economy. No spring ean rise birher than its source and it wonld
he just as correct to accnse aundit of inability to cheek extravegance in
expenditure as it would he to accuse a judieial officer of inability to prevent
hreaches of the peace.  Audit en'y sees that financial rules 2nd orders are
strie1ly observed and that public departments do not inecur expenditure
enntrary to the expressed intentions of the Lixeeutive Government or the
Leeislature. Beyond that it does not and cannot o, Eeonomy, in most
exses. 18 dependent on knowledee of facts and the Andit Department is
not in direct touch with facts. If an engineer of the Public Works Denart-
ment includes in his account a charge for 500 cco'ies employed on the
construetion of a work, audit has no means of knowing whether they were
all actuallv employed or not on the work in question. Though audit
occasionally brings to the notice of the administrative officers instanees of
extravagance or waste, it remains still true that the duly of seeing that
egonomy in expenditure is heing ohserved rests primarily with the adminis-
trative officer and secondarily with the Fiuance Department,

)
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Ancther question frequently asked is—Does auwmt pay its expenses ;
or, in uther words, do audit officers deteet irregularities or recover over-
payments large enough to justify the money spent on them ¥ The same
question may be asked in relation to the pelice depariment and the recovery
of stolen property. DBut that is not the proper way to look at things. The
true value of audit is not to be ganged by the irregularities which it actually
discovers, bug by the eertain effect of the knowledge that the auditor will
without fear or favour, report them if they come to his notice. That
knowledge constitutes in itself the most effeelive security against irregu-
larity, and exploins why finanecial irregularities are noj wore numerous
than they are today.

LA34MofFin
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CHAPTER III-THE PREPARATION OF THE BUDGET.

Meaning of the word ‘ budget .—The word ‘ budget’ is derived
from the d'reuch bougeite, a diminuiiye of the old French bouge, meaning
v ostma!l leatiier bag cr wallet.  In its preseut sense tlie word was first used
in 1733 iy conuection with Walpole’s tinancial scheme in a satire entitled
‘ Tive DBudzer Upened’. Walpole was represented in this pawmphlet as &
conjurer, the budget being Lis wallet or Lag of tricks, To this day, English
newspapers publish photographs, on B3udget Day, of the Chancellor of the
Exchequer with an aitache ease in his hand containing his {inaneial pro-
posals, whi'e geing to the Ilouse of Commens to make his Budget speech,
* Opening the budget ' is aow the aceepled Parliamentary Phraseolozy.

The mesning of the word ¢ budget’ has shifted from the bag to the
documcents which the bag contains, that is, to the financial propusals which
tie Uhancellor ¢f the Exchequer pots before Parliament every vear. In
Section 33 and 78 of the Government of India Act, 1935, reference is made
to the submission of an ‘' Anuual Finaneial Statement ** before the Legisla-
ture. This document is a ‘ statement of the estimated receipts and
expenditure for the financial year’ and is generally known as the Budget,

Importance of the budget —The budgetary system, as we know it to
day, is British in origin and. has heen adopted by other countries. As in
private life and in business concerns it is not customary to have a budget
for a whole ycar, it is necessary to understand why a Governw.nt should
have a budget at all. One thinks in this connection of the lady in Punch,
who said :—

“ Of course I'm only a woman, bnt 1 don’t see what good it does
the conn'rv having a budget, Tt only means worrying before
you spend the movney instead of after”’,

Students of English eonstitutiona! history know that the struegle for
representative government in England bigan with the right to control the
murse.  Wlhen this was acquired, the right to control expenditure through
appropriation was asserted, and still later, the Exceutive were required to
produce for the approval of Parliament every year a complete plan of
income and expendi‘ure which we now call the budget. To this approved
plan the Exccutive were required to adhere and steps were taken to see
that they did so. What happened in Pngland happened more or less in
other European countries aud the British Dominiens, Those who earried
on the struggle for responsible government found that popular centrol of
tmanve was essential and that there was no better way of asserting that
control than to require the Gavernment fo submit a eomprehensive plan
for the approval of the Legislature showing how much money they needed
for any one year and how they{proposed to spend it.

The budaet is the starting point of finaneial control by the executive as
well as by the Legis'ature. It is more than that : it is the basis of orderly
tnanee, without which there can be no lasting social progress. Tt defines
the objrets on which puhlic money msy legally be spent and it prescribes
lTunits for the expenditure of money on specific objeets which may not be
exceeded. .
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Apart {rom finaneial control, the main objeet in preparing a budget is
the enforeemient of econcmy. It is only when expenditure is considered
in relation to revenue that the necessity for economy becomes manifest.
Every department of Government has several sehemes of expeuditure which
are very necessary and desirable in themselves. If the money required
could be found, perbaps they would ail Le taken up in any one year. But
the funds avatlable are usually not sufficient to meet themn all and a great
many of them ave rejected every yvear because of the neeessily to balanee
the budget, or, in other words. to keep expenditure within income. This
process of balancing alse Lelps in establishing an order of priority among
the varigus items of new expenditure, and schemes are selected not merely
to suit the exigencies of the moment or the importunitics of an enthusiastie
head of a department, but on-a earctnl review of iheir relative urgeney
and importance and after paying due regard to the requirements of the
administration as a whole,

The balancing of the hudget is the first requisite of financial stability,
and oecupies the same place in financial administration as the maintenaitee
of law and order in the executive administratiom. One or two defivit
budgets in suceession may not perhuaps matter, and may be enndoned if
dne to exceptional ecircuunstances. but a government which habitually
budgeted for more expendilure than the revenue at its dispesal would
soon suffer jn financial credit. Unbalanced budgets are bound sconer or
later to wesken the faith of investors and to lead to monctary inflation,
which, if unconfrolled, will terminate in national disaster.

General Rules.—The budget is prepared on the basis of what is
expected to be actually received or paid (under proper sanetion) durins
the year, including arrears of past wears, mnot for liabilities
ineurred within the year but not due for payment in that vear. Tn other
words, the budget is an estimate of cash receipts and eash payments during
the eoming year, irrespective of the faci that such receipts and payments
reiate to the transactions of that vear or previons vears. For instance,
material to be ordered in March 1939 hut net expeeted to be paid for till
April 1939 will he provided for in the budget for the vear 1939-40 and not in
the hudget for the vear 1938-39. Similarly, reverue thoutth dne in March
1939, but not expeeted to he reteived in the treasury till April 1939 wil
bge provided for in the receipt estimafes of the year 1939-40 and not 1938-
39,

Another important rule is that budeeting shounld be on a gross and not
a net basis, The pross fransactions in the case of both reeeipts and
charges in each department should ve entered separately. Receipis are te
Lo estimated as receipts on the veceipt side of the budget and expenditure
on the expenditure side. or in other words. it is 1ot permissible to deduet
receipts from charges or charges from receipts and frame the budgmet for
net receipts (in the ease of revenue departments) or net charges (in the
case of spending departments). The Tegislature loses its control over
expenditure if the Exeentive has eonsiderable receipts availahle for menrt.
my experditure and eomes to the Legiclature for authnrity merely for that
part of the expenditure which it eannot meet from such receipts. [n
eertain cases, hudgeting is on a net basis. For instance. reTunds of reverne
are deducted from the gross eelleetions and the budget is prepured only
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for the net receipts. The reason is that refunds do not really represent
the expenditure of Governwent but are merely repaymeuts made out of
the receipts.

The practice in India on this poiut is somewhat diferent from that m
the United Kingdom where a system of what is known as ‘ appropriation-
in-aid’ is followed. Under this system receipts in the main spending
departmnents, such as Army, Navy, Air Force, ete, are classified as
deduetion from expenditure and are not shown in the reeeipt. estimates.

All budgets are prepared on an annual basis. A year seems to be the
maximum of time for which legislatures ean afford to give financial power
to the Executive and the minimum of time which the Execntive needs to
put the budget into execution,

As the Legislature grants funds to the Executive on a vearly basis, it
follows that no money ean be speut for any year unless it is authorised in
the sanctioned estimates for thai yeer, irrespeciive of the faet that such
sanction may have beeuw aceorded by the Legislature for the previous year.
In other words, all appropriations expire at the elose of the financial year,
and no portion unexpected during the year may be reserved or appropriat-
ed by transfer to deposits or any other head, or drawn and kept in the
caxh chest-to obviate the lapsing of the grant and to be expended after the
end of the year for which the grant was made. This is known as the ¢ rule
of lapse’. Tt is obvious that financial control would become impossible if
spending departments were permitted to spend in any year unutilised”
savings of previous vears in addition to the grants placed at their disposal
for that partienlar year. At the same time it must be recognised that
this ‘ rule of lapse ’ prevents planning of expenditure over a lomeg period
which is sometimes necessary for hig schemes, for no Lerislature can or
will be commitled to votine funds in advance. Tt also somefimes leads to
what is known as ‘ the rush of expenditure in Mareh ’. Officers in their
eagerness to spend the money alloited to them sometimes auvthorise
expenditure which they would not have done if they were permitted to
utilise the savings in the sueceeding financial vear.

Te mitigate the undesirable econsequences of the rnle of lapse several
funds have been buil* up at the Centre ard in the proviness in recent vears.
sneh as the Defenee Roserve Fund, the Road Development Fund. the Civil
Aviation Fund, the Fand for economie development and improvement of
rural areas, ele. TUnspeut balaices in these funds do not 'apse at the
epti of the year, but are available for expenditure in succeeding years..

Another important rule is that the hndzet should include all revenune
and ¢/l expenditure of the government. It is not correet to prepare ex-
traordinary budgets far special purpeses (as is done in some Furopean
eountries} or to have separate budeets for administrative departments.
Such devices obseure the true financial position and make 1t diffieult to
asress the real surplus or deficit of the Government as a whole. In relation
to reilways, however, separute hudgets are eonsidered correet in priuciple
and the praetice of various countries. such as France. Germany and
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main grounds in favour of separation of the rauwway budge, are —

{i) that rai'way pelicy and railway adwministration sheuld be free
from politiegl influence, and

(i) that railways, after they have made their evutribn ion 1o the
Stale, should be free tv devete thewr surplus protits to railway
development,

Iu India for several years the railway budget has bien separated {rom
the general budget of the Central Gpvernment. The Crown budget, that
is to say, the Ludget of the Representative of the Crown in the exereis2 of
functions relating to Indian States, also does not form part of the Centrai
budget, though it is financed from (entral revennes, [n the previnces
there is no c¢xeeption to the geweral rule and there iy ouly one budger
for the entire finaricial lransactions of each provineial Governinent.

Again, i is essential that the form of the estimetia should correspond
to that of the national accounts. 'This will be easily understood. I the
est'matey were prepared i a form different from that of the aceonnis,
financial eomiror would heeome impossible.  There would be no uniformity
as botween provinee and province and evmparison of resnits achicved
would become extremely difficnit. Under the vew Comstitntmn, govern-
ments in Iudia, at the Centre and in the Provinees have consicerahle
latitude in regard to the form in which they prepare their es'imates. The
form of the accounts is preseribed bw the Audiior-General willy the concus-
renee of the Governor-Gene al. It is usual for the Executive Government
to eonsult the Auditor-General before making any impertant change in
the furm of the estimates. Up to now the form of the hudgets has heen -
more or lesy nniform fhrougheut the country. It is greatly to be hoped
that this featore will not be distarbed n future. ‘

Last, bat ot least, it is most necessary that - stimating shonld be eloze.
While provisien should be made for all the itcws that can le forescen,
it *s essuntia) that the amount of the provision ~hould be restricted to the
absolute wminimmum necessary, The generst terdency amome estimatipe
officers is to mrder-estimate the revenue and over-estimate the expendi-
ture. o a eertain extent, this tendency is natwral, as it is sater to have
a margin of possible error than to have none at all. 14 is obvious that
vver-estimating of revenue and under-estimating of expenditure woulid
be by far the areater evil of the two, In a comntry like India, it_is
dangerous finance not to be eonservative, as it is so difficul® to devise and
Tevy new taxes to meet a defieit, and as the revenue is lable to sudden
diminntion from climatic and economic eanses. 1t is no less difficult be-
sides heing wastefnl to effect retrenclnnent if expenditure is increased
to eaual vindnly over-optimistic forceasts of reverne. The absolute an-
proximation of estimates to actuals is impossible and a small margin o
variation, hoth for savings and excesses, is usnally allowed. Tt is onlv
when this maregin is exceeded that the Public Acconnts Committee ce-
mands an explanation. The insistence on close hudeeting is based on two
eomsiderations. The legislature is naturally interested ta see that more
money is not taken from th- tax-payer than is absolutely necessary for
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the requirements of the public service, and it is obvicus that this would
be the case if there were habitual and serious under-estimating or revenue
end over-estimating of expenditure, Secondly, the IFinanee Departmcut,
is alsy interested to see that the administrative, departments do not vb-
tain more money than they really need. Ior, if a department is alloited
funds whicli it will not be able to speud, it prevents others {rom getting
grants for urgent or useful schemes or secures for itself a march 6vel
other departments in pushing through new schemes for which 1t can say
it has got the money, but which on their merits alone might possibly
have been {urned down,

Preparation of the budget.—The detailed procedure may vary from
province to province but the main outlines are as follows. The estimates
arc prepared in August or September by the distriet officers and seut to
heads of departments in' two parts :(—

Part I relating to revenue from existing sources and to standing
charges,

Part TI relating to new schemes of expenditure and proposalg for
abandommnent cf existing sources of revenue, otherwise than in pursu-
ance of rules or orders,

Part I of the estimates is prepared on skeleton printed forms sup-
plied Ly the Finanee Department in the month of July. The estinate
of revenue is separate from the estimate of expenditure, even thongh
huth the reverme and the expenditure may be under the control of the
same officer. The following is a tvpical skeleton form for n detaied
estimate of expenditure for 1939-40.

i .
Aocoonte,! Brdget lR(""isrd IBudgr‘t *Ammmh;, months,
iEatimate,: Frtimate Estimate, e ——— :
1937.38. | 1938-39. | 1938.79, | 1939.40. | 1937.78, | 1938-79,
Minor ’
heads (' — ' ; Remarke.
and Sub-
heads of
ApPTOpTiA-
tion. -g
HREIRARGINEINEe
AL A R AR LA AL
clB . 2l8 52 ial8 2|8 i&|®
wie D |=|D iD= |O | |D =
1 2i3 4.5 67 8| 9 1011 |12 13 14
- [The expression ‘ charged’ used above means Non-vnted.]

o
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The forin vsed for a revenue head is the same ag for an e*tpuuhture head
escept that there are no suparate columns for * voted ' and ‘ charged ’
as no voleg are taken on receipt estimates.

As will be seen from the specimen given, each form eontains columns
for ;—

(i) actuals of the previouf year,

(ii) sanctioned estimate for the current year,
(iii) revised estimate for the current year,
(1v) budget estimate of the next year, and

{v) actuals of the current year available at the time of prepara-
tion of the estimates and aetuals for the corresponding
period of the prevmus year,

All the columng are filled in by the distriet officer with the exception
of the coluwn relating to the sanctioned estimate of the cmrrent year
which is printed in the skeleton form supplied by the Finance Depart-
ment The principal columns are those relatingto the revised estimate
of the rurrent vear and the budgzet estiinate of the nexi year. Of these
the making of the revised estimate always precedeg the making of the
budget estimate of the future year, as it is an exiom of budget procedure
that, priniu facie, the rev'sed estimate is the best guide for the framing of
the coming year’s estimate,

The revised estimate s an estimate of the probable revenue and ex-
penditure of the current finaneial yecar framed during the course of the
vear on the basis of the actual transactiong up to the time of its plE‘pd-
ration and anticipations for the rest of the year in the light of orders
already issned or eontemplated or any otlier relevant faets. It iv a finan-
cial estimate prepared for the Information of the Exeentive Government
showing how mueh they espect to receive or spend under any particular
head. The revised estima‘e does not authorise any expendnure nor docs it
supersede the budget estimate as the basis for the regulation of expeni-
ture. For instance, if the hudeet grant for police is Rs, 40 lakhs, and the
figtre accented by the Finance Department for the revised estimaie ig
Ry, 45 Jakhs, it does mot mean that the Inspector-General of Police is
anthorised to iweur expenditure np to Rs. 45 lakhs. Nor if a lower
ficure is adapfed in the revised estimate, does it mean that the grani of
the department is eorrespondingly redneed. The aceeptance of a higher

“or lower fieare in the revised estimate means nothmg more than this that
Gavernment, on the hasic of the latest mfnrm.mnn availahl~, anticipate
that the P‘tp?ndltﬂl“l’ of the department in question will be greater or less
than that sanctioned in the Budect. If the expenditure anhclpated 1s greater,
the department concerned must take necessary steps withont d-laz to ob-
tain a supplmentary orant. Tf the expenditore anticipated in the revised
estimate ie less the department must surrender the saving in good time
before the close of the ycar to the Finance Department.
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After the preparation ol {he revised estimale of the eurrent year, 18
unlertaken the prepavation vl the budzet estimate of the next year, 'The
task of framing the budzet esthnate is e requiring sound judgment and
experience, it is not a shople grithmetical exercise in striking out ave-
raves of provious years’ ac'uals and putting in g safe figure whien would
not look exaetly like a repetition of the last vear’s performance. Behird
Erures lia the Insistent realities of admivistration. The ecirenmstances of
N one Year wre oxactly similar to those of the previous year and yet the-)
are not ngnite dissimilar. One has. therefore, to use his judement’ in

cstimating the similarities ar! dissimilaities and making due allowai:e
Yor each.

Fistimates of revenue are framed on the assumption that amieultural
and eeomomic eonditions during the voar in question will be of a nm‘mai
character. Thig is the only ]’)O‘i‘ilhle hasis on which to preceerd. +he
rstimates nre framed at a time when vothing. s known about monaocn
eondlitions in the coming vear.  As rerards expenditure the material avail-
able is more definite,  Provision is made for all sanetioned schemes, but
not for scheme of new expenditure which have heen snhmitted to the Gov-
ernment, hut nnt vet sanrtioned. And even in relation fo sanetioned
=ehiemes, provision i made only for sich amount as will aetosliy be re.
guired for expenditnre during the eoming vear, and not uecessarily for
the full amount of the sanctian.

Brief sxplanations are Furniched n column (14} ¢ Remarks * of mate-
ria) varitions between the revised and budeet estimates of the current

vear and between the revised estimafes of the current year and the bnuoet
estimates of the coming year.

New schemes come in Part IT of the estimates. Everv Part TT scheme
is acenmpanicd hy an estimate of the loss of revenune or additional expend
ture involved, with a detailed statement of the gromnds in sapport of it
Information is also given as tg the ultimate cost of each scheme as well
as the cost in the budpet year, both recurring and non-recurring,

The estimates as received from the dstriet officers are eonseclidated
for the whole of the depariment by the departmental head. In addition
to consolidation, the head of the department reviews and revises, where
necessary. the figures of the loeal officers in the light of his wider experi-
enre and more extensive information. The estimates of revenme and
Part T expendiinre are submitted by the heads of departments ty Govern.
mrnt on preseribed dates bhetween the months of September and November.
Orne copy of the estimates s sent to the Administrative Departinent of.
the Seeretariat and another tn the Finance Department. 'The Administra-
tive Deparfinent examines the revenue and expenditure estimates, and
sngroests alterations, where necessary. to the Finunce Depdrtment The
Tinance I)epa\rtment subjects the estimates to a thorouch serutiny, and

after eonsidering the remarks of the Administrative Departnient passes
orders on the departmental estimates.

We have next to see what serutiny is applied to Part IT of the esti-
mates. This part consists of schemes which have already been sanctioned



35

by the Government, subjeet to provisicn of funds in the ensuing year and
schiemes which have yet te be examined. It includes sehenmes involviag
abaudonment of revenue. IHeads of Department's send their proposals to
Governmeat in the Administrative Department by eertain prescribed
dates, The Administrative Department scrutinisey each scheme.and for-
wards it to the Finance Depariment with its detailed remarks and reecm-
mendations.  The scrutiny applied by the Finimee Depainment 1s duferent
in character tc that applied by the Administrative Department, For the
pulicy of the espenditure or its necessity or urzerey the Administralice
Department is respousible, The Finanee Department is mainly coneern-
el with ceonoiny. Its duty i to analyse each scheme, and nssese propert s
its finaneial implications, bringing out clearly the immediate ecst &s well
a5 the ultimate cominitment, recurring as well as non-recurring.  Dhiffer-
ences of cpinion hefween the Administrative Department and the Fuianco
Department are submit{ed ty Covernment for decision.

The heads of departmenfs are concerned only with the preparation
of the revente and expenditure estimates.  In addition there are estimaies
under debt, deposit and remittanee heads, which are of ng ess importanee.
The Finanee Department has to assure itseif that there will he sufficient
cast throughout the coming year not onlv for the expenditure of thas
sarions serviess and depariments of the publie adwiristration, bat alse
for the other transactions mentioncd above, which form part aeither of
the revenue of the government nor of ils expenditure. Special import.
ance attaches to the estimates of permanent and temporarv leans, whieh
are framed after a careful review of the eash position under all the heads
for the coming wvear. The estimate®under these heads are geunerally
prepared hy tha Accountant-Cleneral and are submitted to the Finance
Department, which passes final orders thereon. The Acconntant-General,
in eome provinces, is also required to serutinise the departmental esti-
mates with a view to seeing whether the fizures in the expendiinre esti-
mates are correct on the basis of existing sanctions and whether the
revised estimate is justified or not. In other provinces, this work is doue
in the Finapes Department and the assistance which the Acconniant.
General rend-ms is confined to the furnishing of actuals from his borke
and to preparation of esiimates under eertain heads, 1 ke pensions. interest
an debt, ete., for which details are available in his office alone.

The Finance Department now prepares the first edition of the Bud~et
Lstimates sfor submission to the Cabinet. Questions of poliex ari-ing
from the buapet, such as fresh taxation or alincation of surplus or provi-
gion of new services which meun an extension of the aetivitics ~f publis
cepartmentr, ete., are considerea and decided npor by Government as a
whole. After such decisions are taken, the annual financial statement
end demands for grantg arve prepared for presentation to the Legislature.
A description of these documents is given in the nex# chapter,

The procedure for the preparation of Central estimates and the cati-
xates of the Crown Mepresentative's Department is essentially the same
LA Mot aa,
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as for provincial estimates. The estimates are prepared by the adminis
trative oflicers concerned and are compiled as tollows —
{i) Estimnates relating to civil departments by provineial Account-
ants-Gencral and the Accountant-General, Central Revenues,
(ii) Zstimates of the Defence Services by the Financial Adviser,
Military Fimanee.
(iii) Estimates of the Railway Department by the Finanucial Com-
: missioner for Railways.
{iv) Estimates of the Communications Department including Postal
and Telegraph Services by the Finance Officer, Commn»:
cations,
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CHAPTER IV.—THE VOTING OF THE BUDGET.

The budget, after having been passed by the Executive Government,
is prescitied to the Legislature towards the end of February or beginring
of March, The date of presentation is usually arrauged in such a
manner shat the voting of the demands for grants as well as the passing
of the taxation bills may be compleicd before the commencement of the
next financial year,

The budges goes through three stages before it is passed :—

(i) Presentation to the Legislature ;
(i1) Discussion and voting in the Legislature ; and

(iii} Authorisation by the Governor-General or the Governor, as
the case may be.

Presentation of the budget.—A statement of estimated receipts and
expenditure in respect of every finaneial year has, under the Gouvernmeut
cf India Act, to be laid before the Legislature. This statement ig known
as the * Annual Financial Statement * or * Budget . The surplus or defi-
¢it anticipated during the year has to. be worked out and non-votable ex--
penditure has to be shown separately frow votuble expenditure. 1f there
15 any expenditure, within tle votable section, which has been included
in the estimates as being neeessary for the due discharge of sny of the
special responsibilities of the Governor, it has to be separately wdicated,
This is necessary for two reasons. Firstly, it is only fair to the Minstry
that the Legisiature should kuow that the provision has been made on 1he
responsibility of the Governor and not of the Ministers, Secondly, if such
‘tens are not indicated at the time of the presentation of the estimates, |
restoration would not be possible, should the Legislature cut down or omit
any such item.

On introducing tite budget, the Finance Minister makes a speech in
the Legidative Assembly. L. the other Chamber, where ii exists, the
Ludget is presented either simultaneously or later, by the Finauce Minister
or somebady else on his belialf. Budget speeches everywhepe follow a
classical paiiern and only veeasionally letray the touch of a huwwan hand.
First of all arc given the final accounty of the vear which ended eleven
months earlier, then a revised forecast of the outturn of the year which
haw still & month or two to rum, and after that the forecast of the coming
finaneial year. Important variations betwveen the budget fisures and the
ectuals of the past, and between the Ludget firures and the revised esti-
mateg of fthe current year are cxplained. If the eurrent year is expected
to elose with a surplus larger than that provided for in the Builget, pro-
posals for its allocziion arve given. Similarly in the ecase of a defieit, an
explanation is given as to Low it will be met. As regards the coming
Year, move detail is given. The revenue and expenditure estimates are
analysed in some detail. and particularly the proposals for new expendi-
ture on the natiou-building services. If on the basis of existine taxation
there is a deficit, proposals for fresh taxation are submitied. Then comes
the programme of capital expenditure, such as on electrie, irrivation and
other schemes, and proposals for finanecing it, such as by raising a puilie
loan, ete.
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Demands for Grants.—A copy of the printed speech is supplied to
every wouber ol the Legislatare togeiher wilh several statvmenls explatit-
ing the figuwres. 'Fhe most mmportant compilation 15 the bouk  caded
*Domands {vr Grauts’ for the euming finaucial year. Kach dewand eon-
tuius, fiist, A statenment of the total amwount iequred, then, detwls by
suls heads, und lastly, a detailed eshimate under which each sub-head 18
divided into ltems, New items of expenditure are shivwn in a distinctive
maitkier tu assist ihe menbers in gauging thelr finznecizl efliet.  Votable
and non-vutable items in each demauud are shown sepaiately, the nun-
vutable flems being generally piinted in italies. 1o Great Britain, non-
votable itenig ate cmitted from the estimates presented to the llouse of
Cumment  in India, the Legislature gets a'complete pieture of the tiban.
cial position, even though it is not 1equired to vote on several ilems of
expeuditure.

Faceh Uovernment has perfect freedom to include whatever items uf
xpenditure it likes in any one demand. It is not necessary to follow
the headg of account, but in practice a demand is ordinarily propused for
each najor head of account. It is, however, not always found conveniciut
tc have a demand for grant in respect of each major head. In ecartain
cases more than one demand, is presented for one major head, while, in
othery, a single demand includes more than one major -head. At the
eentre, it is found convenient to submnit one demand for an enti:e area,
soch as Ajmer-Merwara or Delhi.  With the exeeption of these adminis-
tered arcas, the rule is that a separate demand is made in respeet of each
department.

The Eitimates in the Legislature.—The procedure for the discussion
and voting of the estiniales in the Legislature s eontained in the Legisla-
tive nles, which are framed with the approval of the Legiklatme.  Each
Chamher hag its omp set of rules and details mar therefore vary from
proviuee to proviuce, but, generally sneaking, the procedure is briefly as
follows ——

Thoere 18 no discussion of the hudgzet on 1he Jdav on which i s prescut.
ed ta the Leasislature,  After (t= prescitation, the hudgcet ig dealt with n
L0 STRZes, iy —

{i) A general discussion ; and

{ii) The voting cf demands for grants.

The genera! dizcussion of the budget.—A few davg after the pre-
sentation of the budeet hering the peneral discussion in either Chamber
of the budwet as a whole or any question of prineipa] involved thereia.
This disenssion usually lasts two to three days. No motion can be moved
at this etage nor ean the budweet be sibmitted to the vote.

Barring certain items, such as salaries and allewances of the Covernor-
General and Governors and expenditure relating to their respective affiacs,
and the «nms payvable from Central reverines on acerunt of the exmenses
of the Cruwn Representatiye and his department, members are at liberty
to bring np any topic during the gencral discussion, which has any bearing
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on the estimates presented to the House. This general disemsaion is »
posed to serve three purposes. It euables the mwomiers of dhe Lgveaaidie :—

(i) to diseuss vevenue estimates ;
(ii} to disewss non-votable expenuituwre ; snd
(iii) fo discuss the ways and means programe of (overnme.

The speeclier made at this stuge also eusble the UJovirnment tp feel Lhe
pulse 0f the Liowse and judee as 1o how their budget proposals may be
dealt with in subsecventt stager, Otherwise, the discussion is of an
academie character and is marked by a sense of unreality and produces
few sorious coutiibutions to budgetary finanee. The debaie is wound wp
by the Finanee Mivister who has a general right of reply at the end of
the discussion,

The voting of grants.— After the general discussion is over, the
seerind sfage commences, nzmely, the veting of grants.  This has relervence
only to votalie items. So far as non-vo'able ftems are eoucerned, thn
Lexxlature has finished with them at the general discussion staze. Tn th2
provinees, the Legirlative Asseinbly alone i competent fo deal with 1ho
budeet at thic stuge. The Tiepiclative Comneil has nothing tv de wilh
the vating of the demands for grants, Iu the transitional Centre, the
Iower Jlouse alone is entitled to vote, the Couneill of State having ro
furtlier say n the estimates beyoud the general discussion.  When Federa-
tion is established. both-1lic Housos will he equally entitled 1o vote the
deniuds for erants. Lt t'o lower Ilonge will cecuny a special position.
The demands for gants will first be submitted to the Feder:l A\ =embly
and thercafter to the Ceuveil of State. Where the A«sembly have re-
fused to essent to ony demand. that demand cannct he suhmitted to the
Come’l of State, wnless the Governor-(Cleueral s direrts. Whrere {heg
Assembly have assen‘ed to a demand snbjeet te a reductinn of the amount
spiccified therein, a demand for the reduced amount only ecan be sub-
mitled to the Council of State, unless the Govertor-Gener:l othe  wisa
direrts. Tp cither of these cases, thir der~and submitted to the Cauneil
of Stnic cannot be for a greater ameunt than that originally demanded.
Where the Chambers differ with respect to any demand, the matter will bo
decided ip a jeint sitting by the vote of the majority of the members of
hoth the (Chambers,

TInd r the Act. demands for grants have to e snbmiited ‘n respost
of all expenditure which is not charged on the revennes of the provineo
{or the Centre). Neither the Act nor the Lezislative Tnles vive any
definition of the term ‘ expenditure ’, but as a matter of practice it has
been held that it covers -

(1) what is technically ealled ‘expenditure’ in the public aceonnts,
ineluding capital expenditure incurred from borrowed funds.

(2) certain  disbursements under the deht hrad * Loans aud
Advances ’, but not under other debt heads.

Tt is not held to cover disbursements under deposit and remittance heads,

No votes are taken for receipt estimates. The taxation proposals of
the Government are dealt with on the Finance Bill or on separate Bills,
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but the Legislature does not go into the figures under revenue heaas,
or alter them on the ground that ihe estimates ave uot accurate, A proper
estimate of the receipts is left entirely to the HExecutive Governnent.

Procedure for the,voting of grants—Each demand is introduced by
the Minister-in-Charge of the subject and is in the following form :—

** Phat 3 sum not exceeding Rs. be granted to the
Governor (or Governor-General) to defray the charge wh-ch
will come in course of payment during the year ending Jist
March 18 | in respect of (here the subject
of demand is stated) M

In submitting the demand, the speech made by the Minister is largeiy
pulitical, very seldom financial. It is a review of the work done by his
department during the year aud a statement of what he propmees to do
during the coming year. The speecles of other members are also of the
same character,

A fixed number of days is allotted for the voting of granis. For the
discussion of any one demand a maximum limit of time is fixed, and as
gcull as this limic is reached, the Speaker of the House is,. under the ruics,
required to put forthwith every guestion necessary to dispose of the de-
mand under diseussion. Similavly, if the last day of the days alloited
for voting of grants is reached and the discussion is not finished by 5 p.n,,
the Speaker is required 1o put forthwith every question necessary to dis-
pose of all the outstunding miatters in couneetion with the demonds fop
grants. This is known in parliamentary language as ¢ the guillotive’
Under the vperation of the guillutine several uemands are pussed overy
year without any diseussion, in the provinees as well as at the Centre.
However much one may regret it as detracting from parliumentary eon-
trol of public finance, it is inevitable so long as the number of days
allotted te supply is not eonsiderahly increased and the number of cut
motions on the demands very largely reduced.* A similar s'ate of affairs
exists in Kngland, ag will appear from the following extract from Hilton
Young's System of National Finance, 3rd Edition. page 53 —-

* Between g third and a half of the total expenditure {for the year
1s offen voted in an honr or =0, without any sort ar kind
of debate or eritieismy A morp unsatisfactory state oft
affairs conld hardly be imagined. It reduces the whole
lahoriong proeess of the coutrol of expenditure by the IHonse
tn something of a faree.”

The time allotted to Supply in India s about 8 or 10 davs as acainst 20
in Great Dritain.  This is partly duc to the fact that the budwet has io
be passed befure the next year, commenees and presentation caunot begsin
much before the end of ebiuary.,

Tn aceordance with Tnglish Parliamentary nractice, the (fovernment
of India Aect prescribes that demands for grants must emanate from the

~ *{Four instanee, in _T\Tmlras ahont 2000 ¢l motions were tabled in econnee-
tion with the demands for the year 1936-37, and over 1000 ip Bengal for the
budget of 1937-38.]

- e o matmaldt Y -
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Lxecntive Government and not from private members. Such a providon
is necessary as o safegunrd against improvident expenditure or expendis
ture for which the Exceutive (Government is not prepared to take res-
ponsibility. It also protects the private member frown importunate de-
mands from hiz constituenty for expendiiure on subjects in which they
are particalarly interested, but which may not be necessary in the in-
terests of the country as a whole,

Further, the Act provides that when a demand is made, the Legis-
latnre wmay refuse assent to it or reduce it, but may not inerease it. Nor
may it alter rts destination, or annex any condition, as that would bLe
tantamount to proposing a new grant. In cases where the Legislature is
of opinion that expenditure on a particular item should be incurred or
increased (if the item is already in the estimates), it may pass a resolu-
tion wmaking that rccommendation to the Governor (or the Governor-
Qeneral) and if the resolution is accepted that particnlar expenditure
would be comsidered for inclusion in the estimates in due ecourse. Snch
recormmendatory resolutions are, however, no part of the budget discus-
sion and have to be moved on separate days allotted for the purpose,
The position in India in rezard to this matter is exactly the same as in
Great Britain and the self-governing Dominions.

Non-votable expenditure.—-Items charged on the revenues are non-
votable items. That is all. Charged items enjoy no prioritv over voted _
items in respect of dishursement ; that is to say, they do nnt constituts
9 *first charce’ on the pnblic revenues. ITnder Seertion 7R(53) of the
Act, the following expenditure is charged on the revenmes of each Pro-
~ince and 18 non-votable . —

(a) the salarv and allowances of the GQovernor and other exprn.
diure relating to his office for which provision is required
to be made by Order in Council ;

(b} debt charges for which the Province is liable, ineInding inte-
rest, sinking fund charges and redemption charges, and
ofher expenditure relating to the raising of loans and the
service and redemption of debt ;

{c) the salaries and allowances of ministers, and of the Advo-
cale-General ;

(d) expenditure in respeet of the salairies and aliowances of
judges of any Hirh Court ;

(e} expenditure connected with the administration of any aread
which are for the time being excluded aress ;

(f) any sums required to satisfy any jndgement, decree or award
of any eourt or arbitral tribunal ; ¢

f'('[) any other expenditnre deehﬂ-d'by this Act or any Act of the
Provincial Legislature to Le so charged.
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" There i« the following provision in Section 33(8) for the Federa.
tion ——

(aj The salary mul aliowances of the Governor-Generai and other
expeliditure relating to kis office fur waich provision 15 ve-
yudicd to be wade by Order in Council ;

(L) debt churges for which the Federation is liable including
interest, sinking fund charges and redemption charves, and
olher expendifure relating to the raising of lvans and the
service and redemption of debt ;

{o} the salaries and allowancig uf mimsters, of counsellers, of the
financial advicer, of the advarate-peneral, of ehief eomniis-
sioners, and of the staff of the finanecial adviser ;

{d) the salaries, allowances, and ponsions payable to or in resnect
of judees of the Federal Court, and the pensions payable
to or in respect of judees of any High Court ;

{e) expenditure for the purpnse of the discharge by the QGovernnr-
Qeneral of his funetions with respect fo defenee and eccle-
stastical affairs, his funcbions with resrect  fn externa]
affairs in so far as he is by or under this Act required in
the exercise thereof to 2ct in his diseretion, his functions
in or in relation to tribal areas, and his functions in :ela-
tion to the adnidnistra’’on of any territery in the direction
anl control of wkich he is under this Act reanired to a-t
in his diseretion : provided that the cum sn charerd in anv
yvear in respeet of expenditure on ecclesiastical affairs shall
not execed forty-two lakhs of rupees, exelusive of peusiina
charges ;

{f, the sums pavahle tn TTis Majesty nnder this Aect cut or the
revennas of the Federation in respeet of the expenses in-
currad ip diseharging the funetions of the Crown in ife re-
lations with Indian States ; . .

(g) any grants for porposes connected with the administration
of anv areas 'n a Provinee which are for the time heiug
excluded areas .

(h) any sumg required to satisfv anv jndeement, deeree or award
of any court or arbitra!l tribimal :

(i} any other expenditnre declared by this Act or any Aet of the
Jederal Legislature tg be so charped.

The question whether any proposed expenditnre falls within a class
of expenditare charged on tne revenurs of a provinee ar the Federation
is decided by the Governor or the Governor-General, as the case mav be,
in hs discretion. Gemerally speaking, about 17 per cent. of provineial
expenditure is non-votable. At the Centre, excluding Railwavs, voted
expenditure is ahout 27 per cent. of the total. In the Railway Depart.

ment, wheae gross expenditure is ereator than that of all orner Central
Yenartments put together, voted expenditure is 72 per cent. ol the total
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MNotions on the voting of grants.—It hag heen stated above that it i
withia the competence of the Legislature to move motions for reduction
of grants. Sueh motions are made with two objeats :—

(ne s to effeet economy. '

The other is to obtain satisfaction or elicit information from Gow-
ernment on a particular point arising from the estimates.

In the firtt case, & motion specifving the amount which it is intended to.
teduce is made., Now it is obvious that a member can justify his pro-
posal for reduction only"if he states definitely on what item or items in-
cluded in the demand in question the reduction proposed by him should
be made and gives good grounds for meking that proposal. Bnt whether
he ean formally table a motion speeifying the amount which he proposes
to reduce on a particular item or ttems has not yet been authoritatively
decided. Practice in the matter is not yniform : in some provinces such
motions are permitted ; in others mo‘ions for reduction only in the total
amount of a demand for grant and not on a particular item or items
composing it are allowed.

More uswally, the motions are of the seeomd class, that is to say,
their ohiect is tg obhtain satisfartion or informatiom on partieular points.
Tn such a ease a motion far reduction of a nominal amount, say Rs. 100,
is made, which is presscd to a division if the Government reply iz eon-
gidered unsatisfactory and may, in some eases, amonnt tp a wation of
ecnsure. This is in arcordance with the practice of the British House
of Commons where such motions in the Committee of Supply are very
common, -

Cut motions on degands seldom raise points of economy ; they are
meant to raise political issues. For instance, cut motions under the land
revenue demand generally raise quesilons relating to the necessity for
an appreciable reduction in assessment or scaling down of agrieultural
debts. Similarly, on eut motions on the exerise demand are disecussed
excise policy and questions like prohibition, ete., and so on. Similarly,
at the Contre all the major heads of governmental activity come under
the searchlight of eritieism on cut motions. Reductions of specife
amounts with a view fo economy are very rare indeed.

Movers of cut mnotions are required to indieate what subjeet thew
will raise for disenssion, so that the Treasury benches may be prepared
for it and mavThe able to announce the policy of Government on the
point rateed.

The Schedule of authenticated expenditure.——After the votine on the
demands is over, the Covernor. or the Governor-General (as the casa
may he), is required bv the Government of India Act to authenticate
by lis slanature a Schedule specifying—

(a) the grants made by the Assemhly fin the rase of o mpvinra)
or by both the Chambers. (in the rase of the Foderation) s
{b) the several sums required to meet the exnenditure charezd
on the revennes of the provinee (or of the Federation) but
not exceeding, in the case of any sum, the sum Shouwn in
LI29Mo(lF
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the budget originally Iaid before the Legislature, YWhere
the Legislature has rejected or redueed any densnd whivh
relates to the special respensibilities of the Governor {or
the Governor-General), the latter is empowered by the Act
to restore- the rejccted or redueed demand, if he considers
it necessary in order to enable him to discharge his speeial
responsihilities.
The schedule so authenticated is them laid before the Legislature, but
is not open to discussion or vote in~the Legislature. It takes the place
of the Annual Appropriation Aect in England and under the law no ex-
penditure from the revenues of & province (or the Federation) can be
deemed to be duly authorised unless it is specified in this sechedule.

Supplementary demands.—If during the coursg of the year further
expenditure becomes necessary over and above the expenditure authorised
for that year, a supplementary statement bas to be presented to the
Legislatare, showing the estimated amount of that expenditure in exactly
the same detail as for the original budget statement. The procedure for
a supplementary demand is the same as for an eriginal demand, from its
presentation down to the zuthentication of the schedule. Supplementary
demands arise in spite of every care taken ty inelude in the Lundpet all
probable payments which will have to be made during the finaneial year.
They are none the less looked npon with jealousy by the Legislature, in-
asmuch as they tend to diminish ite eontrol over public expenditure,
and, if for large sums, really amount to a breaeh of contract between the
Qovernment and the Legislature. DBut supplementary estimates are per-
haps the lesser of the two evils eonfronting the Legislature. For, if such
estimates were totally stopped, the Executive wotld. by framing lberal
estimates of expenditure, heap up sufficient provision for reserves for
unforeseen contingencies. In this manner they would avoid the neecessity
of approaching the Legislature altogcther, whereas when a supplement-
ary estimate is presented the Legislature gets an opportunity of seruti-
nising and expressing its opinion on the matter,

Token demands.—Supplementary demands are also sometimes moved
not because funds are not available for the expenditure in guestion,
but beeause the new item of expenditure is outside the scope of a demand
or is of such an important character that it is not ecnsidered desirable to
tpend money without first bringing the matter to the notiee of the Legis-
lature and obtaining its formal approvﬁl. Such a demand is generally
moved for a nominal amount of, say, one rupee, and it is explained in a
separate statement how the balance will be met, namely, by {ransfer of
ravings under other items. Such & demand is known as a ‘token’ demand.
Token demands are a common feature of budgetary procedure in Tndia.

The voting of taxes.-—Tlitherto we have been dealine with the voting
of expenditnre. We now come to the voting of taxes, which i an equal'y
imnortant nart of the voting of the hudget. In nroviding funds for the
needs of the adminirtration, recourse s had to fresh taxation or altera-
tions and additions in the existing seale of taxation, whieh ean in snve
¢ases be done by exeentive action, e.g., land revenue, excise (provincial),
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cte., but generally involves legislation and therefore the approval of the
Legislature.  As funds afe equally necessary, whether the expenditurae
be votable or nom-voiable, the Legislature, in voting the taxes, gets a
further opportunity of reviewing the eutire financial policy of Govern-
ment. By refusing to vote funds to the extent demanded the Legislature
cau compel Govermment to retrench, possibly, on non-votable itms of ex.
peaditure.

The eonstitutional position of the Execusive and the Legislature im
the matter of taxativn has already been explained. The Executive hus
uo power to tay, ezcept in accordance with the law. The Legislaiura
has no power to propose a fresh measure of taxation or increase the exist-
ing burden of taxzation, without the coneurrence of the Executive Govern-
ment. In other respects, taxation bilis sre dealt with by the Legisiatura
in exactly the same manner as other bills, and do not therefure, require
specific mention, -

The Finance Bill.—In most of the provinees, proposals for taxation
are put befure the Legislature in separate bills and not in & single bill,
end the taxation, when ganctioned, is more or less of a permanent character
#ud i& not limited in duration to one year. It may, therefore, easily
happen that if the revenue and expenditure balanced on the existing
seale of 1axation, the budget would be finished and done with after the
expenditure was voted, Prior to the introduction of the Montszu-
Chelmsford reforms, the practice at the Centre was alsy the same as in
the provinces today. Since 1021, however, the eonvention of introducing
a Finance Bill. which has been in force in Great Britain for a icng time,
has been followed. There are two essential features of a Finance Bill,
In the first place, ell taxation proposals are included in one hill, instead
of four or five separate bills. This facilitates discusson and concentrales
2ttention on the finaneial position of the country. It also gaves time, for
it fonr or five separate bills were introduced, their passage through beth
the Chambers would take much time and the discussion may not be finish-
ecd before the new finanecial vear begins. On the other hand, there is the
disadvantage that if the Finanee Bill is thrown out or delayed in passing
heyond 31st March, the whole financial machinery is thrown out of gear,
The second feature of the Finance Bill is that the duration of some of the
items included in it is limited to one year. In the Centre for example,
Salt-Tax and Postage and Inecome-tax rates are voted every year, Ry
this device the Legislature gets an opportunity every year of reviewing
the entire tazation policy of the Government.

Tt is, however, not nnssible or feasible to include every fresh proposat
for taxation in a finanee bl Only such proposals can be ineluded whome
principle has already been aceepted by the Legistature and where the onlv
roint for ronsideration is the variation in the rate of the tax in amestirn
Where an entirely new tax is being proposed, it must ordinarily be the
subject of a separate bill. Otherwise. the disenssjon of the Finance Bil§
would hecome very complicated and it would ordmarlh not be p"med be-
fore the commencement of the new financial yeam v

!
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The Provisional Collection of Taxes Act~—The Finzne¢ Bilf ig iutro-

fluced in the Legislative Assembly on the same day on which the budget
is presented. Its passage through the Legislature, however, takes sume
time and where changes in eustomsand excise duties are propused, th:re
is the dunger of losg to Government by the passing of goods through the
Customs oz the removal of goods from bond in tife interval between the
mtroduction and the passing of the Bill. It has accordingly bzem found
necessary to give the Executive power to collect during this interval
“customs and excise duties at the new rates provisionally, in anticipation
ot their approval by the Legislature. Such a power has been conferred
on the Centrasl Exeeutive by the Provisional Collection of Taxes Act
Under this Act, retrospective effect can be given to & Finanee Aect for a
perrodd o 60 days. Thus the Government has to get the Finance Bill
passed ihroagh the Legislature within a period of 60 days from the da:e
of its introduction. If this period of 80 days is over and the Legislature
has not dealt finally with the Bill, the extra duty realited under the pro-
visions of this Acet has to be refunded. If the Bill is passed into law by
the Legislature in a modified form, the Bill has effeet under the Provisional
Collection of Taxes Act, as so medified, that is to say, if the Legislature.
reduces the taxation proposed by the Gevernment any duty collected in
excess has te be refunded.

With the develnpment of indireet taxation by the provfnees under
their pew powers, they may also find it necessary te cnact such legislatice,

™
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CHAPTER V.--BUDGET CONTROL SYSTEM AND REVIEW OF
CONTROL.

Wkher: a plan of a house has been approved, ii has to be carried cut
and ssmebody hag got to see that the house is built aceording to the plan
and tiat if there are any deviations here and there they are duly approv-
ed. Similarly in the case of the budget. The Executive Government
spends the money and it has got to satisfy itself first and then the Legis-
kature that the money-is spent for the purposes for which it wag voted-
For its own satisfaction a system of budget control has been deviced, sud
for the satisfaction of the Legisluture there is the review by the Publie
.&\ecountg Committee. Both these zre dealt with m this chapter,

Dmtrlbutlon of granta.—As soon as the final proof of the Estimates
is sent to the press, the work of distributing the grants amongst the various
gisbursing suu controlling ofiicers is taken up. This work becomes some-
what onerous when lump sum reductions are made in the estimate of
departmental officers, either by Government or by the Legislature. Parti-
cialarly is it the case when the estimates of departments, sueh as medical,
education, police, jails, ete., are affected, as the reduction has to be spread
over & large number of separate estimate by districts and cven numercus
detailed lLcads in each distriet. -

Sub-heady of appropriation.—Within a grant as voted by the Legis-
lature there are what are ealled ‘sub-heads of appropriation’. A sub-head
of appropriation is a head subordinate to a minor head ef account and
is the lowest unit for the purpese of allotment of funds. It is the pivot
on whith turns the cwire machirery of budget control. Hach officer
is required to see that the expenditure under the sub-head with which he
iz concerned does not exceed the budget provision and that if such excess
is Yikelv to occur steps are taken in time to get additionsl fuinds allotted
for it by the competent authority. It is equally his duty, if he finds
that the amount provided under a sub-head is in excess of what he is
Iikely to require, to see that any such saving is surrendered without delay
to the Finance Department. As a grant is built up of several sub-heads,
it is obvious that the expenditure on the grant as 4 whole will be kept
within the budget provision if the expenditure on the sub-heads is not
excceded. The following are the more common sub- heads of apprepria-
iicn adopted in the grants— \

1. Tay cf officers.

2. Pay of Establshments,

3. Allowances and honoraria, ete.

4. Contingeneles,

5. Grants-in-aid, Contributions, ete.
6. Petty construction and repairs.

7. Works,

R, Asgienments and commensations.
9. Charges pavable to otler Governments, Departments ele,

10. Suspense.
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In the case of funds for expenditure upon Civil Works, the following
heads are generally preseribed in place of (7)—

(a) Original works,

(b) TLiepairs,

(c) Tools and Plant.
Similarly in the case of funds for expenditure upon irrigation, navigation,
embankment and drainage works, the following heads are wenerally pres-
cribed in place of (7)—

(a) Worka.

(b) Extensions and improvementsa,

(e) Maintenanee and Repairs.
(d) Tcols and Plant,

A sub-head of appropriation includes provision both for voted as well
as non-voted expenditure. The provision under each class is exhibited
geparately under each sub-head,

Arppropriations and re-appropriations.—No Government servant can
spend any money until both the following conditions are satisfied —

{1) The expenditure has heen sanctiomed by a general or specisl
order of the authority competent tq sanction such expendi-
tare, and

(2) Sufficient funds have been provided for the expenditure in a
Schedule of authorised expenditure for the eurrent finan<inl
year, or by a re-appropriation of famds by the amthority
competent to sanction such a re-appropriation.

Tt has Leen stated in the chapter on Finaneial Control that Gevernment
has fized the financial powers of each administraiive anthority. The
power to accord sanction to expenditure is one such power and the power
to sanction a re-appropriation iz another. The Audit Departrment reecives
eopies of all finaneial sanctions and has to see that no authnrity excerds
ity pewers either in the matter of sanctioning expenditure or in fhe mattcr
of sanctioning re-appropriations.

_ Appropriation means the amount provided in the budgét estimates
for a particular purpose.

, Re-appropristion means the transfer of funds from one purpose tg
arcther. No budget, however skilfully prepared, ean dispense with the
neeessity for re-appropriatiens. Though there are orders that expendi.
ture for which no provision has been made *n the hudeet shonld not be in-
curred. unforeseen circumstances arise which make it impossible to put off
all such expenditure. For instance, if owing to heavy rains a bridee or
an irrigation canal is breached. the breach must be repaired immediately,
even if there are no funds in the budget. The public will neither under-
stand nor tolerate an inconvenience caused o it merely on a technical
ground of no allotment of funds. Sometimes. there ate boma §ds2 errors
of omission : provision is not made for cxpenditure which could have been

L)



49

ant'cipated. As -sobiy s it is anticipated that expenditure, which is
either not provided for iu the budget or is in excess of the budget prbvision,
hig te be incurred a formal application for additional funds is peecessary.
The reason for considering it indizpensably necessary that the outlay
should be immediately incurred and not pustponed to the next financial
yeer has to Le stated. 1t has also to be explained why the need for tho
expenditure was not foreseen in time for its inelusion in the budget esti-
mates.

A grant eannot be exceeded without the sanetion of the Leyislature,
But within a grant, the Government has full powers to transfer provisien
of funds from one sub-head to another.

Control of expenditure.—TIt is an axiom of finaneial control that for
every grant there must be an authority responsible for itq administration
and particularly to see that the expenditure is kept within the funds
allotted for the purpose. It is also generally apreed that this authority
must be the administrative head of the department or some sther officer
eonnectied with the administration 2nd not the Accountant-General. The
Accountant-Ceneral comes in only ag an expert adviser to acquaint the
administrative aunthorities with the facts as ascertained from the accounts
from time to time,

The funds voted hy the Lemidlature for expenditure during a financial
Fyear are, as far as that body is concerned, moneys placed at the dispoeal
of the FEixecutive (Government as a whole for expenditure on certain of its
activities. and the Executive Government has no power to spend more
on those activities than the amonnts voted by the Leeislature. The funds
50 voted are actually spent by a large number of individual (disbursing)
officers, no one of whom, penerally speaking, has any knowledge of how
much money enother may have spent.

The machinery which the Government have devised for discharging
their responsibility in the matter consists of the grouping of disbursing
officers under various ecntrolling officers, the latter being direetly réspon.
sible to Government for the control of ihe expenditure of their particular
groups. The grouping iy generally gn a departmental basis with the
departmental head as the controlling officer. The funds voted by the
Legislature ar: placed by Government at the disposal of the coutrolling
officers concetned, whose duties are fo exercise a continuous and well
informed vigilance over current and anticipated expenditure in order to
see that the amounts so placed at their disposal are not exceeded withont
additional funds being obtnined in time, and that anv amounts which
they find they cannot use are promptly surrendered to Government. A
eantrolling officer may either distribute his grants in detail among hia
disbursing officers, restrictng their expenditure to the amounts he wives
them, or mnv retain the funds wholly or partly under his ownm direct
eontrol.  To faeilitate control, he is vested with certain limited powers of
re-anpropriation. Dishursing officers are required to submit {o their eon-
trolling office~s monthly detailed acoounts of their exnenditure. which
the eontralline officer compiles n hiz office into a consolidated aceount
rhewing the tntal expenditure up to date azainst each snb-head of annrn-
priation for which he is responsible. The idea is to give the contrelling
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officer early and gufficiently aceurate information of his finaucial positim
in detal, and to keep him in touch with his coramitments. Early informa-
ljon is vital tg suecessful control. The departmental accounts are thea
recondiled with the accounts kept by the Accountant-General, in order io
eliminate discrepancies which might defeat control.

Review of control—It is a recognised provision in the finaneial
systems of countries enjoying responsible government that there should be
a review of transactions after the budget has been executed. It is clesrly
nselese to give to the Legislature the power of voting money for particular
purposes uniess the Legislature is assured that the meney is spent by the
excetitive for the purposes for which it was voted. As Professor Bastable
zavs in his “‘Public Finance'’, ‘‘the most admirable provisions respecting
the preparation and vote of the Dudget will be useless, nnless there in
adequate machinery to secure eonformity to the determinations of the

Legislature 7.

The plan adopted to secure such conformity is :—
(a) to subject the public account to an independent audi; and

(b) to appoint & committee of the Legislature to go through tha
audited account and the report of the auditor thereon.

Tt has been stated in the chapter dealing with audit that it is an
important part of the duties of an auditor to see that expendifure is
kept within the grant and that no amount is spent for an unauthorised
purpose. As a result of the scrutiny applied in audit, the Accountant-
Genersl prepareg what is ealled an ‘Appropriation Aceount’ for each
grant, in which is indicated the amount granted and the amount speat
under each sub-head and gn the grant as a whole. Explanations are given
for important variations between the amount granted and the amount
spont under cach gub-head. If there iz an excess in the grant as g whole
it is stated 1hat the excesg reqgnires regularisation by the Legislature.

The second part of the machinery referred to above is provided in the
shape of the Public Aceounts Commliitee, the constitution and iunetions
of which are explained below :—

Public Accounts Committee—At the commencement of each =ession,
a standing committee of the Legislature, at the Centre and in the provinces
respectively, is constituted for the purpose of serutinising the appropria-
tion aceounts and the audit report thereon, and snch other matters as the
Finance Department may refor 4o it The eommitiee consists of members
elected by the Leaislature, including tlie Finance Minister who is an ex-
officic member. The term of office of memhbers of the ermmittee iz one
vear, hut any member is eligible for re-election. The chairman is elected
by the eommittee from among their members. In the case of an equmiity
of votes on any matter, the chairman hag a fecond or casting vote, Tny
England. the eonvention is that a well.known member of the Oppogition
ia selected as chairman, so that there may he proper opportunity for review
and eriticism, if necessary, of the financial proceedines of the Government
of the dav. Bat in India the practice litherto has been to clect the
Finance Minister as chairman.
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The Accountant-General i1s not a memher, but iz usually invited te
attend the meetings of the Public Accounts Committee. In the case of
the Ceutral Publie Accounts Committee, the Auditor-Gencral 18 alse
siuilarly invited.

The muin function of the committee is to see that the meney granted
by the Legisiature has been spent by the lixecutive within the scope of
the demand. This meang that the committce has to satisfy itself that : —

(i; the money recorded as spent against the g:aut is not larger
than the amount granted ;
(i) the money has not been spent for a purpose not approved of
by the Legislature ;
‘(ili) there are no other irregularities in the spending of publie
money by the Executive.
Strictly spesking, the committee is concerned only with voted expendi-
ture, but by a convention which has been observed ever since the introdue-
tior, of Puhiic Accounts Committees, the eommittee deals with both voted
and non-voted expenditure. In cases where accounts of reeeipts and of
stores and stock are aundited by the Auditor-General, the committee alsu
considers the audit reporig thereon in much the same detail as i the case
of expenditure.

The ecommmittee has the power to examine the representatives of the
departments concerned and to summon the officers more directly respon--
gible whenever necessarv. The committee s entitled to offer criticixms
and recommendationg upon any matter discussed in an appropriation
account or in the audit report thercon. But the comimittee is not un exe-
citive body. Tt has no power, aven after the most minute examination and
on the clearest evidence, to disallow anv item or to issue an order. It can
only call attention to aw irregnlarity or to failure to deal with it adegqnate-
Iy and express its opinion thereon and record its findings and recom-
mendations,

After it has completed its examination of the accounts, the recom-
mendations of the Committee are embodied in a report which is laid befoie
the Tegislature. A day is usnally allotted for the discussion of the report,
when several important points are raised which are of great interest to the
genrral public. Excesq wotes are taken in respect of amounts spent over
and abave flie grant anthorised by the Legislature in each case.

Finance Accounts.—Section 163 of the Government of Tndia Aet,
1935, eontemplates that the Aunditor-General will report on the acecounts
of a province or of the Fedcration and the wording of the Section makes
it eclear that his report s not confined to Appropriation Accounts. Ap-
propriation Accounts do not cover the entire receipts and dishursements
of Governinent but relate only to that part of the publie expenditure
which comes hefore the Legislature in the form of demands for grants.
Besides thig class of expenditure there are other dishursements. such
as under deht, deposit and remittance heads. The accountg of revenne
and other receipts of Government are alse outside the smope of the
Appropriatian Aceounts. 'To &1 this gap in the public accounis, a sepa.
rate eompilation known ag the Finance Accounfs iz prepared for each

L %4Moitin
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provinee and the Centre and presented to the Lemislature with a repori
thereon by ihe Auditor-General. The Appropriation Accounts and the
Finance Accounts, each with the Audit Report thereon, ecollectively
constitute the acecounts and report of the Auditer-(feneral under paia-
grapk 11(4) of the Government of Ind.a Audit apnd Aecounis Order and
Section 169 of the Government of Iudia Act. ™

The Finance Accounts give complete information regarding the
publie wecount for the year, both under reeeipts as well as expeunditure.
The Audit Report on the aceounts brings out the salient featureg of
curren’ revenue and expenditure, the financial results of important
publie works, together with an annlysis of the debt position, showing
how much of the debt is productive and how muelr is unproductive und
what arramugements are made for the redemmption of debt and whether
such arrangements are or are not adequate. The general summary of
the finaneial position included in the Audit Report is of particular inte-
rest, as an authoritative and impartial review of public finance,

The Public Acecants Committee is statutorily coneerned with the
Appropriation Accounts only, but there is nothing to prevent the Legis-
L:ture directing that the Finance Accounts be examined by the Publie
Aceounts Conimittee and dealt with in the same mauner ag the Appro-
priation Accounts.

Appropriation Aceounts are of value as a part of the scheme of
parliamentary financial control, but the IFinance Accounts are more
interesting from the point of view of the pubhe taxpaver, the members
of the Legislature and others intcrested inm public finance. For this
reasor the Finance Accounts are made available to the Legislature be-
fore the Budget for the coming vear is taken up for consideration. It
is sxpected that they will help the Legislaiure in following the Budget
and properly appreeiating the proposals either for fresh taxation or
remission of revenue or for flotation of loans.

(eneral observations.—Ilaving explained the system, it is now neces
gary to diseuss its working. Publie Accounts Committees have heen in
existence 1 India now for a number of years. Have they done any use-
ful work and if go, what ¢

The system of appropriate andit introduced in India is primarily
designed to secure regularity of expenditure. By regularity we mean
the spending of money for the purposes and in the manner prescribed
by law  Tha entire machinery of financial eontrol, particularly of parlia-
mentary contro! ig directed towards that end. The whole elaborate
structnre of sppropriation andit has little or nothing to dn with eronomy
ar efiiciency 'n firancial administration. except to the extent that if regu-
Iarity were not jnsisted upon, there would be extravagance. But it is
generaliy vorreet tn say that the svstem is intended to secure and docs
eecntrs roonlarity only. The securing of econeme is 1aft comerally 40 the
Aenartments themselves in the first instance and to a certain extent to the
Finance Denartment.  Constitntionale speaking rerularity is important,
but from the point of view of the taxpaver, economy is more imnortant.
It ic rnite nnesibla ta smend mom-~v withent eomatitmtional irregmlarite
and yet to spend it very wastefullr. Moreover, the working of any
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machinery depends to a great extent on the men called upon to work it.
Whelher parlamentary control of public finance is effective or nof,
depends upon the men composing the Legislatures and the Lublic Accouuts
Commitiees, as also upon the interest that the general public aud tne
press take in orderly finance. As Mill has said :—

* Publicity is ne impediment to evil nor stimulus to good if the
public will not look at what is done.”’

Bearing the above remarkg in mind, it is gratifying to record that
the system of parliamentary eontrol of finance introduced in India bas
led to very useful results. In this connection, the ohservations of Sir
Lruest Burden, Auditor-General of India, ‘n his review of the work of
the provincial Public Aceounts Committees on the examination of the
apprupriation accgunts of 1932-33 will be read with interest .—

“ The manner in which the business of the several Committees has
been. transarted has been #eeedingly satstactory and of
great practical value to my Departrent and I wish 1o repeat

* the opinion I exprcssed last year that in general the Pubiie
Ageounts Committees exercise an inereasingly effectual and
salutary influence on the administration of public finance.’

One important result of the steady pressure exercised by Publc Aceounts
Committees in India in the matter of regularity of expenditiire has been
that the margin of difference between estimates and aetuals has been
cansiderably reduced, as will be seen from the statement given below for
1921-22 when Public Accounts Commnittees first began to funelion, and
for 1936.37 : —

Statement comparing estimates with the actual expenditure (voted and non-
vated) charged to Revenue for 1921-22 -and 1926-37.

{in thousands of Tupees.)

| 1921.22, l 1936-37.

I ! Percenit- i Percent.

age of ! nge of

| varia- ! VATiA-

| B-timates. Actnale. | tivn,  |Estimstes. | Actuals, tion.
; J Savinge— ! Savings-—
Exwﬂ + | . Excen- 4
Central Government , 1,27.60,43 1,4:88.52 1 $11-9 11,22,70.12 1,19.62,81 —92.5
Madrag . CT1T0Tel 1805,00 0 =1.8| 159015 157737 | —-8
Bombny . . .o lend4e8  18,31,00 Lie8 | 12,0317 11,9947 | -3
Beogal” ., . . 12,5081 @ 12.03,00 1 —4-5| 11,0077 11,7418 —14
Punjab .| 11,5841 108300 —&-5| 10,7785 10,88.56 +-5
Bitinr and Orissa . @ 50074 | 48800, —82 4,581,731 466,030 1.3
Assam .| 2semi 22e00] —12.8 ) 30030 28217 27
Unitod Provigess . | 137973 T4ILO0 . 4271 1244560 12,7926 1 1.2
Central Provinces ., 54402 52700 1 —3-1 | 45031 4805 —1-7

* | Fizures are for Bihar only Dot for Orisas. ]
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CHAPTER V1—PUBLIC DEBT. ' )

‘ There is a facile tendency in demoeracies to shilt to posterity burdens
which shou!d Le borue by the present generation. When publiic finances
are discussed, attention is generally eomcentrated on the budgutary posi-
tion—the posit on as regards eurrent revenue gnd ecurrent expenditure.
But an equally, and, Indeed, sometimes much more important, brameh of °
public finance is the eapitzl expenditure and public debt position. Un-
sound practices as regards what is treated as the subjeet for Jvan expendi-
toie can undermine any budgetary position. Tn times of exceptional
difficulty, there is a great temptation fo say-=

‘‘ Let us abandon the attemipt to meet the expenditure out of
revenue, The public cannot stand the burden. Let us
raise a loan instead.”’

But the adeption of such a eourse does not relieve the public of the
burden. The *dea that there is nothing to worry sbont in raising 4
loan so long as provision for iffferest charges and the annucl Sinking
¥und instalmeny is made from current revente leads to reckless borrows
ing and & position is soon reached when the interest and simking fund
Flymenfs consinme the major portion of the revenue and very little is
eft for the other activities of public administration. This habit of ar-
ranging life on the ‘f instalnient system ' leads to difficulties even in
private life, which, however, attractive and convenient in the hegin-
ning, resolves itself ultimately into a dreary and apparently endless
sticeession of weekly and monthly payments on the radio, the car. the
electric refrigerator, the Furniture, ete. Snoner or later, the instalments
fall in arrears, and peoplfe. begin to realise that instead of two and two
making eight. as they had hoped, they only make four,

V-lume of debt—-The total debt en 31st March 1937 of Tndiz as 8
whole, that is, of the Central and Provincial Governmenis viewed as a
single unit, was Rs. 1,209 erores. OFf this-Rs. 1,179 croreg pertained to
the Central Government and Bs. 30 erores to Provinein] Governmeuts.
Out of the former amount, a sum of Rs. 138 crores had heen ntilised by
the Ceontral Government for making advances to provineinl governments.
The total provineial debt, considered separately, should therefore be re-
ckaned as Rs. 138 crores plug Rs. 30 crores or Rs. 168 crores in all, The
total revennes of the Central and Provincial Governments for the year
ended 31st March 1937—taking only net revenue in the case of com-
mereial departments, like railways, irrigation, posts and telegraphs, and
gross revenite in other ecases—amonnted to about Rs, 210 crores. The
tetal indebtedness of the eruntry amountg therefore to about six wears’ '
revenie. The estimated population of British India for the year 1936
{figures taken from the Renort of the Public Tealth Commissioner with
the Government of India for 1936) was nearly 282 millions. Per head
of population the burden of indebtedness comes to Rs. 43,

Classification of debt.—The public debt of a country is generaliy
of two kinds :— ~

* (u) Termanent,

(b) Floating.
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The term * permanent debt ' covers all debt which at the time of wsme
has a currency of more than 12 montks. The term ** ioating «ebt’”
is applied to borrowiugs of a purely temporary umature with a currency
of not more than 12 menths, )

ln addition to pezmauent aud feating debt, there is what is known
2s ‘ unfunded debt’, a2 name applied to a group of Interest-bearing
obligatious, such as State provident funds, pestal savings bank deposits,
pwial eash certifieates ete,

The ‘ permanent debt ' of India comsists of rupee loans floated in
India und sterling leans floated fn Englaud. Of the total debt of Rs.
1,209 erorcs at the eud eof 1936-37, the permanent debt was Rs. 923
ercres and the ﬂ(}atmg debt Rs, 28.5 erores, the balance of Rs, 2574
crores beinz “unfimled d bt’. The permament deit was divided i
fo rupee debt amounting to Rs, 447 erores and sterling debt amounting
to £357 millions or Rs, 476 crores at 1s. 6d. to the rupee.

The * fivating debt ’ mostly consists of * wayg and means " advances
and ‘ Treaswry Bills ’, which are explained beloew —

Ways and means advances.—It geierally Lappens that public reve-
nte docs nol come in regularly and uniformly throughout all the months
of the year, whereas expenditure ig more or lesg distributed uniformly
throughout the year. For instance, in India current revenue generally
falls short of current expenditure inn the period from April to December ;
the last guarter from January to March registers a good snrphis of
reveunte over expenditure. Also, sometimes, exceptionally heavy pay-
ments have toc be made at a certain period of -the year by when the
revenue hag not sufficiently accumulated to meet them. 'To enable them
to tida over such temporarv difficulties, governments take uadvances
from the bank with which they do their finrancial business. Sneh ad-
vances are known ds ° ways and means ° advances. Both the prinecipal
ag well as the interest of such advances are nsually repaid as soon as the
revenue coines in and in any case by the end of the year

Treasury Bills—The purpose for which Treasury Bills are issned is
the same as in the ease of ways and rears advinees. namely, to finance
a Government’s temporary excess of expendifure pending the eollection of
revenue. Buat, whereas, ways and means advances are taken only from
the Reserve Bank, Treasury Bills are issued to the public. Thry are for
ghort period; from 3 to 6, 9 or 12 months. Treasury Bills may also he
renewed from time to time, in which case they are really a part of the
permanent cCebt of the country kept in a floating form.

There are several considerations which enter into the decision whetler
to take a wavs and means advanee or tq sell treasury bills an a particular
corasion, Fimst the size of the requirements hag to be considered. 1f
the amount required is small it is not worth while to have recourse tor
Treasury Bills. A wayvs and means advance is more suitahle in such a
case. Secondly, the period of the reouirement has to be corsidered. T£
the deficiency is to last for less than three months, a ways and means ad-
vance is the heiter course. Where the deficiency exceeds three months,
Treasury Bills are generally more suitable but the state of the momey .
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market at the time of their repayment must also be taken into comsidera-
tivu, Lastly, the comparative cost of the two alternative courses must be
the chief consideration. Therate of interest payable is the main factor; also
the fact that while a ways and means advance cap be repaid at any
tune and therefore interest is payable only for the peried it is outstandmg,
iu the case of Treasury Bills, repayment cannot be made earlier than the
term of the issue in question and interest has to be paid for the tull period.

Unfunded Debt.—The unfunded debt of Rs. 2074 crores at the end
of 1956-37 was made up of Rs. 2364 cwores pertaining to the Central
Government and Rs. 21 crores pertaining to the Provingial Governments.
As already sioted the principal items of such debt were State provideng
fund deposits, postal cash certificates and postal savings bank deposits.
The postal casn certificates requirg special mention. From 1924 to 1334
there was a steady inciease in the amnnual balances under tbis eategory,
and the issue of these certificates helped very considerably in financing
the capital pregramme of the Government. But lattesly the tide has turn-
ed, owing to a reduction in the rate of intercst, and the repayments are
now greater than the issues in a year. The total amount of debt out-
standing on this account at the end of 1936-37 was Rs. 64 crores,

Another important item of unfunded debt is the Post-office savinga
benk deposits. The post office savings bank is the most far.-reaching
agency created for the promotion of thrift and is popular with all classes
of people. It is to be hoped that as the number of post offices in rural
areag increases, the peasants and agriculiural labourers will be drawn to
the portals of the post office savings bank n increasing numbers. Unlike
the postal cash certificates, the postal savings bank balances eoniinue to
inerease from vear to yvear and ag the rate of interest paid on these balances
is low, they are of great assistance in financing the wavs and means pro-
gramme of the Central Government. During the year 1935-36, for ins-
tance, the {otal deposits amounted to Rs. 48 erores and the witlidrawais to
Rs. 39 erores, or, in other werds, Government were able to raise a loan
of 9 crores at 2} per cent. The total amount outstanditg on 3ist March
1937 was Iis. 75 crores.

Postal certificates and postal savings banks are the concern of the
Central Government alone. DBalances on both these accounts are very
large and are all repayable on demand. In a time of emergency, rcpay-
ments if demanded on a large seale, may easily become source of anxiety
to the Government of the day. -

Productive and unproductive debt.—The major portion of ihe Indian
National Deht is productive, or, in other words, has heen spent on commer-
cia) undertakings which vield a net raturn to the Excheaner. The most,
important commercial undertakings are Railways, on which Rs. 789 crores
have been gpent and Trrigation works which have cost Rs. 151 ciores. The
outlay on non-eommere’al departments incurred out of loan funds amounws
te Rs. 564 ci1ores. in which is included the outlav of Re. 15 erores on the
New Clepital at Delhi and of Rs. 9 crores on the Bombav Development
Scheme. There is, also. a eontribution of Rs. 150 crores on aceount of
the (reat War, made by India to His Majestv’s Government in Great
Britain, which is classed as unproductive. Thus the total unproductive
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debt of India 15 a little over Bs. 200 crores, the balance being all produc-
tive. Cowmpared with other countries, the wnproductive debt of india 18
very small,, This is due to the adoption of a censervative policy n the
matter of borrowings by the Government of India, as has been already .
peinted cut in another ehapter.

Owing ty the faet that the major portion of the publie debt is pro-
ductive, the real burden of the debt on the taxpayer is small. ‘The oniy
portion of the interest charges which has to be Lorne by the general tax-
payer iz on account of outlay ‘n non-commercial depagtments, as interest
on eapital outlay in commercial departments is paid out of the net earn-
ings of the departinents concerned. To illustrate this in figures, the total
interest payments in 1936-37 (considering Central and Provincial Govern-
ments together) amounted to Rs. 48 crores, of which about Ra. 37 crores waa
recouped from commercial departments, leaving only a net burden of
Rs, 11 crores to be borne by the general tazpayer.

Redemption of public debt.--—-Before the Great War, the rupee bor.
rowings, of the Government of India in any particular year seldom ex-
nreeded Rs, 3 crores and the loans raised were generally non-terminable
that is to say, there was no obligation on the part of Government to repay
the principal of the loan, the only obligation belng to pay the mterest to
ereditors at stated intervals. There was therefore no particular necessity
to make adequate arrangements for the redemption of the debt out of the
annual revenues. After the War, the loan policy of the Governmens
underwent g radical change. In the first place, the scale of rupee borrow-
ings was enlarged, the idea being to raise as mueh as possible in ludia and
as little as possible in England,  Secondly, in eommon with otlier Govern-
n.ents, public loans raised after the War were generally of a terminable
character. Tlerefore the guestion of their redemption had to be taken
into account.

Prior te 1925-26, there was no systemnatic scheme followed hy the
Gaovernment of India for the amortisation of debt, although, in practiee,
murh horrowing was avoided by the utilisation of revenue surpluses for
eapital expenditure on railways and irrigation. For wining vut liabil'ties
inzurred in connection with the purchase of certain railways, sinking fands
were established by Acts of the British Parliament. Apart from this,
there was no sinking fund established by law, as in England, for making
rezular provision for repayment of debt.

With effect from 1925-26. a general scheme of debt redemption was
adopted by the Government of India, An annual charge was made against
Central revenues made up as follows:— .

(a) A sum of Rs. 4 erores and

(1) Such additional sum as was equal to 1[80th of any excess in
the total debt on 81st March of the preceding vear over that
on the 31st March 1923, the sterling debt beink eonverted
into rupees at Rs. 15 per £ for this purpose.

The schems was framed so as to result in the e;tinction .of the productive
debt of India in 80 years and of the unproductive debt in a much shorter
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peried. T was In force up to 1928.29 and was further continued up to
1932-33 with the modification thag the sterling debt was converted at
Ras, 13-1)3 tv the £  The world cconomsic depression forced wany coyu-
tries, in their anxiety to present balanccd budgets, to reduce aminertisatien
rayments and sinking funds. The same tendency asserted itself in India
when railways ceased top make rany contribution te general revenues, as
they were expeeted to do under the sepuration convention, and the annual
provision for debt redempticn, so far as the Central Goverunnunt is coa-
cerned, has been reduced to Rs. 3 crores since 1933-34.

In regard to provincial debts, the arrangements for amortisation are
as follows @ -

The pee-antonomy debt of the provinces to the Centre has been cancal-
led in the case of Bengal, Bilar, Assam, North- West Froutier Province
aud Orissa.  Some portion of the debt of the Central Provinces to the
Ceutre has also been cancelled. The balance of the pre-autonomy debt,
taken at diTerent times at varying rates of interest, has been consolidated,
in the interests of future provineial eredit, into a single debt carrying
a siugle rate of intevest and repayable in 45 vears by means of annual
equated payments of prineipal and ‘nterest. These sums are provided
by the provinces out of their annual revennes and are non-votlable.

We next have to considrr the open market loans of the provinces. In
relation tg sueh loans, the provisien for amortisation is giverned eutirely
by the terms of the notification of each loan. The post-antonomy loans
generally provide for a depreciation fund of 1} per cent. per anuum to
mrevent large fiuetuvations ‘n market rates over the issue price. Apart
Trom this {und, the provinces retain a free hand in making provision for
amartisation. .

There are no general principles which are uniformly ohserved hy
Governments in the matter of provision for redemption of debt. Amorti-
satom arrangements for loans for unpreductive purposes may be related
to some extent to the period of maturity of the loan, and also to the
chances of orowth of the particnlar type of unproduetive debt. 1t 1s,
however, sonnder and more prudent to relate the arrangements, rather to
the ohjeet of the borrowing than to the eurrenev of the sctual loan. The
period onght to be eonparatively short where the expenditure on_the un.
productive purpose should more properly be met from revenue, where thc
asscte constructed from the loan are comparatively shorl'-liwd. or where
the total of the borrowings for the unnmdu('twe purnose i8 likelv to in-
erease rapidly. Where a material asset is produced the amor‘hqauon
period shonld never exceed the life of the asset.

The arrangements for the amortisation of leang for productive pur-
poses denend on the particular eirevmstances of each case. Where the
net earning power of an asset smhstantially excerds the interest on the
«debt, amortisation is not very necessary, thouch it is sound and prudeat
finanecial policy to make amortisation arrangements even in connection
with the most productive debt.  Tn the ease of horrawines tn finance leans
to enltivators and others, the actual recoveries of principal may be saffi-
cient debt repayment if used for that purpose provided all Josses ete., are
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written off to revenue. Normally the rate of amortisation should be
related to the life of the revenuye preducing asset for the eonsiructione
ol which the debt was ineurred.

Administration of the public debt.—The general econtro! of the ad-
min stration of the publie debt vests in the Finance Department of the
Governnmunt concerued, each Goverbment, Central or Provineisl, being
responsible for its uwn pertion of the public debt.  Subject to this general
conirol, the administration of the public debt and the maintenance of the
accounts relating thereto are vested in the Rescrve Dank of [udia, uuder
agregments ccncluded with each Government, as provided for by toe
Reserve Danuk of India Aet. Generally speaking, the duties of the Reserve
Bank enmprise the issue of new rupes loans, collection and payment of
nterest and principal and the eonsolidation, division, conversien, eaneel-
lation and renewal of seeurities of the Government and the keeping of ull
registers, books and accounts in connection therewith, For the manage-
ment of the publie debt, the Bank receives a commission at the rate of
Rs. 2,000 per crore per annum on the amount of the public debt at the
cluee of the half-year for which the charge is made,

The Bank is also the sole agent for investments by Government, either
of GQovernment funds or of funds managed by the Government and is
entitled ta charee commission fer sueh transactions. It eollects interest
and the maturity values of such investments on beualf of Government
without charyge.

La34Mof¥
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CHAPTER VIL--CASH BALANCES.

General considerations.—In the management of their eash balances,

Governments, tise bunkers, have to bear 1n mind the following three
considerations ;— .

t1) Safety, .
(2) Economy.
{3, Adequacy.

There ean be no question of safety being the primary consideration. Gov.
crument is not & profit-making concern and cannot afford to keep publio
funds in places where they are not safe or to invest them in business or
banks which may prowise a rich re vru but inveive at the same time the
possibiity of foss. Usually, Governments keep monies either in treasuries
under their owp control or in & Central Bank, gubject to proper safe-
guards.

Economy is alse a consideration which will be easily understood. As
In banking so in public finanee, it is considered the height of skill and
business eapacity to be able tu manage with ss low a cash balance as
possible.  The smalier the cash balance with which a government can
wurk, the greater will be the reliel to the general taxpayer and to trade
and cormerce. A large cash balance must invelve the imposition of
taxation or the flotation of a loan necessitating payment of interest. It
also means so mueh moeney withdrawn. from the monex market and laving
idle with Government. without earning interest. and thus prevented
from employment in profitable channels in trade and commerce.

Adeqyuacy, is alsy at least as much important as safety and economy.
Government, like g bank, cannot afford tg say to its ereditors that it ean-
not pay them cn the due date and that they should wait until ther~ is
sufficient cash in the ireasury. In the interests of its finaneial eredit,
Jovernment has to keep a watch over the eash position not ouly over a
whole year or even over a whole month, but from week to week and day to
day., It has to see that there is at all times enough cash wherever requir-
ed to meet Government disbursements,

Stated in the above form, the management of cash balances may
appear to be a simple business, but it is a fine art and requires, in addi-
tion tp sdministrative finance, knowledge of conditions *n the money
market and the prevailing trends in business and eommeree. The Ceniral -
Goverument, in particular. has a bigger problem to face, as compared
with the provincial governments, not only breause its expenditure is
greater than that of all the provincial governments put together, and its
cperations extend over the whole country, but also because it has to
firance heovy sterling obligations, with an income practically ali ia
rupees.  Questions of exchange and ewrreney thus eome up, solutions of
which are not alwavs to he found with™m the countrv, and may be de-
pendant on policiee tn ha adanted in {m-don or New York or on & general
improvement ‘u world eonditions
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The Reserve Bank of India.—Under the Reserve Bank of India Act,
die  DBank  is under an obligation to accept mobies on account of ths
Secretary of State, the Central Government, and the provincial goveru-
aetts aud to make payments up tg the amount standing to the credit of
dieir acevunts respeetively, and to carry out their exchange, remittance
ind other banking operations, A similar obligat'on is placed upoa the
Central and provincial governmeuts to entrust the Bank, on such coudi-
tiung as way be agreed upon, with all their eash business, 'I'Le Reserve
Bank has its coffices only at Caleutta, Bombay, Madras and Delhi and a
sther places it employs the ageney of the lmperial Bank of lndia ior
the transaction of Government business. At places where there iy neither
an office of 1be Reserve Bank nor s branch of the Imperial Bank, Govern-
went cash balanceg are Xept in the district treasury under the control of
distriet officers. The duty of keeping the distriet treasury supplied with
cash adequate tg the requirements of Govermment business is placed on
the proviucial government concerned, both [or provincial us well as Cen-
tral transactions. At places where there 15 a branch of the heseive Bauk
or of the Luperial Bank, the Reserve Bank is responsible for meeting the
demands of each Clovernment, irrespective of the total receipts on Govern-
ment account at the place where the demand has arsen, o long as the
total balance at the credit of the Government in its boukg does not fall
below the prescribed minimum. The provision of funds at the offices of
the Reserve Bank and at the branches of the Imperial Bank aud the aud
justments made between the two Banks on this account are not, therefors,
to its annual receipts and disburscments.

Agreement have been concluded between the Reserve Bank gnd the
various Governmeuts regarding the travsaction of Government busines3
by the Bank. DBroadly speaking, each Government has to deposit free of
inlerest all its cash balances with the Bank and has to see that its
balance on each Friday is not less than g eredit of the preseribed amount,
it a reduetion ip the Hoverument balance is anticipated before ihe foliow
ing I'riday, the Government concerned has to take steps by taking a ways
and meaus advance from the Bank or by issuing treasury bills to eusure
that its balance does not fall below the preseribed minimum. In ease,
the balance of # government fally below the preseribed minimum, the
Bank is entitled to charge interest on the shortage,

'The Bank receives no remuneration for the transaction of Govern-
ment business at its various offices and sgencies, apa+t frdn the puy-
ment for the management of the publie debt, which has already been
mentioned in  another chapter. Tt, of course, derives an advantaze
from the holding of Government cash balances free of oblipution to poy
interest thereon and the amount of interest which the Reserve Bank ean
eary on the Govermmnent’s minimum balance is supposed to remnnerate
it for the banking services it renders 1o Government. The minimum
kalance for each povernment has bcen fixed under its asreeruent with
the Bauk by & reference to its annual receipts and dishursements.

The mein problem —Tt will annear from what has heen stated above
that the main problem is to ses that there is enough eash at all times
of the year tp meet :— . “
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(1) the minimum balance prescribed for the Government aceount
withh the Lieserve Bank ; and

(2) tbe day to day reguirements of treasuries, whose eash businese
has not been taken over by the Reserve Bauk.

The Reserve Bank reporls by telegram te each provincial governs
fnent its weekiy balance, immedjately after the end of each week. If the
provincial government requiras information regarding its daily balance,
that 1nformation also i furpished, ™

A normal balance is fixed for each distriet for ite treasury and sul~
treasuries which do not bank with the Reserve Bank., 'This balance is
fixed so that there miay always be sufficient balance for meeting local
demands without unnecessarily loeking up funds, The Treasury Oificers are
responsible for keeping their treassury and sub-treusury balances asg low
as 18 compatible with the requirements for current expenditure and to
deposit excesscs over normal balanees intg the curreucy chests or to
teniit them el.ewhere, if there is no currency chest at the place where
the exerss ovvcurs, A report of the cash balance of the distrigt at the
end of cach week is sent by the Treasury Cflicer to Government, whe
watch through these reports that the balances are properly maintamed.

In addition to the information which it receives from the Reserve
Bank and the district treasuries ag indieated abuve, the Finance Depart
ment receives -from the various adminisirative departments periodical
foreeasts of their antleipatcd receipts and disbursemente during the 1c-
maining months of the ycar. It ig thus able to know what the cash posi-
tion is likety to be from month to mouth.

To those unaequainted with the mysteries of Government finauce,
there may be some difficalty in understanding what vigilance is needed
in regard to the cash position, when enough revenue has been provided
in the budget for mesting the cxpenditure of the year and arrangencins
made for flvating a loan for capital and cther requirem.nts. The diili-
culty arises on gecount of two faetors, one of space and the other of time.
Governmen' transactions are spread over a very lurge area and it frequently
Lappens that the revenne received In oue area is not adequate to meet the
disbursemens in that area. Funds have accordingly to be renidtted to
euch avccas from other arcas where there is a gurplus cof receipts over dis-
bursements,  Such remittances have tg be made in the most ceonomical
and safest mabner possible. Apart from this, thcre is the further com-
plication that the flow of receipts and dishursements is very uneven. The
major port on of the revenue Iy received late in the year, whereas the
expenditure proceeds more or less steadily from month to month. The
reccipts and charges are not evenly distributed among the several days
of & month. The salaries and pensiong are mostly paid in the first weck,
while the 1evenue is received on fixed dates. The daily receipts and
payments lave therefore to be watched and provision made to cover any
expected dcficieney in the daily balances. ioans can be raised unly at
certain times when the money market is not ugnt, even though the expendi.
ture may bave been incurred long before the isstie of the loan. Conse-
guently, even though the revenue and other receipts of the year may be
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aderuate to meet the disburscments of the year thers are perie> when

there is a temporary :;hurl.age of cash and the deticiency has Lo we made
guod.

1t is therelore necessary to keep a wateh gver the cash pesiticn fiom
month to monih and evep from week $¢ week. Whenever it appris thas
tite bulance with the Reserve Bank will fuib tolow the prescribed nouimum
on aty Fikday, Goverument has to take steps to roetify the position,
eitlier Ly takivg a ways and means advance from the leserve Bank or by
issuing treasury bills,

Currency chests-—Leference has been made above to eurrency chesis
and the purt plaved by them in facilitating remittancey on government
aecount frem one place to another. Jt is necessary fo explain what
these chests are and how they are operated upon for the pwrpese men-
tioued above,

Under the Reserve Bank of Indig Aet, there is no restriction as to
the place where the aszcts of the Issve Department have to be kept as a
teserve against the notes in eireulation. AIl that is required ig that the
fotal reserve should not be allowed to fall below the total amount of notes
in civeulation. Sech being the case. the operatious of tho Tscue Dapart-
ment of the Keserve Bank are facilits ted, economy of metallic currency
promoted and unhecessary movemenfs of eoin and notes avoided Ly the
establishment a‘ disfrict treasuries and sub-treasuries of currency chests
whicl: eontain a portion of the assets of the Issue Dlepartment and which
are quite distinet from the treasury chests or treasury balances and are
requirad fo be kept snparah Iy in separa‘e cftest and the accounts of which
are aleo ovfside the genera’ ireasury accounts. Into thoso currerey chests
ate deposited the district surpluses when revenue is coming in and is in
excess of the requirements of the distriet treasury in guestion. For all
snch deposits made by the distriet treasury into its eyrrency chest a cor-
responding transfer in the opposite direction is made from -ha lIssne
Department to the Government halance kept with the Reserve Bank. It
will thus be observed that to this exfent the transfer to a currency chest
at & district has exactfly the same effeet as if {he revenue surplus of the
distrier was remitted by rail to provineial headquirters, Mrrenver, it
frequently happens that during the revenne season most of the district
-treasnries are surplus while several of them are deficit during the re-
mainder «f the vear. The existence of these curreney chests enables Goy-
ernment to keep funds ready for the nse of the treasury later on, thus
avoicling the necessity of remitting funds dariug the deficit season to
troasuries from which they were previously withdrawn when surplus
during the revenne season. The district treasury is thus enabled to ad-
hare to the normal balanee preseribed for it for the respective montlis in
each vear without having {requently to remit funds to aud fro and in-
curring lLeavy remittance charges. It will, of course, be obvioug that
where a dis'Tiet treasury is constantly and Iteavﬂv in deﬁclt the establish-
ment of a currency chest will not prevent for all time the recessity of
making cash remittances and a time must come when an actual transfer
of coin or notes to such a treasury must take place,
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Home Treasury Balances,—The revenue of the Indian Government
is rece.ved in rupees in India, whereas that Government has to ineur
beavy expenditure in England in sterling, on what are called * Home
charges ', and consequently some arrangement has to be made each year
fue remitting funds to Loudon. Prior lo the coustitution of the lleserve
Bank of India, the requirements of the llome I'reasury were met by the
purchuse of sterling in India by Government from banks and firms on an
approved Iist. These banks and firms instrueted by cable their London
Agents to pay sterling sold to Government, for credit to the account of
the Secretary of State at the Dank of Eugland. The equivalent rupee
Ppaywments to the banks and firms were made in India from the treasury
balances. On the constitution of the Reserve Bank, the purchase of ster-
ling from the Scheduled Bauks is now made by the Reserve Bauk under
Section 17(3) of the Reserve Bank of India Aect, and the funds required
for the lome Treasury are supplied by tie Reserve Bank at the rate of
exchange dependent on the prevailing market rates at the time. All
sterling transactions of provinces are, in the first instance, charged against
central funds, and adjusted later on against provincial revenues.

In ordinary times India exports more than she imports and conse-
quently there is usually a balance of trade in favour of India which Las
to be cleared by means of actua] remittances to India. Advaniage is
taken of the above-mentioned reyuirements of trade to remit funds to
lndia during the busy season as indicated above, In this manner fuuds
gre drawn for the requirements of the Indian Government in London.

When, however, owihg to adverse agricultural conditions, or other
reascus, exports are dull and the imports exceed the exports, the demand
for remittances s in the other direction, namely, from India to Epgland.
When such a state of things ceeurs the Reserve Bank is uuder an obliza-
tion to sell sterling in exchange for rupees received in India. This tran-
aaction, however, is purely in support of exchange and does not help the
Hoine Treasury in getting the {unds required in London. It will thus be
obvious that the machinery of Goverument finance is to large extent
dependent on trade conditions. So long as India has a favourable balance
of trade and the export surpulus is sufficient to meet the Home charges
there is no cause for anxiety. But should the exports show a downward
tendeney exchange would begin to fall and would require to be supported
in other way¥. Even a slight fall in the rate of exehange means a loss to
Qovernment, us the awount of rupees to be provided is increased.
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CEAPTER VNI FEDERAL FINANCE. -

Qeneral principles,—The principles of publie finance are essentially
the same whether the constitution of a country is federal or unitary. Thera
is the same need for economy and regularity in financial administration
and the same machinery for enforeing it. Finance under a federal consti-
tution, however, presents peculiar features which do not arise under a
wmitary constitution. The peculiarities of federal finance arise from the
division of funetions and the division of financial resources between the
federal and provincial authorities, which are to be found in all federal
systems. The various funetions of government are first divided between
the Centre and the units. This division is not based en'irely on eonsidera.
tions of pure theory, hut is also determined by the speeial ¢ireumstances
governing the formation of each federation. Subject to this gualifieation,
It is generally the case that functions which are of an international
character like defence, foreign affairs, foreign trade, or which extend
bevond the boundaries of any one unit and therefore need eentralised
treatment, like posts and telepraphs and broadeasting, are federal. All
functions which are connected with the maintemance of law and order, or
are associated with natien building, as they are called in India, such as
education, medieal, public health, industries, agriculture, police, courts of
Yaw, ete., are assigned to the units. In between there is an intermediate
zone regarding which nothing definite can be said : in some countries they
are federal, in others they are State functions.

The main consideration in the allocation of functions nsually is,
whether a particular function can best be discharged by the Centre or by
the units and the alloca‘ion is made accordingly. In relation to sources
of revenue a similar division is made and the main consideration in makine
the allocation is not the yield but the ageney best fitted to exploit each
particular source of revenne ; for ins’ance, land revenue must obviously
be provineial. and customs Auties federal, Now, it very rarely, in fact,
never, happens that the revenues appropriate to federal and provincial
explottation yield precisely the snms needed for the discharge of federal
and provineial functions respectively. Thus, paradoxical as it may seem,
& sufficiency of financia] resourees under a uni‘ary system may well result
" in a deficiency either at the Clentre ar in the units, hy the mere fact of ap-

portionment of resources under a federal system. Special devices, snch as
grants-in-aid, distribution of proceeds of taxation, ete., have *o he adopted
to rectifr the position and ensure to each partner revenue adequate for the
proper discharge of the functions entrus*ed to it. These devices differ in
different federations, hut there is one feature which is eommon to them all:
they are the subject of acute eontroversy and heart-hurning amoneg the
uni‘s and introduce serions complications in the finaneial relatinns between
the Centre and the units. The distribution of revenues hetween the Centre
and the provinees in India under the new financial settlement is not free
from such devices, which will be deseribed later on in this chap‘er.

No entirely satisfactory solution of the main problem of federa! finance,
namely. the allocation of sources of revenue between the federation and
the federal units. has yet been found in any federal system. The main
difficulty arises, a3 has been hinted at above, from the recomciliation of
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" prineiple with actnal fact. There ure certain geweral principles which
framers of federal constituiioms bave hept m muind aud these are brielly
indicated below. '

(a) Unifcrmity.—The first principle is that each unit of the federa-
tion should contribute towards common burdeas on an equal basls ; or, in
other words, there should Le no prefercnce ex ended to the people of one
unit over those of another as regards the payments that they are called
upon to make in respeet of federal taxes, duties or other imposts. The
soundness of this prineiple canuot be questioned : only it is somewhat
difficult to apply in practice, There is not in India a clean slate to start
from and therefore any scheme of allocation has to adapt itself in a large
degree to the existing dis'rbution of financial resourees. The faxable
capacity of each provinee is not the same nor is there any equality in
regard to ineome per head of population. Egquality of eontribution would
thus result in unfairness to provinces tha' are rather backward. In
practically every provinee, the expenditure has been raised to the level
of the income and if the inerme were reduced it would not be possible to
cut down expenditure without Towering tle standard of administrative
progress. To a cousidersble extent, therefore, the principie of uniformity
iz watered down jn practice by the speeial deviees referred to in the pre-
‘eeding paragraph, so as not to disturb the sfafus gquo much too much.

(b} Independence.—The second principle is that each gosvernment
in a federation should be vested with indepedent finaneial authority, that
is to say, each government should haye separate sources of revepue, full
power to levy tages, to inenr expenditure, to horrow and to lend money,
i order to earry out effectively the funetions of government entrusted to
it. Financial dependence of one government om another must necessarily
lead to political dependence. which will in course of {ime undermine the
very foundations of federation. There should be no such thing as doles
or contributions from one government to another.

This principle has heen given effect to in the new Indian Constitution
as far as practicable. Bo'h the Centre and the provinces have heen given
separate sources of revenue and full powers to expleit them. They have
also full powers to sanetion expenditure, and to horrow or lend money,
as has heen pointed out in the first chapter of this book.

There is, however, a great difficulty in giving effect to the prineiple of
‘elean cut’ or, complete separation’ of sonrces of revenue. inasmueh as it
leaves the units without adequate resonrees and thus conflicts with the prin-
ciple of adequacy, discussed in the following paragraph. Tt has accordingly
been given up in every federal system. Under the new Clonstitution, the pro-
vinees have, in addition to the sources of revenne assigned to them, shares
in Cen'ral sources of revenue, such as income-tax export duty on jute,

ete. Thév also receive grants from the Central Government for purely
provincial funetioms, such as road ecomsructiop, industrial and agricul-
tural development, economic improvement of rural areas, ete.

(¢) Adeqnacy.—The third prineiple is that the resources allottedl
to cach government should be adequate to the «lischarge of the oblizations
placed mpon it by the Constitntion. Such adequaey must lLiave reference
not ouly to existing needs but alse to future requirements, It frequently
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happens that the units are entrusted with funetions which eall for in-
creasing expenditure from year to year and thercfore even if they are
started on an even keel, they find after a few years that their expenliture
grows at a much faster rate than their revenue, which is eomparatively
inelastiec. The Centre, on the other hand, has funetions which eall for
more or lesy even expenditure in ordinery times, but whieh, durimg a war
or a national financial erisis, are apt to grow dispreportionately. Heuee,
it is noticed that in normal times the growth of Central revenues is at a
faster rate than the growth of its peace time expenditure.

Translated in terms of Indian conditions, the requirements of the
above principle would be that any scheme of allocaticn of resources should
provide the Centre with (a) a secure means of meeting the normal demand
on account of the services for which it is responsible, tegether with an
adequate reserve power-to raise from its own resource; the additional
sums which these services may in an emergency require ; and (b} some
additional reserve to meet necessary developments in its own sphere of
work. To the provinees it should not only provide funds adequate for
meeting their normal expenditure, but also additional funds for the normal
prowth in the nation building services for which they are responsible.

T+ has been stated above that any scheme of allocation of resources
inust sz isfy the test of adequacy not only at the time it is framed but also
in future. In view of changiny industrial and economie eonditions, it is
necessary to aim at # considerable degree of elasticity in the financial
" framework. Riridity in the scheme of distribution of finaneial resources
between the Centre and the units has been the cause of trouble in every
federation. There must he provision in the eonstitution for alteration in
the Iight of cirenmstances and experience gained. The Government of
India Act provides this much-needed element of elasticity in Section 140
(1) which says that the net proceeds of the duties on salt federal duties
of cxeise and export duties may be distributed to the umte under an Act
of the Federal Legislature and in accordance with such prineiples of distri-
bution as may be formulated by the Act.

(d) Administrative expediency.—The fourth prineiple is that in any
scheme of division of resources the interest of the general taxpayer must
be paramount One of the primary objects of federation would be lost
if evasion of assessment or defranding of revenue became widespread, or
trade and industry werc hampered by differential taxation or 1ocal inte-
rest in development deadened by overcentralisation. Certain tuxes, lke
income-tax. can be administered properly only hy a central organisation,
and it would he wrong to give such free play to the two prineiples of in-
dependence and adequacv mentioned above as to overlook entirely the
oonsideration of administrative expediency. The Fedexatmn and the
units must respectively be assigned snch taxes as thev are in the best posi-
tion to administer. What is u=mllv done in federal systems is to cen-
" tralise the administration of eertain taxes and distribute the net proceeds
amone the eonshtuent units. This is done on purely finaneial grounds,
" even though there is a strong objeetion to it on theoretical and polltlcal
grounds. To hllow one government to levy a tax and another to enjoy its
procee-dq is to place all the odinm on the tax-imposing government and to
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destroy all incemtive to economy in the spending government. Not only
this, but it renders reduetion of such taxation very difficuit, if not im-
pussible, for all the guvernments which share the proceeds of the tax have
1o Le consulted before such a step can be taken, and it ls very Jifficult te
secure iheir coneurrence,

In India, shares of income-tax and jute export duty, which are ad-
ministered and collected by the Central Government, are assigned to the
provinees, and provision is made in the Government of India Act for the
Jevy and collection by ihe Federation of suceession dnties, terminal taxes
en gowds and passenwers cavried By railway or air, taxes on railway fares
and freizhts, ete.. and the distribution of the net proceeds of such taxes
to the unils. The prior sanction of the Governor-General is regnired to
bilis affecting taxation in which provinees are interested. Prom what has
been said above, this will be readily understood. :

Distribution of resources under the mnew Constitution.—Ilaving
deseribed the general principles of federal finance in the preceding para-
graphs, we now proceed tn a deserintinn of the distribntion of financial
resaurees hetywween the Centre and the provinees under the new Cons’itution.
Tt will be eathered from what has been stated above, that this distribution
is made partly Ly allocating separa‘e sources of revenue to the Centre and
the provipees respeetively, partly by distribution to the provinces of net
proceeds of certain Ceuntral taxes and parily by cash erants from the

. Centre {o the provinces either for general or for specific purposes. In

addition, the resocurces of the proviniees have been enlarged by certain
financial adjustments, such as decentralisation of balances, consolidation
of pre-autonomy debt and cancellation of debt, in the case of certain pro-
vinces. We now preeead to deserihe thiem as priefly as possibiv below.

The Legiclative Lists.—There are three Legislative Lists in the
Seventh Schedule to the Aet, known as the Federal Legislative List, the
Concurrent Legiclative List and the Previnelal Legiclative List respec-
tively. Exccutive au'hority in respect of subjects in the Federal Lexis-
lative List is vested in the Centre, FExeenutive authority in respect of
subjects in the econcurrent and Provineial Legislative Lists is vested in
the Provinces. The term ‘exeentive guthority’ ineludes authority to receive
and spend money in the admunistration of the subjects referred to above,
Tinder Seetinon 135 of the Aet, all revenves and public mnoneys * raised or
received by the Federation’ go to constitute the ‘revenuss of the Fredera-
tion’. Similarly, all revenue and public monevs ‘ reised or received by a
sProvinee ’ go to constitute the ‘revennes of the Provinee ”, It aceording-
ly fellows that all receipts acerning from Federal swhjcets and all eharges
¢f administration thereof are Federal. Similarly, all receipts accruing
from subjeets in the Provinelial and Concurrent Lepirlative Lists are
I'rovineial, so also all charzes of adininistration thercof.

The main financ:al 1'ems of the ¥ederal List are :—

No. 19. Tmoort amnd export across ecustoms frontiers as defined by
the Pederal Government,

44, Truties of custems, lm-hldmg export Anties,

45 Duties of exeize on tobacco and other gond: mannfac'nred or
produced in Tndiag excent —

(a) aleoholie liguors for ™mmnan consnmption ,



(b} vpium, Indian hempraud other nareotic drugs and nareoties ;

non-nareotie drugs ;

(e) medicinal and toilet preparations containing aleohol, or any
substance mcluded in sub-paragraph (b) of this entry.

46. Corporation tax,

47. Salt.

48. State lotteries.

54. Taxes on income other than agrienltural income.
53, Taxes on the capital vahue of the assets, exclusive of agriqul-
tural land, of individuals and companies ; taxes on the eapital
of companies,
56. Dutics in respect of succession to property other than agrical-
tural Jand.
57. The ra‘es of stamp duty in respect of bills of exchange, cheques
I)TO!I!I‘;SOI‘)’ notes, bills of lading, lettcrs of eredit, polieies of
insurance, proxtes and receipts.

58. Terminal taxes om goods or passengers carried by railway or
ir ; taxes on railway fares and freights. )

59. Fees in respect of any of the matters in the list, but not includ-
ing fees taken in any Court.

The respective importance of the above itemis will be seen from the

Budget of the Central Government for 1939-40 given below —

Receipts { M es).
Guatoms . .
Corporation tax and. other

taxce o income
Central Excise duties .

Balt . . .
Railwaya . . .
Other headn . .
Currency and Mint .
Opium . . .

72-09

30-81

13-97
7-84
7-33
2-13

45
32
24

1939-40.
(In crores of rupees)

Expendilure (Nel).

Defence .
Debt servicer .
Ciril Administration

Civil Works . .

Misrellaneous .

Irrigation

Posts and Tdfgmplm
Surplua . .

.

The main finaneial i’ems of the Provincial Lists are «—

No. 19. Water, that is to say, water supplies, irrigation and canals,
drainage and embankments, water storage and water power.

22, Torests.

L

L

45-18
12-02
10.00
2-37
2-25
09
03
-08

7209

23. Regulation of mines and oil fields and mineral development
subjeet to the provisions of List T with respect to regulation
and development under Federa] control

24, Fisherles,

w~

o e

1
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a1, intoxicating liguors and nareotic drugs, that is to say. the P"‘;
duetion, manufacture, pessession, transport, pnre}}ase all
sale of intoxicating lignors, epium and othgi'_narcot}c drug?,
but subjeet, as respects opium, to the provisions of List I amd,
#s respects poisons aud dangerous drugs to the provisions
of List IIL

85. Theatres, dramatie performances and ecinemas, bat not inelud-
ing the sanction of eineinatograph films for exhibition.

86. Betting and gambling.

39. Land Revenue, jneluding the - assessment and collection of
revenue, the maintenance of fand recorfl.w. survey for revemue
purposes and records or rights and alienation of revenve.

® 40. Dutics of escise on the following goods manufactured or pro-
duced in the Provinee and eountervailing dutics at the same
or lower rates on similar goods manufactured or produced
elsewhere in India—
(a) aleoholic lignors for human ‘consumption,
(b) opium, Indian hemp and other nareotic drugs and marcotics ;
non-narcotic drugs ; ~
(¢) medicinal and tnilet preparations containing alco?ml or any
substauce included in sub-paragraph (b) of this entry.

41, Taxes on sgricultural income. _

42. Taxes on lands and buildings, hearths and windows.

43. Duties in respect of suecession to agricullural land,

44. Taxes on mineral rights, subject to any Timitations imposed
by any Act of the Federal Legislature relating to mineral
development,

45. Capitation taxes,

46. Taxes on professions, trades, eallings and employments,
47. Taxey on animals and boats,

48. Taxes on the sale of goods and on advertisements.

49. Cesses on the entry of goods into a local area for consumption,
use or sale therein.

80. Taxes on luxuries, ineluding taxes on entertainments, amuse-
ments. betting and gambling. "

51. The rates of stamp duty in respect of documents other than
those specified in the provisions of List I with regard te
rates of stamp duty.

52. Dues on passengers and goods cardded on inland waterways
53. Tolls.

B4. Fees in respect of any of the matters in this List, bat not In-
cluding fees taken in any court, _ 4
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The respective importance of the main itrm of revenme actnally en-
Joyed by the Provinces will be apparent frome the hudget of the Govern-
ment of Madras for 1839-10 given below, whici may be taken to Le typical
of other Governors' Provinces :—

Madras Budge!, 1939-40. :

(In lakhs of Rupees) €4
Rewenus {Nel). Kzpenditure (Netk
L-nd Revermue . . . 474:17 QGeneral Administration . . 2M4-37
Provincisl Exciss . . , 324-1g Edueatiom . . ... 2568-07
Police . . . . . 155-02
Btamps . ... . 102D GpjiWorks . . . . 10867
Irriga ion. Navigation, Embank. Superannuation  Allowsnce and
ment and Drsinage Wosks . 76-16 Pensions . . . . . l00-29
Medical . . . 87-02
Intaroat ... 8800 ginitmtion of Justiee . . 75-3%
Taxes on Income other than Cor- Public Health . . . . 2816
poration Tax (Assignment from Agriculture . . . 1977
theCentral Governrunty . . 2415 piand Convict Bettlements . 17-53
Other Taxes and dutive « 1. 17-64 Stationery aral M'rinting . . 15-57
Miscellaneous . . . . 114 Miscellaneous Departments 14-87
Veterinary . . . 11-48
Receipts under Motor Veh:clea Co-operative Cred:t . . 10-05
Taxation Acts . : . 928 Appropriatien  for neducticn or
Receipts from Electtio Schemes . §.24 8voidanceof debt . . . 9-04
Forest 408 Tudustries | . - - . 8-49
: * : ' ’ ' Farmine . . 5-00
Registration . 2-18 Scientific Dapartments . e 98
Bxcess of Expenditure wver Reve- —_—
nue (Deficit) . . . . I7.27 1202-28
1202-28

Fry'duary powers of taxation.—In all federations, the qmestion ot
residuary powers is very important. as it is believed that sovereignty
resides with the authiority 1hat is vested with residuary powers. Ip som=2
federations the residuary powers are vested in the (Clentre and in others
in the units. In India, an attempt has beenr made, unlike other federa-
tions, to euumerate the powers of the Centre and the units as exhaustively
a3 human ingenuity can make it, so as to Ieave little or nothing to the
residuary field. As, however, it is impossible to make any lists of powers
s0 exhaustive as to prevent doubts arising in the fu‘ure, the Government
of India Act endows the Governor-General with power to decide whether
the Centre or the constituent units should be empowered to Ievy any tax
not included in either of the three legislative lists. This, necessarily,
gives the Governor-General power not merely to allocate an unenumerated
tax, but also, in so doing, to determine conclusively that a given taxing
power is not, in fact, covered by the enumeration as it stands.

P
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Assigproeny of Central taxes to provinces.—(a) Jute expert duty.
The net proceeds ol the jute export duty, which is Central, arve distribut-
ed between the varivus jute growing provinces in the following. manner :—

623 per cent. of the net proceeds of the duty is assigned to Bengal,
Bihar, Assam and Orissg. The distribution is on the basis of jute produced
lu each province. Bengal, as the biggest producer of jute, ge's the largest
share under this lead.

(b) Income-tax. 50 per eent. of the net proceeds of taxes on income:
other than corporation tax, (excepting proceeds attributable to Chief
Commissioners’ Provinces or to taxes payable in respect of federal emolu-
menis) is assigned to the provinces and the sum fulling to be distributed
in any year are distributed among them as follows —

Per oent,
Mﬁdm . . . . N - . . . . 18
Bombay . . . . . . . . . . 20
Bengal . . . . . . o e e . 20
The United Provinces . . . .. . . 13
The Punjsb ., . . . . . . ., 8
Bihar . . . . . . . - . . 10
The Central Provinces and Berar . . . . . -]
Asssm . . . . . . . . . . 2
Tho North-West Frontier Proyince . . . . . 1
Orisea . . . . . . . . . . 2
Bind . . . . . . . . . . 2

The above however does not come into effect from the 1st April 1937.
For the first 5 years commenecing from the 1st April 1937 the Provinces
will receive each year only the amount by which the sum total of divisible
Income-tax and railway contribution to Federal Revenues exceeds 13
crores, subject to the maximum of half the divisible ineome-tax. As ‘hia
excess is ordinarily less than 50 per cent., this means that the Federation
retains a certain portion of the provincial share. For the next period of
5 years there is a gradnal reduction of the sum retained by the Federation
out of the Provmeial share, The sum retained in the last vear of the
st quinquennium is {aken ag basie for ‘his purpose and Federation re-
tains only 5!6ths of it in the first year of the second quinguennium. 4]6ths
in the second vear, 3!6th in the third vear, and =o on, till in the 11th year
the Provineces begin to get ‘heir 50 per cent. share in fnll.  The Governor
General in his diseretion may, however, in any year of the seeond quinquen-
nium direet that the sum to be retained by the Federation in that year
ghall be the sum retained in the preceding vear, in which case the second
quinguenninm will be correspondingly extended. The amendment recent-
Jv made in the Indian Income-tax Act, which will tend to improve the
proceeds of the tax, may be expected to result in an increass in the
amount assiznable to the provinces, hut during the first quinguenniuvm

_ the provinees may not get the full henefit of this increase if there is a drop

in the contribution from Railways to Central Revenues.
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No other Central taxes are at present assigned to the provinces, bat
referenee hus already been made to Section 140 under which salt Juties,
federal excise duties and export duties may be assigned to them in ihe
tuture,

The Federal List eonfains items, such as sticcession duties, stamp
duties, terininal taxes, ete,, which when levied and collected by the Federa.
tion have to be assigned to the provinees and cannot be retained by the
Federation for its own use.

Grants trom the Centre to the provinces—In all federal system
there are grants made by the Centre to constituent units, These grants
are of a twofold charaeter : grants in aid of general resourees without any
vontditions attached, and grants for specific purposes subject to the fulfil-
ment of conditions prescribed by the authority making the grant. In
India we have examples of both. Section 142 of the Government of India
Act, 1935, ref&rs to grants of the first kind and in pursuance of the author-
ity conferred by that section the following amounts are paid as grants in
aid of the revennes of the provinees mentioned below, as specified in the
schedule to the Govermment of India (Distribution of Revenues) Order,
1936 .— .
1. The United Provinees—25 lakhs of rupees in each year of the

. first five years from 1st Aprit 1937,

2. Assam—30 lakhs of rupees in each year.

3. The North-West Frontier Provinee—100 lakhs of rupees in each
year.

4, Orissa—A47 lakhs of rupees in the financial year commeneing 1st
April 1937 ; 43 lakhs of rupees in each of the mext four
sticceeding years, and 40 lakhs of rupees in every subsequent
yeur, )

5. 8ind—110 lakhs of rupees in the financlal year commencing ist
April 1037 ; 105 lakhs of rupees in each of the next nine
years ; 80 lakhs of rupees iu vach of the next twenty years ;
65 lakhs of rupees in each of the next five years ; 60 lakhs
of rupees in each of the next five years and 55 lakhs of rupecs
in each of the next five years.

The above gran's are subject to no conditions and are in aid of the
general resources of the provinees concerned. There is therefore no
diminution of autonomy and the Central Government has ro right to
jnterfere jn finanecial administration. In addition, there are other grants
from the Cen’re to the provinces which are for svecifie purposes and which
are gmiven on the ohservance hy the provinees of specific conditions pre.
seribed by the Centre. As instances migiit be cited the following :—

(i) Grants from the Hoad Development Fund.

(i) Grauts from the Rural Development Furd.

(iti} Grants for the deveiopment of hand loom industry.
(iv) Grants for the development of the sericultnre industry,

) (v) Grants from the Sugar Escise Fund,
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" Fivancial adjusimenls.—The major sources of revenue of ilie Centrs
aul the provinees huave been brielly described above, lelief has also
becn afforded to the provinees in certain other respects as a part of the
new financial se‘tlement and we now describe these below :—

{1) Decentralisation of balances.—With effect from Aprii 1, 1937,
nc? only have the provincial balances bheen separated from those of the
Central Government, but their scope has u!so heen considerably enlarged,
as provinees have been handed over balances in regard to debt, daposit
and remittance transactions which are of an intrinsically local natu.e or
definitely associated with provineial funetions, such as, provident fund
deposits, balanees of municipal and other loeal authorities, ete. The
liability at’achimg to these items has also been passed to the provinces
concerncd.  As the receipts under debt, deposit and remittance heads in
any one year are as a rule greater than the disbursements, this measure
of decentralisation has placed in the hands of provinces resources which
they can use for their capital programmes. -

{2) Censolidation of pre-autonomy debt.—The amounts rtve to the
provinees as a result of the decentralisaticn of balunces nientionmd above,
were not paid entirely in eash, but were adjusted against the pre-1921
debt owed by the provinces to the Government of India. As this debt
carries a rate of interest of about 3} per cent., which was above the market
rate on 1st April 1537, it has clearly been advantageous to the provinces
to caneel a corresponding amount of sveh dedt, The hnlanee of the re-
maining pre-1921 provincial debt as wel as other provineial pre-~utonomy
debt taken at different times a¢ varving rates of interest has been eensoli-
dated, in the interests of future provineial eredit, into a single debt carry-
ing a siugle rate of interest and repayable in 45 years by means of annual
equated payments of prineipal and interest.

{3) Cancellation of debt.——Tn the ecase of Bengal, Biliar, Assam,
North-West Frontier Provinee and Orissa, all debt contracted with the
Centre prior to April 1, 1936, has heen cancelled. In the case of Central.
Provinees, al debt Incurred on account of revenue deficits up to 31st
Marel: 1936 and approximately 2 crores of pre-1921 debt have been ean-

celled.

Financial results of the new settlement.—All the provinces have
henefitted from the now settlement and are in a stroneer position finan-
cially than hefore. Some have benefitted more than others, but no one is
worse off than hefore. The net annnal benefit in the first vear of provin.
cial antonomy to the revenues of each provinee, as a result of the various
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Lneasures taken under the new settlement, is approximately indicated
elow :—

[In lakhs of rupees.]

Extrs 12} | Net benefit
Relief from | Subvention | per cent of from Share from
separation under duty on | consolidation igcome-tax .
Province. of Bection 142 | Jute under or | under Total
« 1 Provinges. | of the Act. | Seotion 140 | cancellation | Section 138
(2) of the of debt, of the Act.
Act,

T,

Madma . . . 22 .. .s 34-4 20 76-4
Bombay . . . 78 . . 6 n 108
Bengsl . . . ., . I 3 20 109
United Provinces . .. 25 . 18-3 - 1] 64-3
Puojab . . . .- . “ o 24 1 13:4
Bihar . . . 8 - g8 22 18 50-5
Central Provinees . .- . .- 18-8 435 253
Assam . . . .y 30 35 14-5 35 9.3
North-West Frontier .- 100 . 123 1-3 113-6

Province.

Orizssa . . - 47 5 a7 2-8 39
Simd . . .| .. 110 . 1-6 2:3 Jd13-e

Li7tMofFinance—~ 250—19-8-48-GIPS



