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PREFACE.

The present Manual combines, for the first time, the ““ In-
troduct¥on to Indian Government Audit” with the  Intro-
duction to Indian Government Accounts”, It is based in the
main on the two earlier volumes which bore these titles, the
former of which was prepared by Sir Frederic Gauntlett,
K.C.LE., K.B.E, LCS. (late Auditor-Genéral in India),
while the latter was originally drafted by Mr. L. E. Pritchard,
(late Accountant-General), and subsequently revised by Six
Frederic Gauntlett.

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

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

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

This * Introductiop ” carries no authority beyond that of
the Statutory Rules, Codes, etc.,which it attempts to sugpmarise.
It may not, therefore, be quoted as carrying any authority in
itself. It must be remembered that & summary of detailed
Rules cau only give a general conspectus of their effect ; and
it is incumbent upon readers to studyshe originals, to which
this volume is intended to serve as a gnidd,

E, BURDOK,

Auditor-General tn Indza.
July Ist, 1930,
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INTRODUCTION TO THE FIRST EDITION
OF

AN INTRODUCTION TO INDIAN GOYERNMENT AUDIT.

E primary object of this volume is to give probationers’

in the Indian Finance Department some idea of the prin-
ciples underlying Government audit in India, and a summary
of the more important rules to be applied in such audit.

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

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

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

In regard to several matters the present volume deals
with a transitional period. Thus the principles according to
which re-delegation may be permitted, the resolution which
will bring together*all the financial powers of local Govern-
ments and the revision of the leave rules are all still ansetfled,
It is thought desirable, however, to issue the volume now foy
two reasons. Firstly, the need for it is deemed to be urgenf,
and secondly, it is felt that there cam be no fnality in such

omatters, and that by the time these questions are decided cthers
will in turn be under consideration. Moreover a pioneer volume
such as this will probably require revision at a cohparatively
early date, and, when the questions above mentioned hav,been



vi

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

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

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

M. F. GAUNTLETT.



INTRODUCTION TO THE FIRST EDITION
OoF
AN INTRODUCTION TO INDIAN GOVERNMENT ACCOUNTS.

THIS i8 meant to be a companion volume to the Intro-
duction to Indian Government audit. They bave the
same end in view, viz., to present, in as simple a form as possi.
ble the general system of Indian Accounts and Indian Audit.
2. Mr. L. E. Pritchard is primarily responsible for Chapters
1 to IV and VII while the original draft of Chapters V and VI
was prepared by the undersigned. The chapters have all been
carefully scrutinised by selected officers, and it is hoped that the
volume in its*present form will be found a guide to those avho
have to trace their way through the intricacies of Indian
Government accounts,

M. F. GAUNTLEIT.
The 4th July 1914.
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INTRODUCTION TO THE SECOND EDITION
oF
AN INTRODUCTION TO INDIAN GOVERNMENT AUDIT.

THIS volume has been thoroughly revised so as to embody
all the changes in the rules relating to audit, the rule
defining the financial powers of the Government of India and
local Governments, rules relating to pay, leave and pension,
etc., which have been brought about by the introduction of the
Reforms, and the consequent changes in the Government of
India Act and the Statutory rules issued under the Act. The
primary object with which the volume was originally issued has
been kept in view, and all the changes which have taken place
since the issue of that volume, have been explained in a general
manner 80 a8 to present a broad view of the whole sttuation.

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

M. F. GAUNTLETT.
The 25th May 1922,
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INTRODUCTION TO THE SECOND EDITION
OF
AN INTRODUCTION TO INDIAN GOVERNMENT ACCOUNTS.

I8 volume has been revised.go as to incorporate all the
changes in the system of Government accounts consequent
on the introduction of the Reforms.
2. T am indebted to Mr. A. C. McWatters, Controller of the
Currency, for the revision of Chapter VI.*

M. F. GAUNTLETT.
The 20th May 1922,
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An Introduction to Indian Government
Accounts and Audit.

PART L

A Preliminary Survey of Accounts and Audit
Systems,

CHAPTER 1.

The Purpose of Accounts and Audit,

Y —

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

2. Accounts and transactions.—The word * accolints,” in the financial
sense, has been defined as statements of facts relating to money, or things
having money walue. The facts that are incorporated in accounting
records are described as ' transactions ”

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

4. Accounting.—A wmere chronological register of pecuniary traasac-
tions (commonly called a Cash Account) was soon found insufficient.
From such a register a man could not tell, without going through every
item, how he stood in relation to his various customers, and whether his
business was profitable or not. It became necessary that his transactions
should also be classified under various heads, as for example thé rihmes of
various customers dealt with, or of various articles dealt in ; and that
the results of transactions under these heada shouid be a.rrafnged in such
a form as to show clearly not merely the significance of each separate
transaction but also the combiuned effect of anyodesxred series of transac-
tions. Tho process through which these ends are effected is called

“ gocounting *."

* See page ) of Book-keeping by Hanulton atd Ball,
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5."Compilation—To compile is to compose and arrange materials
collected from gther records. Aa will be explained later, the initial
accoumts df Government transactions in India’are prepared by the
authorities through whom the transactions occur, those authowties being
unconnected with the Indian Audit Department. So far as accounts are
concerned, the duty of the Audit Department is to compile, under different
heads prescnbed for Government account, those initial accounts which
under the rules are required to be rendered to it for compilation, and to
arrange the results of transactions under those heads in such & form a8 to
bring out the combined result of all the transactions which occur during a
given period. It has also to compile the Finance and Revenue Accounts
of India, which embody a summary of the accounts compiled both by the
Department itself and by other agencics and include tho results of the
whole of the Government transactions arising both in India and Xngland.

6. Audit.—The functions of Audit are essentially different from those
of Accounts. Of the meaning of the word ** audit,” an excellent explana-
tion can be given by quoting the following portions of a translation of
SBir Walter Henley’s “ Tretyce off Husbandry ", a work which dates back
to the thirtecenth century.* 4

‘“ Buy and scll in season through the inspection of a trus man or two
who can witness the business, for often it happena that those whe render
accounts increase the purchases and diminish the sales. Ilave an inspec-
tion of arcount, or cause it 1o be made by some one in whom you can
trust, once a year, gnd (have a) final account at the end of the year.
If there is any (moncy), let it be raised and taken from the hands of

the servants . L arrears appear in the
fival account, let them be speedlly raised .. Look

into your affairs often, and cause them to be re\rlewed for those who
serve you will thereby ‘avoid the more to do wrong, and will take pains
to do better. In the first place he who renders accounts ought to swear
that he will render a lawful acconnt and faithfully account for what
he Fas received of the goods of his lord, and that he will put nothing
in this roll save what ht has to his knowledge spent lawfully, and to
hislord'sprofit . .. Andthen, if he hasrendered
account before, ses how it compares ; and if, he is found in arrears of
woney, corn, or stock, put the whole in stated money valuation, and
charge it' at the commencement of his roll . . At the
end of the year, when all the accounts shall have heen rendered of the
lands, the idsues, and all expenses of the manor, take to yourself all the
rolls, and by one or two of the most intimate and faithful men you
huve make very carefu} comparison with the' rolls of the accounts ren-
dered and of the rolls of the estimate of corn and stock and according

as they agree you shall see the industry or negligencé of your servants
and bailiiis.”

"® 1 am indebted to Dickaee's « Treatito o Auditing * for this quotation.
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“The lord of the manor ought to command anl ordain thas the
accounts be heard every year, not in one place but on all the manors, for
8o can one quickly know overything and understand the profit and
loss . . The auditors ought to be faithful and prudent,
kuowing theu bu.smess, and ail the points and articles of the account in
rents, outlays and returns of stock, And the accounts oughs to be heard
al each manor to know tho profit and loss, and then can the suditors
take inquest of the doings which are doubtful, and hear the plaints of
each plaintifi and make the fines. The steward ought to be joined
with the auditors, not as head or companion of the account, but as sub-
ordinate, for he must answer to the auditors on the account for his
doings just as another. It is not necessary so to speak to the auditors
about making audits, for they ought to bo so prudent, and so faithful,
and so knowing in their business, th.% they ha.vo no need of others’
teaching about things conuected with the accounts.”

7. Bpecial attention is invited to the clause which says that the lord
of the manor ought to command that the accounts be keard svery yeat
This shows that the word auditor is aazrived from the Latin “ auditor,”
the ancient practice being that the parties whose accounts were audited
should attend before the suditor and vouch them orally. The practice
was perhaps necessary in bygone days when few people could read or
write. It is possible even that the auditor himself could not read but
heard the accounts read out by the clerks. The men responsible for the
accounts vouched for the accuracy of the entries, and the auditor being
specially chosen for his prudence, faithfulness and knowledge of the
business, was able to satisfy the lord of the manor that the accéunts
rendered accurately portrayed the exact state of affairs,

8. The Auditor~"* Audit” is therefore an instrument of financial
contiol. In its relation to commercial transactions, it acts as a safeguard
on behalf of the proprietor (whether an individual or a group of persons)
against extravagance, carclessness, or fraud on the part of the proprietor’s
agents or servants in the realisation and utilisation of his money or other
assets, and it ensures on the proprictor’s behalf that the accounts maine
tuined truiy represent facts, and that expenditure has been incurred with
duse regularity and propriety. The agency employed for bhis purpose
is called an “ auditor.”

9. It is cssential that a similar watch should be mainthized over theo
financial transactions of a Government, and that the agency employed
for the purpose should b independent of the agents or servants of Govern-
ment who are entrusted with the realisition and utilisation of public
money or otherassets, The task is entrusted in India to the Indian Audit
Department. So far as its audit duties are concerned, the position of the
Indian Audit Department in relation to Govgmment trshsactions in
Indiw is exactly the same as that of an “ auditor.” It must ensure
that the accounts maintained trtﬁy represent facts, that the ruiea and

B2
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i

ordgrs framed by, competent authority have been obeyed, and that the
expenditure® has been incurred with due regulerity and propriety ;
and it must bring to the notice of compatent authority any irpgularity
or impropriety in connection therewith.

10. Before leaving this introduction to the subject, attention may be
drawn to the way in which the  prineiples emuciated 700 years ago in
the extract quoted in paragraph'6 still apply, as will be shown in this
Manual. Prompt payment of money into the treasury, the strict follow-
ing up of arrears, the necessity for accounts accurately portraying the
facts, the value of checking the accounts and of condneting local inspec-
tions, periodical stock verification and the check of stock with the ac-
counts, were flundamental principles then as they are to-day. Principles
which have held good for so long a period must contain the essence of
importance,
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CHAPTER 2.

Indian Government System of Accounts and Aadit, and Commercial
Systems.
{(A.) Accounrs,

11. The difference between Government and Commercial functions.—
The principles of Commercial and Indian Government Accounting differ
in cortain essential points. The difference is due to the fact that, while
the main function of a Commercial concern is to trade, that is to take
part in the production, manufacture or interchange of goods or commodi-
ties between different groups or individuals and thereby to make profit,
that of a Government is to govern a country and in connection therewith
to administer the several departments of its activities in the best way
possible.

12. The principles and methods of Gommercial socounting.—A non-
Government Commercial concern deals primarily with the utilisation of
Capital for the purpose of making a profit ; and it is interested to see
at intervals how it stands in relation to its debiors and creditors, whether
it is gaining or losing, what are the sources of its gam or loss, and whether
it is solvent or insolvent.

13. In order to obtain ready answers to these questions the concern
has to keep a system of detailed accounts. In respect of each person
dealt with, each class of asset held, each article dealt in, snd each depart-
ment of its activities, it maintains a separate account so that the result
of the transactions in each case may be ascertained. It then becomes
necessary for it to collect the results of all these aceounts in onc place in
order to record the asscts and Habilities under different heads and fially
to prepere the mauufacturing, trading and profit and loss account, “and
balance-sheet, which shall show what is the gain or losa of the concern
as a whole, and whether ét. is solvent or insolvent.

14, It is the generally accepted practice in the commercial world to
maintain account books by the Double Kntry aystem, which i8 based on
the fact that in every transaetion or financial change two parties or
accounts are involved, one giving and the other receiving.” Under that
Bystem every tranﬂact:on_, therefore, requireg two cntries in the books,
one against the party or account giving and the other against the party
or account receiving. Further, if the contern, is & manufacturing one,
it has also to mathtain sete of books for ()*osting, and (b) stores account-
ing, in order to uscertain as regards () the cost of productlon of each
article so that its selling price may be fixed accordingly, and*as regards
(b) that there is an efficient systemy of stores control.



8

15-18 ] INDIAN GOVERNMENT SYSTEM OF Accounts [ CHar. 2.
AND AUDIT, AND COMMERCIAL SYSTEMS.

15, The orinciples of Government accounting.—Bhe activities of a good
governmept in any country are determined by the needs of the country.
The main branches of its activities being known, it is a matter for decision
what expenditurs will be necessary during any year ia carrying out these
activities, After a dectsion has been reached on these points it becomes
necossary to determine how to raise sufficient money to meet that expendi-
ture

18. The classification in the accounts of the transactions of the Indian
Govornment i3 determined firstly by the administrative classification of
the activities and secondly by the classification of the nature of the
tran-actions. The accounting is therefore more elaborate than that fol-
lowed in commercial accounts. But (leaving out of consideration for the
present the accouanting of expenditure met from Loans, and certain
subsidiary and technical accounts, which will be considered in Part V
of this Manual) the immediate objective of Government accounting
is not to ascertain the gain or loss on the transactions of the
Government as a whole in carfying out its activities. The method
of budgeting and accounting unfller the Service Heads is net designed to
bring out the relstion in which Government stands to its materinl
aa30ts in use, or its liabilities due to be discharged at more or less distant
dates. The accounting methods adopted for commercial concerns,
and the preparation of Manufucturing, Trading and Profit and Loss
Accounts, and a Baldnce Sheet, in the commercial sense, are therefore
unsuitable and unnecessary. In its Budget for a year, Government is
interested to forecast with the greatest possible aceuracyevhat is expected
t0 be received or paid during the yoar, and whether the former together
with the balance of the past year ia sufficient to cover the latter. Similazly
in the compiled accounts for that year, it is concerned to see to what
extent the forecast has been justified by the facts, and whether i has a
surplus or deficit balance as a resnlt of the year’s transactions. On the
basid of the budget and the accounts Governmont determines (a) whether
it will be justified in curtailing or expanding its activities, and {b) whether
it can and should increase or decrease taxation accordingly.

17. The purpose of Government and Commercial Accounts.—The
Governmeht Accounts are therefore deaigned to enahle Government to
determine how little money it need take out of the pockets of the tax-
payers in omler to maintain its necessary activities at the proper
standard of efficiency, whilp non-Government Commercial Accounts are
designed to show how, much money the doncern can put into the
pockets of the proprietqrs ®consistently with the maintenance of a
profit-earning standard in the concern. .

18. Compmercial Enterprises conducied by Government,—There ars,
hnwever, certain entorprises of Qovernment which are conducted on
courpercial lines, and in these cnterprises the essential formalities of
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commercial accounts yre strictly observed. In those clses ip which*the
commercial books of the enterprises are kept outside the regular Gov-
ernment Account, a link iz maintained between the two to show how
much is coming into Government revenues from each enterprise and
how much is spent by Government, either as capjtal or revenue expendi-
ture, in carrying on its activities.

18. The method of Government Accounting.~~The mass of the Govern-
ment accounts are kept by single entry. There is however, a portion
of the accounts which is kept on the double entry system, the main
purpose of which is to bring out by & more scientific method the balances
of accounts in regard to which Government acts as a banker or remitter,
or borrower or lender. Such balances are, of course, worked out in the
subsidiary accounts of the single entry compilations as well, but their
accuracy can be guaranteed only by a periodical verification with the
halances brought out in the double entry accounts.

(B} Auprmr.

20. Prinmqfes of Audit.—As stated wiparagrapls 8 and 9, andit <heuld
be conducted by an agency independent of the authority charged with
the duty of carrying on the business and of maintaining accounts of the
transactions which pass through his hands. This principle i8 strictly
obgerved in Commercial audit, although when auditing small concerns
the auditor often finds the sccounts so badly prepared as to render it
nocessary for him to build up a very large portion of the fabric of the
accounts from the initial records. This work is, however, incidental to
and not an essential part of his duties as an auditor,

2. Purpose and procedure of Commercial Avwdit.—In Commercial audit
at the present day the main object is to present before the proprietor or
proprittors of the business an accurate statement of the position of affairs
together with a profit and loss account showing how this position has been
reached. In the case of Companies the dutyeof an auditor is mainly in
the interest of the sharcholders, who are practically slecping partners in
the business. The directors are the active partners ; and the anditor on
behalf of the sleeping pdrtners —the shareholders—haa to examine the
uccounts and the balence-sheet prepured by the directors and tp report
to the shareholders whether in his opinion those accounts are correct,
and fully and fairly disclose the position of affairs, or in what respects
they fail to do so.

22. On pages 3 to 5 of' Dicksee’s Auditing ;viﬂ be found a set of instrue-
tions to commercial auditors. The proca&lurg of commercial audit ag
there detailed mey be summariged bricflyethus :—

The first stop is to ascertain the authorities competent fo sanction

expenditure, to Teceive or pay money, or to incurdiabilities, on bebal of
the firm,
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‘The second is to understand the system of sccounts followed.

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

The fourth is to seg that all transactions are in accordance with the
minutee of the meetings of the Board of Directors or the orders of com-

petent authorities. )
The fifth is to investigate unusual items.

The stzth is to check the compilation of the.accounts from the original
records and to suggest corrections in the classification of transactions,

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

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

23. Differencc between a Government and o commercial firm necessitat-
tng differences in audit procedure.—Unlike commercial audit, the audit
of the transactions of the Government of Indian is entrusted entirely
to Government officials ; end this difference has influenced largely the
gystem of audit adopted. As will be explained in Chapter 12, the
check of receipts 1s in most cases left. to the depsrtments respon-
sible for the collection of revenue. 8imilarly the check of stores and
stock is, as will be explained in Chapters 18 and 31, almost entirely
left to the departments in whose custody they are. The audit of
expenditure in India is, however, performed mainly by the Indian
Audit Department which is independent of the spending depart-
ments. This department'is, as has already been stated, also respon«
gible for the compilation of the major portion of the accounts which
it audits. The whole of the work of auditing the expenditure iz not,
however, corduct(d by this independent department, but, as explained
in paragrdph 25, part of the work incidental to audit is also per-
formed by the spending departments.

24, India' is 8o vast & country and Government activities sare §o
various that it is impossiblg for independent Audit Officers, working (as
they do) almost entirely at headquarters, to bé as closely in touch with
the facts to which the acgounts refer as the officers of the department in
which the revenue is realised aud the expenditure is incurred.

25. Thys, the Audit Officer has no personal knowledge of the quantity
or guality of the workdone by a contractor, of the quantity or quality of
goodg cupplied by a swpplier, of the pumber of coolies employed each
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day on a work, or of the agreement between the stores accounts and the
stock of atores. The payments are in many cases made at freasuries the
officers # charge of which are not members of the Audit Department ;
while in others the bills are either presented to, or are prepared by,
dlsbursmg officers of other departments, Thua the preliminary exami-
nation of bills which are paid at treasuries or by disbursing officers
of other departments is primarily left to the Treasury Officers, or to
officers of those other Departments. The exact nature of the work
done by these agencies will be discussed later when we attempt to deal
with the details. For the present it is sufficient to remember that under
the Government system of andit the executive officers of the spending
departments, as well as officers in charge of treasuries, take an import-
ant share in the scrutiny of expenditure.

28, Another point of difference between commercial and Govern-
ment sudit is that, whereas the former is more often than not periodical,
the latter is almost entirely continuous. This is due to the greater
volume of work to be done and to the fact that a large part of it is con-
verned with personal claims which havg to be finally adjusted with the
utmost promptitude.

27, Procedure of Government Audit as compared with Commercial
Audit.—It is obvious that these differences in conditions must alter in
detail the system of audit ; and it i8 interesting to compare with the
main factors of commercial audit, set out in pacagraph 22 above, the
main objects of Government audit, which, ag set out in Articles 123,
130, 137 and 138 of the Audit Code, are to ensure—

{a} that the expenditure has been incurred by an officer com-
petent to incur it ;

() that the expenditure has received the sanction, either special
or geueral, of the authority competent to sanction it ;

(¢} that, if it is votable expenditure, it is covered by a gran#sane-
tioned by the legislature ;

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

(€) that the expenditure does not involve a breach obayy of the
canons of financial propriety laid down in Rule 11 of the
Auditor General’s Rules ;

(f) that payment has, as a fact, been made and has been made to
the proper person, and that it hds been so acknowledged and
recorded that a secoud claim against Government on the
same account is impossible ; ¢

{g) that the charge is correctly classified, and that, {as in the case
of Public Works and Foreat accounts) if a change is debit-
sble to the personal accosat of a contractor. emplovee or
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other Individual, or is recoverable fromy him under any rule
or order, it i3 recorded as such in a prescribed account ;

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

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

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

28. This comparison is made in detail below :—

(@) The first and fourth steps of commercial audit,——to ascertain the
authoritics competent to sanction expendilure or to receive or pay
money, etc., and to see that the traxsections are in accordance
with the minutes or orders.

These correspond with clauses(a) to (d) of paragraph 27, In Govern-
ment accotnts the minutes and orders are represented by the Govern-
raent of India Act, the Audit Resolutions, the authorised Codes, and the
resolutions and orders of the Central Government, local Governments and
other authorities. The volume of such orders is immense and this por-
tion of audit looms so darge that it tends to overshadow all the other
hranches,

(b) Second step of commercial audit,—understandmyg the system of
wecount followed,

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

(0 Xhird step of commercial audit,—check of the accuracy of the
original record.

Clause (f) ‘of paragraph 27 may be held o correspond with this, But,
a3 stated in paragraphs 24 and 25, the check of the accuracy of the origi-
nal records 18 left to a gretit egtent to the executive officers of the spend-
ing departments, and this ch is supplemented by a test-audit at re-
gulnr intervals by officers ofeq}m Audit Department.

(d) Fifth step of commercial qudit,—investigation of unusual slems.
This corresponds with ciause (¢} of paragraph 27.
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{e} Sizth step of commerial audit,—check of ‘the compilation of
accounts and of the classification of transactions.

Chec!dng of the compilation of accounts is not specifically mentioned
in the list of objects of Government audit. As stated in clause (b) of
this paragraph the greater number of the accolints are, after a certain
point, built up by the auditing agency itself end the preliminary ac-
couuts are checked by the Audit office as explained in clause (¢). The
compilation made in the Audit oflice is test-checked within the depart-
ment ; and in the cases where secounting is separate frem audit and
the compilation of accounts is left fo the administrative departments,
every process of compilation leading up to the final account is test-
checked by the Audit Department.

In {fovernment audit the classification is thoroughly checked by
the Audit Department whero that department is responsible for the
conpilation of accounts, and is test-check d where compilation is left
to the Admi.ustrative Department.

(f} Seventh step of commercial audit,~-check of the accuracy of the
aceounts of stores or yoods.

This corresponds with clauses (£} and (5) of paragraph 27,

{g) Eighth step of commercial audst,—the preparation of the Manu-
facturing, Troding and Profit and Loss accounts, and the
Balance Sheet, necessibuting the investigution of depreciation of
property, the soundness of invesiments, debls due lo the firm,

and fhe correct allocation of expenditure to Capital Account.
In the ordinary accounts of Government there is nothing to coms
pare with these accounts which form the summary of the financial
transactions of a commercial firm during a certain period. Its place
may e said to be taken by the annual Budget Statements and by the
Finance and Revenue Accounts of the Government of India. Hoyever,
in the case of Government undertakings of a guasi-commercis! character,
the financial results are ascertained and reviewed outside the regular
accounts through pro formd accounts which are prepared separately
for the purpose, aud thege pro formd accounts are prepared on a etrictly

commercial basis,

In the regular Govermment account the correct allocation of exper-,
ditura to revenue or capital heads of account is checked by the Audit
Department,

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

(1 detection of fraud ;
(2) detection of technical errors ;
{3) detection of errors of grinciple.
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Here agaia dus allowance has to be made for the differences in con-
ditions between the Indian Government and a commercial firm, and the
differences between the agencies which prepare and audit the hecounts
in the two cases. Thus in Government audit there is little scope for
detection of errors of prirciple (that in, in the system of accounts adopted)

as the responsibility for deternjining or advising as te the form in which
accounts should be kept devolves npon the Auditor General. The other
two objects are, however, sufficiently provided for under the Government
aystem as explained below.

30. As regards the detection of fraud it must be remembered that,
a5 explained in paragraph 25, part of the work in connection with the
scrutiny of expenditure, is entrusted, for the sake of convenience and
economy, to the officers of the spending departments. A fraud in respect
of expenditure would in some cases indicate a payment to which the
payee is not legally entitled. or in others a payment made in respect of
a claim which is not in accordaunce with the facts. Under the existing
arrangements the certification as to the initial facts is left to the exe-
cutive officers, and the Audit Department verifies a certgin percentage
of them at local inspections. Most of the frauds are thus checked or
detected in the course of the scrutiny by the executive officers. The
Audit Officers also render valuable assistance in indicating directly
or indirectly to the executive officers defecta or irregularities which
rejuire their attentioh. This subject will be discussed in detail in
Chapter 10, and it will suffice to state here that the checks prescribed
for executive officers, supplemented by occasional local gudit and conti-
nuous central audit, sufficiently provide for the detection of fraud in
the Government system of audit. As to the detection of technical errors,
the bulk of the work of the Audit offices used to fail under this category ;
and it was one of the chief coinplaints against the Audit Departmert that
this had been their main work.

3L. It is apparent that this was not altogether a fair criticism inas-
much a3 it overlooks the following facts :——

{(2) The ofticers of the Department have moulded and still mould
whe form of the accounts and thus prevent errors of prin-
ciple,

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

(¢) Their indirect wvork in the prevention and detection of fraud
is important [ ¢

(d) The enormous nurmber of objections raised i8 due to—

(1) the extreme elaboration of the rules to be applied in
audm
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(¢} the mistakes made in the preparatiom of bills; .

(43) lack of intelligence or undue rigidity on the pars of the
auditor.

Critics ought not to forget, as they sometimes do, that the officers
of the Department are not responsible for cause (i7), while the ultimate
responsibility for cause (i) rests with Government even though they
may have sought the advice of officers of the Audit Department in
framing the rules. As regards cause (i), it is important that officers
of the Department should rectify it in so far as they are empowered
to do so; but the “ rigidity ”’ of which complaint is still made is often
due to the rigid character of Statutory Rules which admit of no relaxa-
tion otherwise than by a revision of the Rules themselves.

32. The Constitutional Reforms of 1919, which inveated Audit with
a higher responaibility and a greater power of initiative, enabled Audit
Officers to devote more attention to the broad principles of legitimate
public finance and to the manner in which the various execuiive officers
undertake their more important financial responsibilities.
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CHAPTER 3,

Brief Historical Account of Audit and Accounting in India. The Func-
tions and Position of the Auditor General,

83. Before proceeding to deal with the subjects discussed in this
book, it is necessary to give a brief historical sketch of the origin and
growth of the Indian Audit Department and its functions and poesition
in the field of the Constitutional Reforms introduced by the Govern-
ment of India Act of 1919,

34. The Position before 1857,—Up to the time of the Mutiny of 1857
the system of audit and accounts was wanting in cohesion. Iach Pre-
sidency had its own Accountant General and staff ; and, in the absence
of uniformity of classification in the accounts prepared in each Presi-
dency, there was no proper system in India for compiling the general
accounts of India as & whole. The functions of audit and accounts
were scattered. Fixed charges guch as salary bills were preaudited
by Civil Paymasters before payment. Payments were made by Collec-
tors of Land Revenue, who rendered classified accounts to the Account-
ant, Revenue Board, who sent them on to the Accountant General,
an officer who was in charge of Ways and Means and compiled the ac-
count figures for the Presidency. Some post-audit was done, in respect.
of debt and deposit heads by the Accountant General of the Presidency,
and in respect of expenditure by officers known as Civil Auditors, who
were officers of the Finance Department of the Central @overnment.

3. The Reforms of 1860.—~The first reform of this system was ini-
tiated by the Court of Directors in 1856, and by 1860 was caxried out
in the following manner. In the firet place the procedure previjling
in the Presidencies was assimilated, a general department of audit and
account was formed for the wheole of India, and the post of *“ Accountant.
General of the Government bf India > was created, who was afterwards
to become Accountant and Auditor General, Comptroller General of
Accounts, Comptroller and Auditor General, and lastly Auditor General
in India. A budget system was introduced, and following the English
precedent «arf Audit Board was established with the prime object of
‘copducting a monthly appropriation andit which should form the basis
of a more effettive administrative control over actual as compared
With estimated expenditure. .

88. The Reforms of 1866.—The Board, however, did not last long.
In 1865 an enquiry was condutted into the constitution and mode of
conducting the business of the Finance Department and®of the offices
of accounts aftached to that department. As a result of the enquiry
the Board of Audit was abolished. Departmental eccounts of receipts.
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such as the accounts of Land Revenue, were rendered net to thé ac-
counts officers but to the executive authorities in charge, who were to
be responsible generally for the audit of receipts. Similarly, depart-
mental officers were to pass charges, subject to post-audit, instead of
relying on Paymasters to pass charges for them ; the Paymasters dis-
appeared, and so also did pre-audit except at headquarters. Accounts
work was divided, the primary stage being assigned to treasuries, and
the final stage to the accounts office. The work of audit, which haa
baen scattered, was centralised dn the Accountant General’s office in
each Presidency; and the head of this audit and account department
was designated Comptroller General of Accounts, his duties being \—

(¢) the management of public debt ,;

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

(143) the administration of the central office of accounts, this
item covering the whole duties of the Auditor General as
wxercising appropriation sudit,

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

37. The Reforms of 1870 and subsequent dates.—In 1870, the manage-
ment of the Paper Currency was transierred from the officers of the
Mint Department, to whom it had formerly been entrusted, to the Ac-
counts Department, and the Comptroller General of Accounts became
the Head Commissioner of the Department of Issue of the Governthent
Paper Currency. In 1880, the Appropriation Report was introduced :
and the title of the Comptroller General was changed to Comptroller
and Auditor General. In 1882, he was associated with the Financial
Secretary in the work of checking and compiling the budget and the
Financial Statements. .

38. Betwecn that date and 1914 the status of the office remained
unchanged, but various changes took place in the duties attaching to
it. Thus the detailed work of the Public Debt Office was made cver
to the Bank of Bengal, though the general supervision and gontrol of
this work remained with the Comptroller and Auditor General ; ard
to his work were added the new duties imposed by the,Indian Securl-
tiez Act, and the Administrator General’s Act, and also the custody
of Securities lodged with Government Offiders.

39. The duties of the Comptroller amd }-}.uditor General in reiation
to Accounts and Audit were also very largely increased by the addi-
ion to his work and responsibilities resulting from :—

(o) the amalgamation of the Public Werks Accounts with the
Civil Accounts ;
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* {b) the audit of the books of Government Presses ;
(¢) the c]aarge of the accounts of the Military Works Serviee;
an
(d) the transfer to his control from that of the Railway Board
of the Railway accounts and audit.

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

40. The cumulative effect of all these changes was that, while the
complexity and importance of his accounting and audit duties and res-
ponsibilities were largely increases], the Comptroller and Auditer General
waas in addition burdened with such multifarious duties ag' the adminis-
tration of the Currency Department, the administration of Coinage,
the control of Ways and Means, the custody of Securities, and the dis-
posai of Public Debt questions.

41. It became incréasingly evident that the concentration in one
office of responsibilities so numerous, varied and complex imposed an
imposgible strain upon the incumbent, and at the samg time was not
in th'e best interests of Government.

42. The question was carefully reviewed both in India and in Eng-
land ; and, 2s a result of a detailed discussion of the matter between
the Government of India and the Secretary of State, the latter in his
despatph No. 149 Finl,, dated 28th November 1913, sanctioned the
creation of the post of the Controller of the Currency, transferring to
bim the duties connected with the Mint and Assay, Paper Currency,
Council Bills, Exchange, Gold Standard Reserve, Rupee Loans, Public
Debt Offices, Ways and Means, Treasury Transfers and Deposit, and
custody ef Gecurities. Thus henceforth the Comptroller and Auditor
General remained responsible solely for accounts and sudit. It may
be mentioned kere that, although the Comptroller and Auditor General
‘was relieved, among other things, of all responsibility in connection
with the Currency and Regource work, certain executive duties relating
to these subjects were for a timo left to be performed by the Accountants
General of provinces, who, in this respect, were answerable to the Con-
troller of the Qurrency.

48. The Position under the Reforms of 1919.—This position remained
unaltered till the date of the Reforms, of 1919. With the Reforms the
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office of the Auditor.General in India, as he has sincé been designated,
was for the first time statutorily recogmsed under Section 96 D(J) of
the Government of India Act, and in audit matters he was made by
statute independent of the Government of India. He is also now re-
cognised as the administrative head of the Indian Audit Department,
subject to dependence in some respects upon the Government of India,

and has been given extensive powers in regard to Governmeng account-
ing. Even before the Reforms the Auditor General was independent
of the Government of India in qudit matters ; and, elthough the Gov-
ernor General had the right of appointing him and removing him from
office, in both cases the approval of the Secretary of State in Council
had to be obtained. This position was, however, secured by executive
orders issued by the Secretary of State, whereas now there is a statu-
tory recognition of the special features and prerogatives of his cffice
by a formal provision 1n the Government of India Act itself. By 1921,

the remaining duties unconnected with accounts and audit, name]y
those in connection with Currency and Resource work, were completely
taken away from his department, althiough in Madras and Burma the
Accountants General still function as ex-gfficio Deputy Controllers of
the Currency.

44. The functions of the Auditor General in India are defined and
prescribed in ‘* The Auditor General’s Rules ”. These are Statutory
Rules which are made by, and may be amended by, the Secretary of
State for India in Council under Section 96 D(I) of the Government
of India Act of J919, These rules detail :—

{a) The conditions of the Auditor General’s employment.

(b) His duties and powers as regards Audit.

(¢} His duties and powers as regards Accounts.

(d) His administrative powers over the Indian Audit Dgpart-
ment.

45. All audit and accounts instructions issued by the Auditor Gene-
ral in the form of code’rules or otherwise derive their authority from
the Auditor General’s Rules, As will appear later, the pres»nt Msanual
18 concerned primarily with the subject matter of hea.dmgs (8) and ()

of the preceding paragraph.

48. The Funcitions and Powers of the Auditor General wn regard to
Audit.—In regard to audit, the Auditor Geneval is now responsible for
the efficiency of audit of all expenditure fa Ipdia from the revenues of
India, while in the case of receipts, and 3tores and stock, he hss to per-
form such audit as may be required by the Governor Geneml in Counpcil.
To give him an independent position in this reapect he had been cons-
tituted as the final audit authority in India and has been given powers
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* to frame rules in all matters pertaining to audit particularly in res-
pect of the method and extent of audit and the raising and pursuance
of objections,” subject in both cases to any general or special orders
of the Secretary of State in Council ; and also to enforce his audit objec-
tions subject to certaif conditions. Provision has slsc been made in
the Auditor General's Rules that, on the Appropriation Accounts (whe-
ther prepared by his staff or by other accounting authorities), Reports
showing the results of audit shall be prepared aunually by the proper
Audit suthorities and submitted to tho Auditor General. The Aunditor
General forwards these Reports, with his ¢omments thereon, to the local
Governments concerned or to the Governor General in Council, as the
case may be, and through them to the Public Accounts Committees
of the respective legislatures. He also prepares, on the basis of these
Reports, his own annual Review of the results of the audit conducted
by his staff, and submits it through the Governor General in Council
to the Secreta.ry of State for India.

4). The Functions and Powars of the Auditor General in regard to
Accounts.—In account matters, the responsibility for the compilation
of the Finance and Revenue Accounts of the Government of India has
been laid upon the Auditor General. The form of these accounts is
prescribed by the Secretary of State in Council, but the Auditor General
determines the form in which the accounis of both Central and Provin-
cial Governments are to be maintained by the Audit Department, and
in which officers rendering accounts to the Indian Audit Department
are o render such accounts, and to maintain the initial accounts from
which the dccounts so rendered are compiled or on which they are based.
The power to determine the classification of an item under a major or
minor head in the public accounts is also reserved to the Auditor General.
He is, however, under obligation, as a natural consequence, to supply,
or toearrange that officers subordinate to him shall supply, any infor-
mation required by the Gbvernor General in Council or by local Gov-
ernments which can be derived from the accounts maintained by his
stafi, and to render such assistance as may be required by the Govern-
ment of India ot the local Governments in the preparation of their
annual budjeta,
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CHAFTER 4.

The Relation of Audit to Accounts.

48. Former Proposals to separate Audit from, Accounts in India.—
We have alrendy seen, in paragraphs 8, 9 and 20, why it is desirable,
in the interests of honest and sound finance, that business transactions
should be subjected to the audit scrutiny ‘of an agency independent
of that charged with the duty of maintaining the accounts of those trans-
acbions, Theoretically the same prineiple should apply equally to Gov-
ernment trahsactions in India. In practico, however, ae explained in
the brief historical summary given in Chapter 3, a system has grown
up in India under which the accounts of fransactions are maintained
and audited by oue and the sane agency, the head of which is now in.
dependent of the authorities responsible for the transactions. Before
1913 the Comptroller and Auditor General was, even in audit matters,
subordinate to the Government of India whose accounts he audited ;
but from that date a partial independenge of his position in this respect
was established by the executive orders of the Secretary of State ; and
with the passing of the Government of India Act, 1919, the full inde-
pendence of his position as an auditor was statutorily recognised. It
may now be said that the procedure generally in force provides a com-
plete and independent audit of the transactions, themselves, but no
audit at all of any but purely initial accounts,

49. Before the passing of the Act of 1919 proposals were put forward
ou four separate oceasions for the adoption of changes which would ha've
the effect of making applicable to Government transactions in lndia
the theorstical principle that audit should be independent of the account-
ing authorities, The first proposal was made in 1880 by the India
Oﬂice Committes appointed to enquire into the system of M1htary ac-
‘counts in India ; the second by the Secretary of State himself in 1389,
when the questlon of his power of control first came under discussion ;
the third in 1900, by the Royal Commission on the Administration of
Expenditure in India; and the fourth by the Secretary of State again
in 1913, in connection with the proposal to relieve the Comptgoller sad
Auditor General of those of his duties which have since beenbrans-
ferred to the Controller of the Currency,

50. The Tkeory Of the Independencs Gf Audit —Theso wavussrous
were on each occasion somewhat confused by a failure to distinguish
between the Comptroller and Auditor Gengrals independence of the
accounting authorjties and his independence of the authoritics whose
transactions are under examination. Though the two quesiions have
a bearing on each other, they require separate consideration. The
theory that audit should be independent of the aithorities responsible
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for the transactions is based on the proposition that the conditione of
an auditor’s office should enable him to d.lscharge, without fear or favour,
his dquty of scrutinising the financial actions of various authorities,
and that he is not free to do so if heis dependent on one of these autho-
rities whose orders he may have to challenge.

§1. The financial powers of anthorities in India were, before the
Reforms, dertved solely from the Secretary of State. They are now
derived from the Secretary of State and from the Government of India
Act. The power of voting money, given to the Central and Provinecial
Legislatures by the Act of 1919, would be valueless unleas the Legis-
latures were assured that the Executwe is spending the voted money
for the purposes for which it was voted. Even therefore if one were
to set aside the possibility of an suditor finding it to be his duty to
challenge an abuse of their position by high officials in applying public
money to objects the utility of which might be open to surious ques-
tion from the point of view of the public, it must be evident that the
control of the Legislatures would be merely nominal if they were not
assured of a powerful and mdependeut audit, free to bring to their notice
diversions of voted funds without interference or influence from the
Executive. It undoubtedly strengthens the hands of the Government
of India and the local Governments also to be in a position to point
to an audit authority over which they have no executive influence or
control.

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

5. Partial Independence of the Compiroller and Auditor Geﬂeml
from 1913.—On grounds, which differed on each occasion, none of the
earlier proposals to separate audit from accounts was found to be ac-
ceptables, although some advance was made in the direction of releasing
audit from control by the executive. Indeed, in 1913 the Secretary
of State t2ached the definite conclusion that the Comptroller and Auditor
General should be independent of the Government of India to the extent
neoessary for the proper discharge of his audit duties, while remaining
under the orders of the Government of India in account matters. This
position continued up to the time of the Refprms of 1919.

84. The Auditor Genera?,-s Responsibulity for Accounts as well as Audit
under the Reforms of 1919.-The question of separating audit from
accounts, although it had been broached on so¢ many previous occasions,
did not bome under detailed consideration at the time of mtroducmg
the Reforms of 1919. The Government of India in their despatch



21

Cuar. 4.] THE RELATION OF AUDIT TO ACCOUNTS, [ 55-67

No. 390, dated 19th August 1920, forwarding the draft rules under
Saction 96 D(7) of the, Act, stated as follows :—

* TheJfirst element in the rules to which we would invite particular
attention is the fact that we have assigned to the Auditor General duties
in connection not only with audit, but also with agcounts.  * *

»

A certain amount of supervision over the compilation of accounts is
of course an essential part of the Auditor General’s functions. We
have, however, provided in the rules that the Aunditor General shall
perform, in relation to the Finagce and Revenue Accounts, the same
functions as are at present exercised by our Comptroller and Auditor
General. We consider it to be ossential that there should be some
officer in India who will be responsible to the Secretary of State in Coun-
cil for the proper compilation and due submission of these accounts,
and we are advised that it is not inconsistent with the provisions of
the Act to entrust this work to the Auditor (teneral in addition to his
duttes in connection with audit proper .

55. This view was finally accepted without any further comment
and provision was made accordingly in the Auditor General’s Rules.
The present position of the Auditor General in account matters as re-
cognised by these statutory rules is explained in paragraph 47,

56. The Question of Separation re-opened in 1923.—As a result of
the recommendations made by the Retrenchment Committee {com-
monly known as the Inchcape Committee), aftér the introduction of
the Reforms, the question of separsting audit from accounts was re-
opened in 1923, and an experimental scheme of separation has sjnce
been tried. The proposals of the Inchcape Committee were directed
to relieving Central Revenues of expenditure which, it was argued,
ought to be borne by the Provinces ; but they resulted in the considera-
tion of the question of the desirability of relieving the Anditor General,
under the new constitution, of a larger or smaller portion of his accpunt-
ing duties while maintaining unabated his audit duties and responsi-
bilities.

57. Section 26(1) of the Government of India Act of 1919 prescribes
the annual submission By the Secretary of State in Council to Pariia-
ment of the Finance and Revenue Accounts of India. Rulg 18 of the
Auditor General’s Rules lays upon the Auditor General the duty of
compiling these Finance and Revenue Accounts. It will, therefore,
be seen that, in order to fulfil his statutory duties in this respect, the
Auditor General must cbntinue to have a sufficient voice in regard to
the form in which initial accounts shall be maintained to ensure that
they shall provide the material from whith he can build up the Finance
and Revenue Accounts as prescribed by the Secretary of State in Coun

oil. This is at present provided in rule 22 of the Auditor General’
Rules,
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58. At the same time, rule 37(¢} of the Devolution Rules framed
undler Section 45A of the Act lays upon the Finance Department of
each local Government the responeibibty for seeing that financial rules
are framed for the guidance of other departments of the locul Govern-
ment, and that suitable accounts aré maintained by those departments
and the establichunts subordinate to them. This provision is en-
tirely new ; there was not, before the Reforms, any effective Financial
Secretariat in most of the Provinces, and the Accountant General used
to perform the duties of Financial Adviser to the local Government,

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

authorities,

60. Accounts in relation to Financial Control.—1It is an axiom of finan-
cial control that an authority administering public money must be re-
sponsible for the proper control of expenditure against the grant allotted
to it for the purpose. It follows from this that such authority must
maintain accounts in some form adequate for the purpose of maintain-
ing this control; or, alternatively, must have prompt access to such
accounts, if maintained by a separate authority, and must have means
of ensuring that the accounts so¢ maintained are in accordance with
the facts. If this principle applies to Departments subordinate to the
Government of Indis, or to a local Government, it must apply also
to the Central or local Government itself for the purpose of controlling
the budget and expenditure of the Central or Provincial Government

as a whole:

81. The requirements of the case might be met by the maintenance
of two complete and independent aets of accounts, one on behalf of the
Government for the purpose of financial control, and the other on behal
of the Auditor General for the purpose of supplying material for the.
compilation of the Finance and Revenue Accounts. Such a proceduze,
which had to a great extent already been introduced, might be regarded
as theoretically correct ; but it entails additional work, not only in the
duplication of expenditure on accounting, but®alse in the reconciliation
of the t: & scts of accourts. As such duplication is Leld to be unpro-
fitable, attempts have been made to devise an alternative mcde of pro-

cedure.

62. The system at presgnt generally obtaining, so far as Civil Ae-
counte are concerned, if & continuance of the system which existed
before the Reforms of 1919,*under which the Auditor General and bis
representatives in the Provinces continue to be responsible for the com-
pilation of the accounts and render such help, with the aid of the ac-
counts so compiled, as the local Government may require for the pur-
pose of provincial control of expenditure, The Central Government,
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therefore, which bears tha cost of the staff, is liable fo find this gost
indefinitely increased by demands from local Governments or Legislatures
for the pyovision of greater detail in the Accounts, This argument

would not, however, apply to Central Departments where the cost
in any case falls on Central Revenuss.

63. Experimental Separation of Audit from Accounts—This system
is definitely prescribed in the Auditor General’s Rules. But these rules
were amended in 1928 to make provision for an alternative system
which gives to local Governments or Departments of the Government
of India a control over their ow®t accounts, and at the same time en-
sures the proper supply of accounts to the Auditor General, without
the necessity for the double system of accounts discussed in paragraph
61 above. This alternative system is at present in the experimental
stage. Under this provision, the Secretary of State in Council may
declare that the maintenance of the provincial aceounts of a specified
provinge, or the accounts of any department of the Central Government,
may be transferred to an authority other than the Auditor General.
Where such a declaration is made, the accounting staff, though no
longer subordinate to the Auditor Generdl, is required to furnish accounts

to the Auditor General in the form necessary for the carrying out of
his statutory dutiea.

64. This experiment of separation of accounts from audit has taken
place on the civil side in the United Provinces, gnd also in certain de-
partments of the Government of India. Separation has been definitely
accepted by the Secretary of State in the case of Railway accounts;
while in the case of the /Armyjthe accounting authorities have never
been roally subordinate e Auditor General and the system of “ sepa-
ration " has lately been completed by an arrangement under which
the Auditor Genoral performs his statutory sudit duties by means of

a test-audit, through a separate sudit staff, of the mdependently com-
piled Azzay Accounts,

@5. No decision has yet been reached regarding the final Separa.tmn
of Accounts from Audit on the Civil Side. The grounds on which the
experiment was advocajed fall under two main headimgs. Those on
the audit side have been suggested in this Chapter, and will,be further
examined in Chapter 36, Those connected with the requirethents of
financial control may be briefly summarised here.

88. The inconvenience of the present system to the administrative
authorities arises out of the following considerations :—

{¢) For the purpose of effective control®of expendlture, the Gov-
ernment and its Heads of Repariments require early and
frequent compilations of their up-to-date figures. of expendi-
ture. . When vouchers have to be collected by an Accountant
General’s office, after payment, frorh all Treasuries, con-
siderable time must Pass before they can be classified
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and compiled by Departments, and such compiled figures
are only available for completed mpnths. Moreover, the
figures for & month are lisble to subsequent increase when
debits are passed through exchange accounts. ¢

(b) When acqgunts arc compiled in the Accountant General’s
office, his Comparisan of progressive expenditure with the
actuals is largely mechanical and cannot take account of
liabilities known only to the Executive,

(¢) The compilation of the accou .ts in the Accountant General’s
office is liable to be inasourate becsuse the accounts are
checked by the same authority which compiles them and
there 18 therefore no independent test of their accuracy when
compiled. The Executive, therefore, even if it has grounds
to believe the accounts to be inaccurate, cannot insist on
their correction, being unprovided with the means of prov-
ing their inacouracy through a technical accounting staff.

{d) Provincial Governments, and Departments of the Govern-
ment of India, unti} they maintain their own accounts, are
nob in a8 position to direct efficiently the financial aspects
of their administration,

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

68. The present period is transitional. So far as the Central Gov-
ernynent is'concerned,l.&m‘yﬁinance and Railway Finance are already
to a greater or less extent separately controlled, though the final contro}
rests with the Government of India in the Finance Department. In
both cases accounting is carried out by Accounts Departments answer-
able respectively to the Army and Railway Financial suthorities. * These
Accounts Departments are independent of the Auditor General, who
receives from them compied accounts for inclusion in the Finance and
Revenue Accounts, and carries out his statutory obligations by sub-
jecting the Compiled Accounte, as well as revenue and expenditure
and financial transactions in general, to a test-judit throngh the agency
of the! Pithetors of Army and Builway Audit.

69. Un the civil side, the Central Government has at present, as am
experimental measure, a separate accounting staff attached to certain
departments and to suthorities administering certain area grants. A
list of the more important of these is given below i—

Department or Area. Pay and 4ccounts Officer by whom
Aerved.

Burvey of India {oxcluding, Southern Circleh, Pay and Accounts Officer, Survey of
Archasclogy, Moeteorclogy, Indian Stste Tedir, Caleutte.
Forues, Minea end Agnculture,
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Department or A d A ) by wh
ePa: t.lrreu, Pay on mmﬁc:ryon:

The Calent?h Mint.
The Income Tax Deparbrient in Bengal and | Pay and Acoounts Officer, Miscellaneous
g&ntml Departmonts, Calcutta.

nomerous small Central Depariments and
Offices in Calcutta.

Government Prossoa at Deolhi and Aligath
Customs Offices, Caloutta, and Chitiagong, ;P&y and Accounts Officer, Customs,

Balt Department ostablishmenta under the } Caloutta.
Collectors of Customs, Caloutts and Chitta-
gong.
Mysore Residency, Mysors Aswigned Tracts Pay and Accounts Officer, Bangalore.

aud Survey of Indis (Southern Circle).
Central Departments in the United Provinces, Central Pay and Accounts Officer, Alla-

excluding Public Works Dejartment. babad.
Delbi Civil Administration . . . Pay and Accounta Officer, Delhl Civil

Administration, Delbi.
Public Works Departments in Delhi end in  Contral Acoounts Officer, Delhi.

the United Provinace.
Government of India Secretariat snd its st- Pay and Accounts Officer, Secretariat,

tached nnd subordinate offices located at  New Delhi.
Deolhi and Himla.

The Aocounts of the North-Wost Frontior Pay and Actounts Officer, North-Weat
Province. . sFrontier Province, Peshawar.

70. Fulure development of Separation dependent on future Consti-
tutional Changes.—As will be shown in greater detail in Chapter 22,
the legal recognition of the local Governments in the Act of 1919 brought
with it a measure of Provincial responsibility for Finaneial control which
had not existed before. As & consequence, they have felt increasingly
the need for and the value of promptly and accurately compiled accounts
of Provincial trnsactions. The experimental separation of Accoupts
from Audit is, therefore, based not only on constitutional theory but
on practical requirements, The future of this experiment so far as
local (Governments are concerned will depend largely on the direction
in which the future constitutional progress of India may develop and
the degree to which Provincial Finance may or may not become nore
independent of Central Finance. The further developmert of this
subject will, therefore, be followed with close interest during the next

few years.
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CHAPTER 5.

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

71. Distribution of Accounting and Audit Duties.—~It will be evident
from the description given in the preceding Chapters that, while the
¥idian Audit Department is, under the, Auditor General, solely responsible
Tor conducting the Statutory audit of Government transactions in India,
the duty of compiling the account of those transactions is af present
divided between that department and several administrative depart-
ments of Government. ¥The volume and variety of the transactions
with which the Indian Audit Department has to deal pecessitate the
work of the department being distributed over a number of offices at
different cenires, while the work of compilation of the accounts which
have been separated from audit (cither expcrimentally or permanently)
is also located at different places. In order to understand how the
Accounting and Audit duties, the details of whick will be described in
the subsequent Parts of this Manual, are carried ori thioughout India,
it is necessary to glance at the allocation of these duties over several
offices and departments. For the sake of convenience the distribution
of audit work is considered firat.

(A) DISTRIBUTION OF_AUDIT WORK.

9. Main Branches of the Indian Audit Department.—The Indian
Audit Department is divided into five classes of offices, namely, the
Civil Audit Offices, which audit the transactions of the Civil, Public
Works and Forest Departments ; the Railway, Posts and Telegraphs,
and Military Audit Offices, whith audit the transactions of the depart-
ments after which they ave nemed ; and the Commercial Audit Offices
which audit those accounts of the Civil and Military Departments
which are maintained in commercial form, h

78. Chavrels of control by the Auditor General.—The Auditor General
in Indi# is'statutorily responsible for the efficiency of the audit of expelﬁ
.diture in India from the revenues of India and for the audit of sucl
receipts of révenue, of stores and stock, of nccounts of any public or
guasi-public nature, and ¢f grants of land and alienations of land
revenues, ss may be entrusted to him by the Governor Genersl in
Council. He fulfils his stafutory responsibility through five officers,
namely, the Controller of Civil'Accounts, the Director of Railway Audit,
the Accountant Gencral, Posts and Telegraphs, the Director of Army
Audit and the Director of Commercial Audit, who are immediately
subordinate to him and control respectively the five classes of offices
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named above. The €ontroller of Civil Accounts works tarough the
office of the Auditor General, while the other four officers have separate
officea of their own,

Notn.—lorwdminjstrative reasons the Examinar of Custom Arcounts, who is the
head of o Civil Auds, Office, is far the time bring under the direct nontro} of tho Auditor
Genoral, -

74. Civil Audit Offices.—The main Civil Audit Offices are fiffeen in
number, The names of the heads of these offices and the audit worck
allotted to each are stated below :+—

{1} Accountant Genoral, Madras,

{2} Aceontant Gonaoral, Bombay., Audit thoe transactions of the reapective
{3) Acoeountant Gonoral, Bongal. Ingal Governments of these Governors'
{4) Director of Audit, United Provinoos. Provinces nnd most of the Central
(6} Accountant Gonoral, 1'unjub. Civil transactions occorring in those
{8) Accountant Goneral, Burina. wovinees. Tho Accountant Gonoral,
{7} Accountant Genoral, Bihar and Orissa. Madras, audits in addition the transac-
(8) Acoountant Goneral. Contral Provinces, tions of Coorg,

{8) Compteollor, Assam.

deportmonts of ihe Central (Govorn-
mont, including the transactions of all
lncal Governments of othor than the
{10) Acoountant Goeneral, Contral Tievennos. Govornors’ Provineos, but sxcluding
the temnsantions in the North-West
Frontier Provinee and Coorg and
those of the Indian Stores and Northern
| India Salt Revenne Dopartments,

[ Aldite the transactions of the Civil

{11) Audit Qfficar, Ifoyd Barrage and Canals Aundite tho transactions relating to fhe
Constraction. SBukkur Barrags Constrnction Sshome.

{12} Andit Officor, North-West Frontior Pro. Audits tho transactions of the North-
vinee. Weat Frontier Province.

(13} Andit Oficer, Indian Stores Department. Andits tho transactions of the Indian
Stores and Northorn India «Salt
Revenme Dopartments,

{14) Examiner of Government Pross Ascounts Kxamines and audits the accounts of
Government Preasos both Qentral and

Provincial,
{15) M Customa Accounts. Fxanines and audits the woodunts of
tho Justoma Department,

75. O the Offices detailed in the last paragraph, all are * Nombined”
Offices of Rudit and Accpunts, except those» shown as itema (4), (13),
{14) and (13) which conduct audit functiong only. Some of the *“ Com-
bined ” Officdg deal also with & certain nymber-of Contral Civil Depart-
ments in resped; of which the accounts have besn separated from audit
as an experimont®| measure. In these casos they opetate through Audit
Officers, who do nd¢ themselves perform accounting functions. Thase
Audit Officers, each With his staff sonducting the andit of the transag-
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tious which,are hindled by one or more Pay and Accounts Offices situated
in the same locality, are subordinate to the Head of the Office. Thus—

(i) In Bangalore, the Audit Officer, Bangalore Experiments, who
audite the transactions handled by the Pay and Accounts
Officer, Barigalore, is'subordinate 0 the Accountant General,
Madras ;

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

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

(iv) In New Delli, the Audit Officer, Delhi Experiments, who
audits the transactions handled by the Pay und Accounts
Offices Iocated in Ilelhi, is subordinate to the Accountant
General, Central Revenues. .

78. Railway Audit Offices.-—The Railway Audit Offices, which conduct
audit only, and have no responsibility for the compilation f accou:.ts,
are under the control of the Director of Railway Audit. There are
twelve important Railways in India of which five are worked hy Govern-
ment and the rest by Companies. The audit work on the Railways
worked by Government is conducted by the Indian Audit Department.
Onsthe lined worked by Companies the original aundit is carried out by
the Companies’ O'fficers ; but, a8 Government has a financial interestin
the working profits of thoese Railways, and as the interests of Govern-
ment and of the Company do not always coincide, the audit conducted
by the Companies’ Officers are subjected to check, in cerfain diree-
tion# by officers of the Indian Audit Department. There are; ei-l{.Audit
Offices for auditing the accounts of all these Railways, and the titles of
the Heads ot these offices arc given helow :—

(1) Chief Auditor, Last Indian Railway, and Government Examiner
* “of Accounts, Bengal Nagpur Railway,—with headquarters
at Calcutta.

(i) Chief Auditor, Eastern Bengnl and Buskas Bettways; and Gov-
ernment Examiger of Accounts, Agsam Bengal Railway,—
with headquawters at Caleutta.

(iii) Chief Auditor, Great Indian Peninsula Railway, and Govern-
ment Examiner of ‘Accounts, Bombay, Bartvda and Central
India Ralway, —with headquarters at Bombay.

(iv) Chief Auditer, North Western Railway, and Government
Examiner of Accounts, Bengal and North Western and
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Rohilkund snd Kumaon Railways,—with hendquartets
2t Lahore.

(v} Government Examiner of Accounts, Madras and Southern
Maharatta and South Indian Ratlways, —with headquarters
\q) LgtMadraa v, § '-7-‘-7

L) Chief Auditor, Clearing Accounts Office,—with headquarters
(v at Delhi.

77. The Audit Officers named aganst items (i) togajjaudit the accpunts
of the Railways indicated by their titles. The Audit Officer of the/sixth
Office andilta the accounts of the Railway Clearing Account Office.

78. Posts and Telegraphs Audit Offices.—The Posts and Telegraphs
Audit Officen, which are “ Combined ” Offices of Audit and Accounts,
are under the control of the Accountant General, Posts and Telegraphs,
and are five in number. There are four Posts and Telegraphs Audit
Offices at Calcutta, Nagpur, Delhi and Madras, each under a Deputy
Accountant Ge xeral Posts a' d Telegraphs. There is also a Telegraph
Check Office at Lalcutta under an Accounds Officer.

0. Military Audit Offices.—The Military Auvdit Offices, of which there
are four, are under the controel of the Director of Army Audit, and are
responsible for audit only, and not for the compilation of accounts,
There is a Deputy Director of Army Audit at Rawalpmdl, a Deputy
Diweetor 3T Armiy Audit-st-Meerut, ol Army-Andib
mQueﬂ.z.n.nd..an Asestant: Director ofArmTﬁndrtat Poona ~ These

80. 4 ommerczal Audst Oﬁces —-—The Director of Commercial Audit
is the hedd of the Commercial Audit Offices which are seven in number,

rs at New Delhi, Burma Circle with hes.dquart«ars at
Rangoon and y Factory Test Audit Circle with headquarters at
Uossipore for the Kastern Group snd Cawnpore for the Westo™n Group,
The Cominercial ANdit Branch is responsible for audit only, and not
for sccounting. Thd Calcutta Port Trust Circle conducte the audit
of the Caleutta Port , the Bengal Piloj Service, and one district
of the Indian Light YHouse Administration, The Calcutta Circle
conducts commereial uting investigatlons, and audit in Bengal,
Assam, Bihar and* Orisea patt of the United Provinces ; the Madras
Circlo those in Madras ; the \Bombay Circle those in Bombay and the
Central Provinces ; the Northégn India Circle those,in the Punjab, Delhi,
and part of the United Provine ; 4nd the Burma Circle those in Burma
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N L4
and the Andaman Islands; and the Army Faectory Test Audit Circle
test audits the accounts of the Army Factories throughout Irdia.

(B) DisTrIBUTION OF ACCOUNTING DUTIES,

81. Tnansactions of the Civil, Public Works and Forest Depariments.—
Of the fifteen Civil Andit Offices mentioned in paragraph 74, the offices
of the Aoco tants General, Madras, Bombay, Bengal, Punjub, Buiiua,
a, Central Provinces and of the Comptroller, Assam,
e Accountanty General, Central Revenues, the* Audit Officer, Lloyd
Barrage and Cangls Construction, and the Audit Officer, Indian Stores
Department, are gombined Audit and Account Offices, that is to say,
they compile the unts of the transactions which they audit. The
Accounting of the Yransactions in the United Provinces i under the
immediate charge of\the Deputy Chief Accounting Officer, United Pro-
vinces, who has under\him several Pay and Account Officers who compile
departmental figures ; \and the Accounting of those of the North-West
Frontier Province is under the charge of a Pay and Arcounts Officer.
The preliminary compilaion of the accounts of the Central Civil Depart-
ments whers separation has taken place are made by the Pay and
Accounts Officers by whoyn they are served; and these sccounts are
finally incorporated in the\books of the Accountant General, Contral
Revenues, except thuse of the Central Civil Departments in the United
Provinces, which are incorpdgated in the books of the Deputy Chief
Accounting Officer, United vinces, and thosc of the North-West
Froutier Province, which are sepa.mtoly compiled.

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

83. Transactions of tha Indian Posts and Telegraphs Department.—
All the four Posts and Telegraphs Audit Offices are combined Audit and
Account Offices dealing witll She transactions of the respective Circles.
The Accountant General, Posté and Telographs, compiles the final account
of the whole Department. The Telegraph Check Office, Caloutta, acts

2 *Note.—The Accounta of the Lloyd Barrago, though separately oompiled, are
incosporated in the booke of the Accountant (enoral, Lombay.
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as & clearing house for messages exchanged with pther Telegraph
Administrations, and calculates the amounts due from or to those
administeptions,

84. Transactions of the Military Deparimeni,—The Compilation of
the accounts of the Military Department is wholly done by the Military
Accounts Department, the actual arrangement in regard to which will
be described in Chapter 9.

85. Commercial Accounts.—Pro formé Accounts of Government
Commercial enterprises are maintained by the Department responsible
for carrying out the activities of the Commercial Concern. In certain
circumstances the assistance of Commercial Audit Officers may be requiisi-
tioned to organise the Commercial Accounting System and to guide the
work of the departmental accourtant until he becomes competent to
perform his accounting duties.
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PART 11

The Indian Financial Structure and the Initial
Accounts.

CHAPTER 6.

Brief Description of the General Structure of the Financial

inistration in India.’

86. Structure of administration.—For the purpose of adminisiration,
India is divided into nine major provinces, namely, Madras, Bombay,
Bengal, United Provinces, Punjab, Burma, Bihar and Orisss, the Central
Provinces and Assam, a.nd BiX Iinor *provinces, namaly, Delhi, the
North-West Frontier Province, Ajmer-Merwara, Baluchistan, Coorg and
the Andaman Islands.

87. Subject to the general superintendence, direction, and control
of the Governor General in Council and of the Seeretary of State in Council,
the administration of each of the nine major provinces ia entrusted to a
Governor who is counselled and assisted in this behalf by the Members
of his Executive Council and his Ministers. The six minor provinses
{except Coorg, whose position is unique,) are directly subordinate to the
Central Government, of which the Governor General in Council is the
head ; and the administration of each of them is entrusted to a Chief
Commissioner. In the case of Governors’ provinces, the Governor

«in Council ot the Governor acting with Ministers (as the case may, be)
form the local Government, while in each ninor province the Chief
Commissioner himself constitutes the local Government.

88. The imitial responsibility for the administration of each depart-
ment of Government activities is laid upon the head of the (dgpartment
concerned, who is controlled and guided in this respect by bis own Gov-
ernment. In Financial matters each head of a department ie thus res~
pousible for the collection of revenue and for the control of expendi
ture pertaining to his department, the regeipt and disbursement of
which are effected at various places and throvgh various persons, The
account of all these receipts and payments,’both central and provincial,
throughout the country is called the publi® account, of which the Gover-
nor General in Council is the sole custodian.

89. Treasuries.—All the provmces mentioneds in paragraph 86 are
divided into a number of “ districts ” ; and at the headquarters of each

C
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district there is & Government treasury called the *“ District Treasury ”
with one or more sub-treasuries distributed throughout the district.
These treasuries are the units of the fiscal system of Indis and the points
at which the public account starts.

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

« 91, While therefore all public receipts and payménts pass through
the treasuries whose conjoint accounts, together with the Government
account at the Imperial Bank of India, present a complete record of
the transactions of the Central and Provincial Governments in
India, it should be noted. as an important variation in detail, that in
the case of certain large departments, as for example the Railway, Mili!
tary, Forest, and Posts and Telegraphs, the payments into the treasuries
are not made directly by the debtors of Government but in lump through
the departmen&ofﬁcers. Similarly, in the case of these departments
wend-gertyin others, specially those whose accounts have been separated
from Audit, payments are made by cheques on the treasury or ffom
Iiifip sums drawn from the treasury by the departmental officers, In
respect, therefore, of these departmen%‘l;'ﬁ'e treasury accounts show
lump transactions, or payments by cheque. In the case of the Public
Works Department 1 a'l personal demands of gazetted officers and
establishments are paid. diréqt at the treasury, the contingent bills are

* Norr.-—In g few very exceptional cases, deparimontsl receipte may he spproprinted
to meet dej stfmental ___o_xggnaitﬁarﬂ. Seo Treasury Order 7. ™

t Nori.—Thia does na. apply entirely in the case of the Public Works Department in
the United Provinces, where the accounts of the Province as a whole have been separated

frox» Andit
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paid in some cases at the treasury and in others by cheques, while all
other payments are paid by cheques.

92, In#ial accounis—The revenue 50 received and the payments 3o

made at the treasuries are compiled at each district treasury into a

cgount which is sent to the provincial Account, Officer; and

at the same time the officers of the departments mentioned in the last

paragraph send monthly detailed accounts of their lump transactions
with the treasuries to their own Account Officers.

93. Classification.—~The classifigation, or the marking of each item
of receipt and payment according to the heads of account to which it
relates, is made by the departmental officers on the challan or bill
presented to the treasury, or in the departmental accounts rendered to
the Account Officers. This process is carried out in great detail, and
eventually every item of receipt and payment is most carefully and

minutely differentiated and classified, as will be further explained in
Chapter 11,

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

85. Each Account Officer simultaneously works’ out the progressive
figures, durmg the year, of the accounts of the Province or Department,
as the case may be, and an account which they compile for the whole
year is submitted to the Auditor General, —

QBLAt the same time accounts of certain receipts and payments
appertaining to India, which occur in England, are controlled, ahd finally
booked” agamst the respective Governments and heads of accounts in
sEngland) under arrangements made by the Secretary of State for Iudis
and the' High Commissioner for India, and afe sent to Indis by the
India Office and the High Commissioner. ~ ’

97. The Auditor Gengral consolidates the annual accounts of all
Account Officers in India, as well as the accounts of the Indiay transace
tions in Englanq which have been booked finally in the Home actounts,
into one annual account for the whole country.~FHi§ aggount s pre-
sented by the SBecretary of State to both the Houses of Parliament and

isn c::led the “ Finance and Revenus Accoukts of the Government of
e

88. There are thus four stages of compilation—(1) the roonthly
compilation by the district treasuries and certain departmenta! officers,
{2) the monthly compilation by the Account Officers, both in dndia and
Lingland, (3) the monthly compilation for the wholt of Indis, for certain

c?
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hecds of ageounts, by the Controller of the Currency, and (4) the yearly
compilation of a consolidated account for the whole of India by the
Auditor General. )

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

100. This, in broadest outline, and purposely omitting at this stage
all divergencies in detail, is the method of 1the record, classification, and
compilation of the public accounts in Tndia from the point at which the
initial receipts and payments occur at the district treasurics and sub-
treasuries and the Home treasury to that at which, in the form of a
classified, audited, and consolidated account of the year’s transactions,
they reach the Secretary of State and Parliament. '

" 10l. Audit,—The Audit of Government. transactions in India is
fully discussed in Parts IIT and IV of this Manual. In a large number
of cases it js conducted before compilation, either before or after the
expenditure is incurred ; but in some cases, to ensure expedition in com-
piling the general account of a Government or Department, it has to
be condycted efter the compilation. The audit of receipts is for the
most part carried out by the departmental officers who collect the Govern-
ment revenues ; that of expenditure in India, apart from the limited
check applied at treasuries and the departmental check exercised by
departments which compile their own accounts, is conducted by the
Indian Audit Department.] Audit of the Government transactions in
England is conducted by, the Auditor of the Indian Home Accounts,’
and these accounts are received in India after they have been audited
by him.

102. Provision of funds.—To complete this preliminary sketch of
the financial mackinery of India, it is necessary to glance at the grrange-
ments for the provisions of funds for the public service which come under
ibe heads krown ag Budget, Ways and Means and Resource. These
subjects have been discuaa% in detail in the next Chapter and in Chapter
15,

111.03. Estimates.—In the ocold weather of each year detailed eatimate;
{called budget estimales) are prepared of the probable receipts an
requirements of all kunds in Iﬁdi}zJ and England during the ensuing
financial §ear (April to March). ) A full desoription of the system of
budget estimates, and of grants and appropriations and their distribution
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among oontrolling and disbureing authorities, will® be dound M
Chapter 15. At this stage all that needs to be explained is that, after
the estima®es axe sanctioned by competent authorities, the grants and
appropriations are sub-divided into a number of allotments, the amounts
of which are then communieated to the respectiva controlling and dis-
bursing authorities by the Government, which thereby indicates its
consent that those anthorities should incur expenditure within the
limits of the allotments placed at their disposal.

104. Simultaneonsly with the preparation of the budget estimates
for the ensuing year, the budget estimates of the current year are reviewed,
and proper sanction is obtained for the existing allotments, where neces-
gary, to he increased or reduced as the case may be.

105. Ways and Means—The consideration of “ Ways and Means”
aims at arranging that the Government cash balance, including that
portion of it which is held in England, shali at all times during the year
Le sufficient to meet requirements. Into these cash balances enter
not only the multifarious sums due to gnd by Government which are
generally knowp as revenue and expendfture, but also the very large
amounts borrowed by Government for capital expenditure in the
Railway and other departments, and also other amounts in re, to
which Government acts as a banker or remitter, or borrower or lender,
such as deposita of all kinds, money order and loan receipts and
issues, advances, remittances, etc., etc., which dre grouped in the
accounts under the head “ Debt and Remittance.” All amounts falling
under these headings enter and leave the treasuries and affect the
public cash balance, and are technically known as public receipts
and disbursements, or incomings and owgoings, as distinguished from
public revenue and ezpenditure proper. It is with these transactions
as a whole that “ Ways and Means” deal. A forecast is prepared
gf the opening balances of the year, and of the monthly incomings gnd
outgoings of all kinds, pertaining to the Central Government as well as
those of all provincial Governments ; and it is arranged, by adjusting
the one to the other, by raising a loan, for example, or reducing the
amounts proposed for expenditure, that the estimated Government cash
balance as a whole shall never fall unduly low. With the samme pbject

a careful watch is maintained throughout the year on the actual
progress of transactions. .

108. Hesource.—"* Resource ” is the procegs of distributing the cash
balance 6f the country between the dillcreng tregsiitics or paying cernires
(including the Home Treasury), so that o#ch shall at all times have
sufficient funds to meet the local demamds on it. Some ireasuries
collect more receipte than they require for their payments, othera less ;
and the surplus treasurics have to feed the deficit trpasuries. The Home
Treasury, for instance, is always heavily in deficit, and is supplied with
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fuads by the saie of Secretary of State’s Council Bills, by the purchase
of sterling from banks and firms in India, and sometimes by transfers
from the Paper Currency or Gold Standard Reserves. + Generally,
*‘ Resource " i carried out by means of remittances hetween treasuries,
either in cash or by bills, and by the establishment of  currency chests "
for utilising for remittance purposes the cash balances held against the
currency note circulation, in a manner which will be explained in

Chapter 7.

107. Funchions of various authorities.—In matters connected with
classification, audit and accounts, the duties and powers of the Auditor
General bave already been stated in paragraphs 46 and 47. The Finance
Departments of the Central and Provincinl Governments are responsible
for the Budgets, and the Aecount Officers are responsible for assmsting
in the preparation and scrutiny of estimates. “ Ways and Means " and
*“ Resource ”’ arrangements are under the direct control of the Central
Government and are administored by_the Controller of the Currency.
In dealing with the *“ Ways and Means > problem that officer is assisted
by the Account Officors, whilesn regard to “* Resource ” arrangements he
i3 assisbed by Deputy Controllers of the Currency and Currency Officers.,
In Madras and Burma the Accountants General act as ex-gfficio Deputy”
Controllers of the Currency under the orders of the Controller of the
Currency. Other Account Oﬂicers also supply the Congroller of the
Currency with such, information’ _pertaining to the accounts corupiled
by them as that officer may require in connection with the administra-
tion of these subjects,

108. Comparison with the English system.—-Iu concluding this Chapter
it will serve o bring into further relief the disfinctive features of the
Indian system if a hrief comparison is instituted between it and the
English arrangements. .

(i) It has alrcady been explained in Chapter 2 how the adminic-
trative arrangemonts of a country govern its fiscal arrange-
ments. Thus, in Great Britain a highly centralised fiscal
system follows a highly centralieed form of Government.
There is only one public treasufy as compared with nearly
300 main treasuries, and 1,200 sub-treasuries, in India.
It is not of course to be supposed that the whole of the
tinglish public receipts and payments occur exclusively
at the Bank of England in London, though the arrange-
ments admit nt & large proportion of them so occurnng.
This bank is,*however, the centre where the public balances
and accounts ure kept, and from which original issues
of public money are made—in other words, it is the
only (evernment treasury. The English account and
audit and budget arrangemeuts are similarly oentralised ;
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“ Resource ” may be said to bs non-existent ; arfd *“ Ways
and Means,” as handled by the Chancellor of the Exchequer,
is gimplified by being confined to revenue and expenditure
proper and by excluding debt and remiltance, which are
separately controlled.

(i) In India, on the other hand, in place of bhis concentration

and simplicity, we have decentralisation and immense
multiplicity and variety, due mainly to the enormous area
of the country and its’enormous as well as diverse popula-
tion. To these two causes, combined with the slow and
late development of private banking, are due the numerous
treasuries and aub-treasuries, distributed at wide dis-
tances from each other all over the country, where public
money 13 always being recetved and paid and public ac-
counts are always being preparad and issued to the numer-
ous provincial and departmental account centres.

(iii} The number of treasurties again brings in ite train the Indian

* Resource ” problem or the never-ending task of distri-
buting u cash balance, which varies by many crores of
rupees at different times of the year, over 300 main centres
in India and the Home Treasury according to their fluc-
tuating requirements.

(iv) From the same two causes, namely, the arvea and the popula-

tion involved, necessitating as they do a large delegation
of exbeutive authonty, primarily apring the administrativh
divigions and arrangements mentioned in the opening para-
graphs of this ( hapter, which again re-act on and condition
the financial arrangements, and give India its provineial
and departmental as well as Central finance and budget
systems, and its various account gnd audit offices. *

{v) Finally, in India, where the State still performs many func-

tions which where are undertaken by private enter-
prise, Govermnent acts largely as a banker and remit-
ter, and holds and pays immense sums which are st State
revenue or expenditure proper and greatly complicate the
already large problem of * Ways and Meame ™ or the
constant adjustment to each other of the fluctuating
volume of ineomings and outgofhgs.



40

109-114 ) CURRENCY, AND RESOURCE ARANGEMENTS. [ Crar. 7.

CHAPTER 7.

Currency and Resource Arrangements.

108. Currency and Resdurce—In paragraphs 105 and 106 a bri
reference has been made to the Currency and Resource arrangemen
in India. This Chapter is intended to deal in outline with the broad
principles and general arrangements concerning these subjects.

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

111, The coins issued under the Indian Coinage Act are of the
following kinds :—

{a) Silver.~~Rupee, half-rupce, and quarter-rupee ;

(6) Nickel.—Four-anna piece, two-anna piece~ and one-anna
Piece ;

(¢) Bronze.—~Single pico or quarter anng, half pice or one-eighth
anna, and pie or one-twelfth of an anna.

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

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

114. The policy of the Government of India is to supply the form of
eurrency which is demanded-by the public ; but the uses ot currency notes
is encouraged as far ap polsible. Until the time of the Great War the
ailver rupee was the main fhedium of exchange, and the circulation of
currency notes outside Jarge towns was comparatively small, During

* Note —It is powsble that notes of higher denominations may shortly becoms
un-vearsal noten, o
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the War, however, when there was a shortage of silver rupees, the use
of currency notes, especially those of smill denominations, (including
Re. 1 and Rs, 2-8-0 notes which were issued for some time *during and
after theoWar) was encouraged in every possible way, and the use of
notes has now to a considerable extent been substituted for that of silver
ripees a8 the common medium of exchange.

115. The Currency offices of issue arc at Caloutta, Bombay, Madras,
Rangoon, Lahore, Cawnpore and Karachi, and Government are required
by law to give rupees in exchange for universal currency notes at any of
these places, and for non-univergal notes at the particular Currency
office from which the notes are issued. No person has a legal claim to
receive cash for notes presented at a Government Treasury; but, in
order to encourage the use of notes, Government have issued orders that
currency notes should be cashed freely at any Government treasury or
branch of the lmperial Bank of India, whenever this can be effected
without unduly reducing the stock of rupees at a treasury or branch of
the Baok ; and officers of the Currency Department have instructions
to see that a sufficient stock of rupees is kept at each treasury and branch
of the Bank to provide for exchanges ®f currency notes presented by
the pubhc

L16. P Ourrg_@g{_ Reserve,—A  Reserve, known as the Paper
Cu.rrency eserve, i3 maintained ,for the satisfaction and discharge of

the currency notes i oircutation. The Reserve consists of two parts,

namely, {¢) the Metallic Reserve, and (b) the Securities Reserve. The

Metallic Reserve consiste of the total amount represented by the rupees,

silver half-rupecs, and gold and silver bullion held for the time being

on that account by the Secretary of State for India in Council and by %he

Govornor General in Council ; provided that no amount of gold bullion

held by the Secretary of State in the United Kingdom in excess of fifty

millions of rupees in value reckoned at a prescribed rate shall be included

in the Metallic Reserve. The Securities Reserve consists of securities

held by the Secretary of State for India and the Governor Generdl in

Council, and must consist of securities of the United Kingdom and securi-

ties of the Government of India, the amount of the latter being limited

to two hundred million *rupees, of which an amount of not mose than

one hundred and twenty millions of rupees may be securities ¢reatod by

the Government of India for the purpose and issued to the Controller of

the Currency. Under the Indian Paper Currency Acty the amouatr
of currency notes in circulation at any time may not exceed the amount

of the metallic reserve bdgethar with the amcﬂmt of the securitios ressrve,

and also may not exozed twice the amount of $he metallic reserve. The -
above description relates to the permanant colnposition of the reserve ;

but, owing to special circumstances arising out of the War, the limit
of the securities of the Govornment of India in the reserve has been

temporarily suspended.
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117. The portion of the securities reserve held in India is kept in the
curtody of the Controller of the Currency. The portion of the metallic
reserve held in India is held partly in Currency offices and partly in
currency chests which are maintained at overy ireasury and at a large
aumber of sub-treasuries, The object of scattering the metallic reserve
in currency chests throughout India is explained below in paragraph 119.

118. Resource.—The cash balance of the Government of India In
India is made up of the balance in the Government account with the
ria] Banl of India and the balances at freasuries and sub-treasuries
tusted at places where there is no branch of the kapesial Bank of India,
At places where 1here are branches of the Imperial Bank of India all
CGovernment receipts are paid into and all Government disbursements
are mado from the branch of the Bank, and the Bank is responsible for
the distribution and maintenance of funds according to requirements
at these places. The Controller of the Curreney is generally responsible
for keeping in the Government account at the Juapesial Bank of India
a sum sufficient to enable the Bank to mect Govornment disbursements
at all its branches and alse for the maintenance of adequate cash balances
at treasuries and sub-treasurics situated at places where there is no
branch of the Bank. The trapsfer.af fupds between such treasuries
and sub-treasuries and the branches and the Local Head Offices of the
Imperial RBank of India in such a way ag to keep the balances in the
Government account with the Impenal Bank of Indis, and at each
treasury and sub-treasury, sufficient to meet all Government payments
withont unnecessarily locking up funds is an important part of the
resource work in India,

119. Funds in Indie.—The transfer of funds between tresyuries and
sub3roasuries and branches™¥Hd Local Flead Offices of the Imperial
Bank of India is effected for the most part through the medium of the
currenzy chests mentioned in paragraph 117 above. Notes hell in a
curraney chest are not in circulation within the meaning of the Indian.
Paper Currency Act, while coin held in a currency chest is a part of the
reserve held by Government against notes that arc in circulation,
Asguming that there are no transactions elsewhere, the deposit of Botes
in a currency chest decreases the amount of netea in circulation and the
deposits 0. rupees in a currency chest increases the amount of coin in
the Paper Currency Reserve. A depesit of coin or potes in a currency
chest thus enubles Government to issue notes elsewhere up to the amount
of the deposit without oxceeding the limits of circulation laid down by
the Act. If, therefore, a transfer of funds frow the treasury balance at
A to tho treasury balance at. B is required, this can be effected at short
notice and without the actual zemittance of coin or notes by transferring
money from the treasury balance to the currency chest at A and trans-
ferring thé same amount from the currency chest to the treasury balance
at B. In this way &ransfer of funds between places where there are
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currency chests is effected without the actual remittance gf coin or notes ;
and this is the normal method of putting branches of tha Imperial Bahk
of India, {reasu:ies and sub-tteasuries in funds, and also of removing
from circulation surpluses accumulating thereat. The stock of currency
notes and coin kept in a currency chest varies according to the necds
of the respective districts. Remittances are made periodically from
currency chests to Currency offices and vice verse in order to keep the
stocks at the necessary figare.

120. Factlities to the Public.~ In addition to providing funds for
(Government pavments at treasuries, Government gives facilities to the
public for the transfer of money to and from places where there are
Hovernment treasuries. Under its agreement with the Government of
India, the Imperial Bank of India gives every facility to the public for the
transfer of money between places where it has branches at rates not
exceeding those laid down by the Controller of the Currency, and the
facilities given by Government for the transfer of money are limited to
transfers to and from treasuries where there is no branch of the Imperial
Bank of India. The public can obtain_telegraphic currency transfers
or bills payable on demand, called supﬁly bills, Telegraphic currency
transfers are slways paid from currency and adjusted through the
accounts of the Currency Department. Supply bills are paid from
the treasury balance and adjusted through the ordinary Government
acCounts.

121, Funds in England.—The provision of funds in London to meet
the large payments which the Secretary of State and the High Com.
missioner for India have to make in England is an important part,of
the Ways and Means operations of Government. The annual exports of
Indis are generally in excess of its imports, and ordinurily there isa
large demand from the public for remittance from England to India to
edjust the value of the net exports, To meet this demand and at the
&ame time to place the Secretary of Btate and the High Commissioneg for
Indis in funds, transfers of money from India to England become neces-
sary, and are effect:d by the purchase of sterling by the Goverrment of
India from bhanks and firms on an approved list. These banks and firms
arrange with their Londdn Agents by cable for the payment of ihe
sterling thus hought by Government to the Imperial Bank of Ivdia in
Londou for credit to the account of the Secretary of State in Council at
the Bank of England. The rupee payments made by the(Glovernment
are met from their treasury balances with th.e Imperiasl Bank of India.

122. Expansions und contractions of Currengy.—The Government of
India have occasionally to purchase gold ¥r tg sell gold or sterling to
comply with the provisions of the Indian ®urrency Aet (Act IV of 1927).
The currency may also be expanded or contracted by transfegs between
the Treasury and the Paper Currency Reserve accqunts. The necessary
adjustments are then made betweenghe Treasury and the Paper Currency
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Reserve or the Gold Standard Reserve accounts, and the payments of
sterling in London are mads from the source to which the sale procecds
have been credited in India.

123. No account is given here of the Gold Standard Reserve, a
knowledge of which is not required in the ordinary course of the duties
of Audit and Aocounts Officers. As the posiiion is constantly changing,
a knowledge of the subject must be gained, when required, by a study of
up-to-date information in regard to this Reserve.
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CHAPTER 8.

The Working of  Treasyry.

124. Personnel,—The personnel of a district freasury, in those districts
where the Treasury balances are not in the custody of a branch of the
Imperizl Bank of India, consists of—

(1} The Collector or Deputy Commissioner of the distriet.
(2) The Treasury Officer, generully a Deputy Collector,
{3) The Treasurer.
(1) The Accountans,

There are also clerks, money testers, messengers, ete.

125. The Collector is in general charge of the treasury and is personally
responsible for its general administration, for the correctness of its
returns and the punctuslity of their sybmission, and for the safe custody
of the valuables it containa ; but he takes no part in the daily routine of
treasury husiness.

The Treasury Officer is (under the Collector) in immediate executive
charge of the treasury,

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

127. Building.—The treasury building contains & counter af which
money i5 received and paid, and a strong room, guarded by an armed
police guard, in which the valuables are secured under double locks, one
key being held by the Treasury Officer as the Collector’s representative
and the other by the Treasurer. ’

128. Opening of the Treasury.—The procedure of opening the Treasury
for the day is as follows :—

| ]

Both the Treasury Officer and Treasurer being preseyt, the locks
and seals of the gates of the strong room are made over intdct by the |
guard and the room is opened, each officer using his owg key, and suffi-
cient cash and currency notes to meet the probable demands of the day
are taken out, made oyer to the Treasurem, and entered in Lis accounts.
This strong room is then again doubledocked. Issues from the strong
room to meet further demands during tha day: are similarly made.
Btamps and opium are issued to the Treasurer from ‘the double lock as
required, subject to the general rule that the value of cash, potes, stamps
aud opium in the hands of the Treasurer at amy time shull not exceed
Lis security.
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128. Receipts.+-The receipt and issue of money then begin. When
any one has occasion to pay money into a ireasury he first procures
& document called a “ chalan,” which is nsually bi-lingual and fn dupli-
cate, one copy to serve eventually as a receipt and the other for record
in the treasury, In the chalan he enters the nature of the payment
as well as the person or officet on whose account it is made, and hag
the entries checked, passed and recorded by the revenne department
concerned. He then takes the chelan to the Accountant, who, if it is
in order, initials it and directs the presentor to take it with the money
to the Treasurer, who, secing the Accolintant’s initials, tests and counts
the money, enters the transaction in his account, and signs both copies
of the chalan in token that he has received the money. The presenter
then takes the chalan back to the Accountant, who, on the strength of
the Treasurer’s signature, enters the transaction in his accounts, and
completes his signature on one copy of the chalan which then forms a
full scquittance. In the case of sums of Rs. 500 and wpwurds the
Treasury Officer also signs the receipt.

130. Payments.~—Similarly, al) payments are made by the Treasurer
ifter examination by the Accountant, but only upoen an ‘order to pay
signed by the Treasury Officer himself.

When a bill, giving full details as to the amouni, nature, and
period of the payment, and all other particulars necessary for ite
completo identification, is presented for payment it is received and
examined by the Accountant, who enters it in. his accounts and lays
it befcro the Treasury Officer, who, if it is in order, Wgms an order for
payment on it. It is then passed on, together with the payee, to the
Treasurer’s Deparfment, and the Treasurer makes the payment and
enters it in his account. The voucher is stamped “ paid ” and retainod
by the Treasurer for delivery to the Accountent’s branch at the end of
the day, when the books are compared in the manner explained in para-
graph 134 below. Betore payment, the bill has to lLe receipted by the
payee. '

131. When a payment has been made by cheque drawn on the

treasury, similar formalities ’are observed in encashing it., The
Accountant examines its validity and the Theasury* Officer verifies
it and, if I finds it to be in ordor, signs on it an order tor payment,
on the authority of which the Treasurer makes the payment and enters
it in his accousst. The paid cheque, which then becomes a voucher,
is handled in the same way as other vouchers.
v’ 182, Treasurer's and Acéouptant’s Books.—The Treasurer’s account
consiste of a cash book 1witl.out subsidiary registers) in which each
transaction of receipt and payment is posted ag it occurs; but the Account-
ant has, in addition to a cash book, subsidiary registars for receipts and
payments of frequent occurrence, or of a special nature, or belonging to
departments for which separate rejurns are prepared, and only the daily
totals nf these registers pass into his cash book.
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v/ 133. Incorporation of Sub-Treasury accounts.—Receipts and pay-
ments continue throughout the day according to thi® method. Ak the
same time, o daily sheet (supported by vouchers) is received in the dise
triot tre8sury from each of its sub-treasuries reporting the receipts, pay=
ments and balance of the day before (in some cases the second or third
day before, according to the distance by post) ; and afber examination
is at once posted into the Accountant’s books at the district treasury
but not into the Treasurer’s account.

v 184, Daily closing—The process of closing the Treasury for the day
is a3 follows:— -

{i) The Accountant transfers the tobuls of his subsidiary regis-
ters into his cash book, sums and closes the latter, and
prepares a balance pheet in a prescribed form,

{ii) The Treasury Officer checks both registers and cash book,
comparing each payment entry with its voucher, and the
register totals with those entcred in the cash book, and
verifies a certain number of the totals, the rest being
checked by a clerk other,than the Accountant, The cash

«kook tatals are also checked by a senior subordinate other
than the Accountant. .

(111} Meanwhile the Treasurer sums both sides of his cash book
and draws up a balsnce memorandum which gives details
in kind of the notes, coin, etc., composing the balances
in his handa, '

If the results in the two Lalance sheets agree, the Treasury
(ficer signs both cash books aud both balauce sheetsmand
the accounts for the day are closed.

Nore.—~The Accountant’s halsuce includea the balances of the eub-treasuries (para-
gn.g:‘ 133} and also remittances in transit between treasyries m the c}im riet, which have
to be deducted before agreement cau be effected with the Trensurer's balance.

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

135. Receipt, issue, and safe custody of treasure,—The actual Process of
dealing with the valuables in a treasury, which include goly, silver, nickel,
bronze, copper, carrency notes, stamps, and opium, is a8 follows :—

(i) Payments ioto and from the teasury are made in silver
nickel, bronze, and cupperscoiff, and in currency notes,
Gold mohurs, sovereigns and hdlf-sovereiyns are received
in treasuries in certain circumstantes, but they are not
issued as currency. Stamps and opium are wmlso hept in
stock and issued as required.
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(i) All coin, besides being counted, is bested in detail before
«receipt to see that it is genuine, current, and up to weight
according to certain rules laid down. .

(iii) Currency notes are similarly examined to see that they
are gennine and not mir-matclied or altered, ete.

{iv} Coin intended for Teception into the strong room is made
up inte bags of uniform contents (Rs. 500, Ra. 1,000 or
Rs. 2,000, according to convenience of use) and before
deposit the contents of each bag are poured into scales,
weighed, and tied up aghin in Lags, in the presence of
both the Treasury Officer and the Treasurer,

(v) Notes are made up in bundles according to denominabions
and counted both by the Treasury Officer aud by the
Treasurer.

(vi} In the strong room itsel the bags of ceins are placed as a

rule in iron boxes or safes or wooden chests, or occasion-
ally in built recesses or welle, ench receptacle being under
double locks like tEe strong room itself. Cojn which has
been longest in the treasury is given out first, two Doxes
or other receptacles being, for this purpose, Lrought into

use_simultaneously, one in which all receipts are placed,
and the other from which money required is given out.

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

(vii) Mogk treasury strong rooms also contain currenc
in which a porlion of the cash balance held agamst the note
circulation of the country 18 kept for remittance purposes

(see paragraph 119). These chests also are under double
locks,

186. Monthly balance.—The working of the treasury proceeds in
this way from day to day, and the monkbly prosessds completed by the
cash (coin and notes) present in fhe district troasury on the last day of
the month kejng verified by the Collector himself, or by a responsible
asaistant if he.should not be at Leadquarters, the cash in each sub-
treasury being similarly counted by the local officer in oharge. An
actual cash balance report for the whole district*is then drawn up with
which the -account !:lllanl:e in compared, .

137, Monthly .—Thé point has now been reached for the
despatch of the monthly returns to the Account Office. In the case of
treasuries siuated in the provincisl areas of the local Governments of
Governors’ Provinces, the returns are submitted to the Account Officer
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of the Province, namely, the Accountants General in Madras, Bombay,
Bengal, the Punjab, Burma, Bihar and Orissa, and the Central'Provinces,
the Compgroller in Assam, and the Deputy Chief Accounting Officer
in the United Provinces; and in the case of treasuries situated in the
Contral Areas, that is, those outside the territorial jurisdictions of the
local Governments of Governors’ Provinces, they®are submitted to the
Accountant General, Central Revenues, except in the case of the North-
West Frontier Province, where there is a sopatate Account Officer, and

of Coorg in respect of whose transactions the Accountant General,
Madras, ts the Account Officer.

138. These monthly returns consist of (i) schedules or payments in
two parts, the first part relating to the payments made Trom the lst
to the 10th of the month and the second part to those made during the
rest of the month ; (fi) schedules of receipts ; (iii} o List of Payments ;
and (iv) a Cash Account. These are written up daily in the treasury
from the Accountunt’s Cash Book and the Registers subsidiary thereto,

and the vouchers are day by day numbered, arranged, and put away
under lock and key.

139, There ure agparate schodules for each Department or for each
class of transactions not relating to any particular Department, and in
them the transactions are entored in sufficient detail to enable the preli-
minary compilation in the Account Office to be made therefrom, and the
vouchers to be identified according to the classification given in them.
The List of Payments and the Cash Account show respectively the total
payments made, and the total reccipts collocted, during the month,
detailed according to each schedule, or, in respect of the Debt and Rem?-
tance transactions, according to broad account classification. «’The Cagh
Account, also worke up to the actual cash balance in the Treasury on
the lash day of the month, as personally counted by the Collector, efter
bringing into it the total payments as shown in the List of Paymeilts.

140. The first batch of payment schedules, supported by the neces-
sary vouchers, is sent to the Account Office on the 10th or 11tk of the
month ; and the remaining schedules, supported by the necessary
vouchers, the List of Payrients, and Cash Account, which is accompanied

by the cash balance report (paragraph 136), are sent on the Ist-of the
succeeding month,

Nore.—The procedure described above differs in certain detaila in rospeot of trewsuries
in Madras and those situated iu.the Centrel Arcaa. .

141. The schedules, List of Payments jnd €ash Account, desoribed
above 88 sent from eaoh treasury monthly to 'the Account Officer, re-
present the first stage of compilation of the public accounts (paragraph
u8). They cover conjointly the whole of the public transsctions in
India including departmental accounts and debt®and remittance, and
work up conjointly to the cash balance at treasuries at the end of gach
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month. They may be said to constitute the primary fabric of the publie
accounts e India.

142. Daily and monthly agreement.—It will be noticed gengrally that
the correctness of the daily accounts of s seli-contuined treasury is
secured by making two independent officials (the Accountant and
Treasurer) separately Qeal with and record each item of receipt and pay-
ment as it occurs, and by effecting an agreement at the end of the day
between the two sets of acbounts thus prepared, and at the same time
verifying the actual cash balance in the hande of the Tressurer. This
daily check is reinforced by the actual count of the whole of the cash
balance in the treasury on the last day of each month by the Collector
himself.

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

144. Imperial Bank of India.—At almost every station where there
i a local Head Office or & brangh of the Imperial Bank of India, Govern-
ment deposits its tressury balances therein, The actual procedure
varies according to the agetcy whereby Government authorises the Bauk
Yo accept receipts or to make payments. Thus, in a FPresidency Town
there is no treasury, and the Account Officer alone issues the necessary
authority. A# other, headquarters statioms of proviucial Governments
there are both Account OQtficers and treasuries, and in some cases the
Account. Officer issues the necessary orders and in others the Collector.*
TEkere are also branches of the Bank at many stations where there are
treasuries but no Account Offices. At such stations the necessary
orders are issued by the Collector ; the Bank sends a daily account with
vouchers to the Collector who compiles monthly accounts in the ordi-
nary way and sends them o the Account Officer, Wherever an Account
Ufftoe intervenes, all payments exceeding Rs. 20 are, unless there is &
special request for cash payment, made by cheques drawn on the Bank
which sends a daily account with vouchers to the Account Officer, where
a monthly compilation is made therefrom.

145, ¥ is unnecessary to detall the classes of receipte und expendi-
ture which can be accepted or paid by the Bank without authority, er on
the authority of the Account Officer or the Collector. It may be said
generally that the Bank deals direct with the receipts and expenditure of
departments which have $heir own letters of. credit and issue cheques
against them, and in oher,'cases it requires the authority either of
the Account Officdr or of the Cellector in respect of both receipts and
payments.

* Notg.—The term * Collector * as used in Lhis and the next paragraph includes the
vifiver in charge of the treasury, by whateve: desiguation he way bv called.
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146, It will be understoed, therefore, that, where ths Treasury
business is conducted bv a branch of the Tmperial Bank of India, the
Bank pefforms practically the whole of the cash duties which, in a self-
contained Treasury, are conducted by the Treasurer. The daily re-
conciliation is, in consequence, effected between the Tredsury Account- -
ant’s books and the Bank’s daily returns, instead of between the Account-
ant’s and the Treasurer’s books,

187. Checl:_at the Treasury.—In paragraph 130 it is stated that the
Treasury Officer passes o payment order in writing on each hill presented
for payment ab the treasury, provided it 15 in order. The words in italics
connoteshe check applied at the treasnry to all bills before they are
paid. e Tressury Officer has to satisfy not only himaslf but the
Account Officer that the claim is8 valid ; and has further to prove that
the payee has actually received the sum chargeds He has, therefore,
to sec that the claim is covered by general or special orders, that the
voucher is in the proper form and properly drawn up, that it is signed
(and if necessary countersigned) by the proper officer, that it ia stamped
if necessary, that the arithmetical calenlations are correct, that the
amount claimed is entered in words as well as figures, that there are no
eraaures and that all corrections and alterationa are attested by the draws

ing officer. This general check is applied to all vouchers hefore they ara
paid at a treasury.

{48. Tts most important featurcs are that this check is applied before
payment, and that it secures that no claims not generallv and prima facie
admissible shall be paid at a treasury ; and that all bills shall be drown
and receipted by the responsible officers, and shall be in the proper forms
and arithmetically correct. While this check is an indispensable ele-
ment of the general arrangements in India for preventing irregular pay-
ments Trom the public funda, it must not be confounded with the statutory
.sudit sorutiny conducted by the Indian Audit Department, which is
generally audit after payment, that is, post-audit, and includes a re-appli-
cation of the checks applied at the treasurv as well as a detailed examina-

tion of every item of expenditure with the sanctions, orders, and codes
of ﬂwdiﬁemnt departménts.

LI
! . Classification in the Treasury accounis,—As has already been
stated in paragraph 93, the bills and vouchers before presentation %o°
the treasury are required to bs enfaced by the department concerned with
the proper account classification ; and from tlesc enfacements the trans-
actions are broadly classified in the schetjules»in the case of revenue
receipts and gervice payments, and in the List of Payments and the Cash
Account in the cese of Debt and Remittance transactions. For this
purpose these doouments have the broad account classification<printed on
them, and in the majority of cases the totals of the monthly receipts and
payments are entered agsinst these printed heads from the subsidiary
registers maintained at the treasury. But a few itexgs occur every month
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which do npt cleurly fall under any of the printed heads, or in respect of
which the full account classification is wanting, and these the treasury
describes in detail in the body of the schedule or the Cash Aecount or
the List of Payments and leaves to the Account Office to classify. The
Account Office does this and_also che®R¥ the clussification already made
by the Departmental Officersin the bills and vouchers and by the Trea-
sury Officer in the accounts submitted by him.

150. Tregsury Jaspection—Each ftrensury iy inspected periodically
by a Gazetted Officer deputed from the Audit Office. The Inspection
Report is sent to the Collecbor in two parts, one relating to matters ad-
ministered by the Deputy Controller of the Currenecy and the other
dealing with all other points. The Collector reports the action taken by
him on the first part to the Deputy Controller of the Currency and that
on the second part to the Audit Officer. These officers bring to the notice
of the Commissioner (and of the local Government, where necessary,} all
matters in which they think that the action taken by the Collector is
inadequate.

151. In matters of accountafand check at the treasury the Collector,
with the Treasury Officer under him, 18 responsible to the Account
Officer, whose instructions ke is bound to obey. The Account Officer
does not, however, ordinatily interfere with the Collector’s responsibility
for its practical working further than by constant correspondence with
him for the removal of irregularities detected in the aceounts and returns
submitted. The Deputy Controller of the Currency controls the * re-
source ™*.of the treasury, that is to say, he keeps it supplied with suffi-
cigncy of coins and notes, and, when nceessary, removes surplus funds
elsewhere. In zll matters relating to Resource, the Collector is bound
to carry out the instructions of the Controller of the Currancy.
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CHAPTER 4.

Procedure of Departments whose Initial Accqunts ere Compiled, in
whole or in part, Departmentelly instecd of at the Trearury.

152. Recevpts credited in lump, and payments made by cheques.—We
have now arrived at the peint where a treasury has compiled the month’s
iransactions and has despatcheg the month's acecounts to the Account
Officer. These treasury accounts are copies of the initial sccounts,
and on them are based the subsequent compilation in the Account Office.
It 18 obvious, however, that, unless these accounts contain sufficient
details of the classification of the items by which the transactions enter
into the general account, the compilation of the same in the Account
Office will not be possible. Such information can be furnished by the
treasury in respect of those transactions only for which details are given
in the cha’ans which accompany the money for payment into the
treasury or in the bill on which moneyts drawn from the treasury. But,
a8 has been’stated in paragraph 91, the receipts of some departments
are paid into the treasury in lump and the payments for them are made
by cheques, and the treasury is therefore not aware of the details of these
transactions. h

153. In respect of receipte of all civil departments, and of receipts
under the Debt and Remittance heads, as well as all corresponding
payments, except in respect of these departments which are served
by the Pay ahd Accounts Offices under the Separation Scheme,* the
detailed information is available at the treasury. In the accounts
furnished by the treasury, these transactions arc therefore entered in
broadly classified detail, supported by vouchers which furnish such
further information as is neceasary for the compilation. But in respect
of receipts of the Public Works, Military, JRailway, Indian Posts and
Telegraphs and Forest Departments, and of all payments of these and
certain other departments, including those served by the Pay and Ac-
counts Officers,* details gre not made available to the treasury and those
transactions thercfore appear in the treasury account jnelump_only,
by departments, without any detail. In the case of these departments
the maintenance of separate initial accounts subsidiary.jo the treasufy
accounts is therefore required. These subsidiary initial accounts are
prepared by the departpent concerned, and copies of them are rendered
to the respective Account Officers in t]Ig satme way as is done by the
treagury. The present Chapter describgs the relatlons of these depart-
ments with the treasury and also the arrangements in each for the pre-
paration of the initial accounts,

* Nute,—Aa exception to this will be found w paragraph 136,
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(4) PUBLIC WORKS DEPARTMENT,

{@) CoNsTITUTION OF THE DEPARTMENT,

154. Organization.—For purppses of Public Works Administration
each provinee is divided into circles which are in charge of Superintending
Engineers. Each circle is divided into divisions which are again sub-
divided into sub-divisions. The divisions are in charge of Executive
Engineers, and the sub-divisions are in charge of Assistant Kxecutive
Engineers or upper subordinates who are called Sub-Divisional Officers.
The Executive Engineers and Sub-Divisional Officers are also called
Divisional and Distriet Engineers in some provinces.

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

{b) RELATIONS WITH THE TREASURY.

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

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

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

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

(¢) PREPARATION OF INITIAL ACOOUNTS.

169, Divisional and Sub-Dwisional Offices.—The Public Works admi-
nistrative and accounts unit is the “ division ", and it includes one or
more sub-divisions. To each divisional office is attached an Accountant,
who i8 a subordinate of the Account Officer but is posted to the Executive
Engineer’s office to check and compile the divisional accounts under the
supervision and responsibility of the Igtter.

(t) Sub-Divisional Accounts.

160. Funds.—A Sub-Divisional Officer is placed in funds in one of
three ways :—

(a) by a fixed imprest or permanent advance which he can recoup
on depletion ; '

(b) by transfers of cash from the divisional chest ;

{c) by a drawing account against the Divisional Officer’s acegunt
with & treasury. '

161. He generally has a cash chest in which he places any depart-
mental revenue received by him pending its remittance to the treasury,
giviny printed receipts for it signed by himself ; and also, if he has &
drawing account with the treasury, all sums drawn on cheques whick he
is unable to dishurse at once to the payces. *If he is financed by a fixed
imprest or an advance from the Divisional Officer’s chest, he Leeps
the balance of the imprest or advance in his cash chest. Payients are
only made on properly prepared hills, In cash from the chest in the case
of imprests or advances, or by cheques where there is a drawihgacecunt,
Cheques are usually drawn in favour of the actual payees {(contractors,
etc.), who present them at the treasury, but sometimes fu favour of the
officer himself to replenish his chest when he has small payments to make.

182, Account Records.—A Sub-Divisisnal Officer’s principal account
records are—
Cash book.
Muster roll.
Messurement book.
Works abatract.
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MNote.—Lit{ls of nu departmental revonue is as o rute collected in sub-divisions. The
rovenue registers will therefore bo considered in the aection dovoted to the Divisional
QOficer’s accounts —see paragraply 171 ef se.

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

164. Muster Roll.—The Muster Roll, as its name denotes, is 2 nominal
roll or list of labourers employed daily on works. There is generally
a separate roll for each work, Payments on muster rolls are made
and witnessed by the executive officer of highest standing available on
the spot, who actually counts the labourers, has the payments made in
his presence and attests tho roll.

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

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

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

168. Store Accounts. — Besides the above, the Sub-Divisional Officers
Lkeep simplé lists showing the quantities of each kind of stores received
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and issued each day. At the end of the month acedunts are prepared
showing the total quantity received and issued under each class of article
during the whole month. In these accounts the receipts are also classi-
fied according to the sources from which ihe stores are received and the
issues' according to the works to which they are jssued.

169, Monthly Sub-Divisional Accounts.—The monthly sub-divisional
accounts are prepared and sent to the divisional office a8 follows :—

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

170. 1f the Sub-Divisional Officer is financed by an imprest, the
Divisional Officer embodies tha sub-divisional Cash Book in his own
Cash Book ; if, however, the Sub-Divisional Officer has a drawing account
on the treasury, or if cash is transferred to him from the divisional cash
chest, his Cash Book is not embodied in the divisional Cash Book but
the transactions are consolidated direct into the monthly accounts of
the division,

(#2) Divisional Adecounts.

171, Account Records.—As in the case of the Sub-Divisional Officer,
a Divisional Officer has a cash chest, a Cash Book, and Measurement
Books, and also Muster Rolls for works which are directly under his
charge, and Works Apstracts, and uses them in the same way. The
foregoing remarks under these heads apply equally to him. ~He has also
Btore accounts, and in some cases manufacture and workshop®aecounts.
He receives revenue, and in the same way as the Sub-Divisional Officer
does makes payments for works, ete., on properly drawn bills, by chequeg
or, if the bills are for small amounts, in cash from his chest.

172, The main accounts which he “keeph in addition to those kept
in the sub-division are ;— )

(i} The Contractors’ Ledger.
(i) The Register of Worka.
(i) The Transfer Eutry Book.
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1%8. Coniractors’ Ledger.—The Contractors’ Ledger is a running
account with each contractor, showing the amounts due by him for
advances made to him, and to him for. work done by him, and is closed
and balanced menthly.

174. Register of Worbs.—The Register of Works contains a record of
every important original work or repair showing the expenditure month
by month compared with the estimate, In the case of major works,
or in other cases where specially required by the Superintending Engi-
peer, the expenditure is here recorded by sub-heads of works, by which
is meant items of work such as brick work, doors and windows, ete.,
which are specified in the sanctioned estimate. The object of such a
record 18 to show the Executive Engineer the rates at which these
different kinds of work are carried on and to enable him to obtain the
necessary sanction.

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

178. Revenue Accounts.—The main records as regards revenue are—
(1) Demand and realization registers of public works revenue
collected in the Civit Department. {These refer prinei-
. pally to irrigation revenue.)

(i1) Rent registers and demand lists for the recovery of rents of
Public Works buildings occupied by civil and military

officers. .
These are the two principal items of revenue in the Public Works
Deparfment. Other miscellaneous Public Works revenue is credited

in the Cash Book as it occurs.

172. Monthly Divisional Accounts.—The cash and stock accounts of
the Divisional office for a month are closed on the last working day of the
month. On, closing the Cash Book, the Divisional Officer also counts
the cash 'm his chest and prepares a Cash Balance Report. The Cash
Bzolance Reporty for the entire division enable the Divisional Officer
to certify the correctness of the cash balance of the division as given
in his Monthly Account submitted to the Account Officer. The Trans-
fer Entry Book is aiso closed as soon as possible after the expiry of the
month. The cash, stock and transfer entry transactions of the entire
division are then posted in the relevant schedule dockets, registers and
schedules which are abstracted in the Monthly Account submitted each
month to the Account Officer between the 7th and 10th of the month
following thet to which it relates.
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178 This account is accompanied by schedules (supported by
vouchers), the more important of which are :—

(W Stock Account prepared from the Sub- Divmmnal Officers’
accounts of quantities of stock received and issued during
the month after their valuation in the divisional office.

(i1} 8chedules of Works Expenditure which are prepared from the
Sub-Divisional Works Abstracts completed in the divi-
sional office as regards stock and transfer entry transac-
tions.

(B} MILITARY DEPARTMENT.

{a) RELATIONS WITH THE TREASURY.

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

() PrEPARATION OF INITIAL ACCOUNTS.

180. Organisation.—The Military Administrative and Accounts anit
is the * Distriot ’, which is entirely distinet from the Civil * Distriet ™
in charge of a Collector or a Deputy Commissioner, or the Public Works
Dlvmmn in cha.rge of an Executive Engineer. fl‘hem are—four_Com-

mauds comprising fourteen Military Districts and two Independent
Brigude .Areas in India. f The accounts, mte:rnal audit, and disburse-
ments of one or more of these units are under an Account Otficer called &
‘ Controller of Military Accounts,” The actual arrangement iz as
followa :—

Adminjstrative Accyunts
Headquerters. Hsadquartors.
I, XoeTHERN CoMMAND, RAWAL- *
FINDI—
{1} Rwwalpindi Distriet =, . | Rawalpindi ®, « {1 Controller of Bblihiary
(2} Waxiristen Distriat . . | Dera Ismull Khan . Acocounts, Nortbhern
{3) Kohap District . . . | Kolat . ® ., Command, Rawal-
(4) Peahalwar Diatuct . . . | Peshawan, . * . J‘ pindi.
(5) Lahore\Distriot . . « | Lahore . . . | Controller of  Military
Accounta, Lahore Du~
. triot, Ladore.
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Adminie* rative Asconnts
Headquarters. Huflquartgu.

5

I1. EayTERN CoMMAND, NAINITAL—
{6) United Proviness District
{7) Allshabad Indepundent Bri-
gade Area.
{8) Presidency snd Assam District
III. Weererr CoMMaND, QUETTA—
{®) Baluchistan District . .
{10) Sind and Rajputana District .
IV. Bovrserx ComMa¥D, PooNa—
{11} Deccan District
{12} Bombay District .
{13} Central Provinees Diatrict .
{14) Poons Independent Brigade

(15) Madras District

{16) Burma Distriet

ﬁwrut f

Lubknow
Ca]cutt\a

Al
-
\
.

N

Quetta .

Karachi P

Secunderabad
Bombay
Mbow

Phona .

Waellington

Maymyo

. | Controller of

Miilary
Accounts, Eastern
Command, Meerat.

Controller of Military
Aceounts, [Dresidency
and Assam District,
Calentta.

Gontroller of Military
Accounta, Weatern
Command, Quottas

mtroller of Military
coounta,  Houthern
Gomma.n , Poona.

Controller of Military
Accounte, Madraa Dis-
trict, Bangnlore.
Controller of Military
Accounts, Burma
District, Maymyo.

offictr
to the Mnhts%

Accounts, who 1

181, J-M. .the headquarters of each of the four Commands a senior

ha Military Accounts Department, immediately subordinate
Accountant General, is posted as Controller of Military
addition to being the Controller of Military Accounts

of the account unng under his direct control, is the chief authority for
accounts and internal audit of the Command and is empowered to over-
rule a*decision on inteNal sudit given by another Controller of Military
Accounts in that Commgnd. He also arranges for the test check of
accounts of one of the Coptrollers’ offices in the Command every year.
He is also the Financial Adyiser to the General Officer Commanding-in-
Chief of the Command. ¢ District Controlier, besides being the
Financial Adviser to the General Officer Comma.ndmg the District, ia
himself the officer responsible Ypr the preparation, payment, internal
audit and compilation of accounts, He is also responsible for the pre-
paration of the periodical acovunt &f the District submitted to the-Mili-
tary Accountant General ahd tlle Auditor General, and also for the dis-
bursement of bills anfl the-consglidation of accounts in connection with
Military Works expenditure. The modthly pay accounts, travelling
sliowance claims of all the units, officers and establishments in the
District, and, also the Store accounts under the cost accounting system
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and Store Depots, are prepared locally by Accountants
and accounta\glerks of the Military Accounts Department attached to
each unit.. On\peceipt of claims from unit Accountants, ete., payments
are made by Controllers after a careful preliminary check subject to
detailed check copducted subsequently. In addition to the detailed
check of accounts ih hia office, the Controller arraages for the periodical
local inspection of the store accounts maintained in wnits. The duties
of the District Contrd]ler combine the functions of & Civil Treasury
Officer and of an Accouht Officer of a Province. The Controller of the
Presidency and Assam Digtrict, Calcutta, is charged with the additional
duties of dealing with Railway charges and with the accounts of Military
Service Funds, f

182, Funds are obtained by disbursing officers by annual assignments
(paragraph 179), and payments are made by chegues on the civil
treasuries.

183. ition to the eight Controllers of Military Accounts specified
in paragfaph €0 above, who are mainly concerned with the pay and
store accounts o combatant and departmental units in their respective
districts or area,

Controllers for Royal Air Force Accounts, Army
Factory Accounts, Military Pension Accounts, Northern and Eastern
Commands, Military\ Pension Accounts, Southern and Western Com-
mands, and Marine Accounts, who are stationed at Ambala, Calcutta,
Lahore, Mhow and Bombay, respectively, These Controllers deal with
the accounts, disbursements, internal check and compilation of accounts
of their respective services.

184. For the preparation of Fac accounts one account office
under a Deputy Assistant Controller 4s httached to each factory in the
following stations :—

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

Th Bombay, is the Financial Adviser
to the Directo ; gl and is responsible for the mainten-
ance of manulbbture and store accounts, and for the distribudon of
wages of the Bombay Dockyard.

185. The Military Accountant General, who is 1mmedmtely subor-
dinate to the Financial Adviser, Military Finance, is the head of the
Military Accounts Department, [Tmmm _igintenance of the worle
of the Military Accounts offices at a high standard of efficiency, there
ia 8 Deputy Military Accountant General, attached to the Qffice of the
Military Accountant General, who periodically visits tHe varions Military
Accounts offices.
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(C} RAILWAY DEPARTMENT.,

(I) RatLways—OrEN LINES,

(@) Relations with the Treasury.

188. Cash Collections and Punds.—Each raliway station remits its
cash collections dally to the Account Officer of the Railway at head-
quarters, who makes consolidated payments into the headquarters
Government treasury. At the end of each month a consolidated receipt
is furnished by the treasury to the Chief Accounts Officer. A few large
stations pay their collections direct ‘into the nearest treasury. Funds
are obtained on cheques drawn against monthly letters of credit in
favour of the Chief Accounts Officer of the Reailway.

(b) Preparation of Inttial Accounts,

187, Government-worked Railways.—In this Chapter it is proposed
to deal only with the initial accounting system in the Railways which
are owned and worked by Government, and the following paragraphs
relate exclusively to such Radlways; but it may be agded that the

general account procedure of other Railways is much the same gs that of
Government-worked Railways.

188. Receipts.—On Railways the revenue unit is the station, in charge
of a Station Master, who remits hia cash collections daily to the Account
Officer and sends himsmonthly accounts of receipts. Vouchers relating
to foreign claims of Railways which are party to the Railway Clearing

Account Office are sent with supporting lists to that office for adjust-
meut.

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

180, At tle close of the month each Station Master prepares two
cash accounis called balange sheets, one for coaching aud the other for
goods transactions. The entrigs for both receipts and payments, (that is,
remittances to the pead ofﬁctﬁ are taken from the Cash Books and Bnbsl-
diary registers and are supperted by vouchers aud schedules. The
closing balances represent the cash in hand or sums recoverable for which
the Statiof Master is held accountable.
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101. Paymenis.—The Station Master makes no * paygents, wor
indeed do any railway officers on open lines except in special cases.
Paymentd are made by the Account Officers, after checking the bills, by
the agenpy of a staff of travelling pay clerks. The spending units are the
various departments of the Railway, namely, Agency, Engineering,
Traflic, Locomotive, etc., or the Divisions where the Divigional system
has been introduced. As checked aund paid, the bills are entered in
the primary registers and books, from which the monthly accounts
of the Railway are compiled.

192, The executive departments responsible for the maintenance
and working of open lines of Railway are not permitted (except in certain
special instances) to make their own purchases of materials required
by them in their operations. All such purchases are centralised in the
Stores Department under the control of a Controller of 8tores by whom
issues of materials are made to executive departments as required.
Initial documents connected therewith are submitted to the Account
Officer, by whom the Stores Accounts are compiled, the Controller of
Btores maintajping numerical records oftstock only,

(IT) Raitways UNDER CONSTRUCTION,

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

194. The procedure followed in accounting for the receipts and pay-
ments*of a Railway under construction is exactly similar to that de-
o8cribed above in the section dealing with the Public Works Department.
Similar records are maintained both by the Executive Engineer and his
Sub-Divisional Officers, and monthly accounts in the same form are
rendered to the Account Officer.

(D} INDIAN POSTS AND TELEGRAPHS DEPARTNENT

(I} PostaL SEecTion.
(a) Relations with the Treasury.

. *

185, Cash Collections and Funds.—Por¢ Offjces have one pass book
with the treasury for both receipts and pfyments, which is sent to the
treasury with sll transactions, as they occdr, and attested by the Treasury
Officer. Receipts are paid into the treasury with the usual dmlan and
the. acknowledgment is given in the pass book , Letters of credit are
issued by the Accounts Officersy—the Deputy Accountsn{s General,



64

196-199 } DEPARTMENTS WHOSE INITIAL ACCOUNTS [ Crae. 9,
ARE COMPILED DEPARTMYENTALLY,

Posts and Telographs,~as required. Funds are drawn on simple recsipts
which aupport the debits in the treasury List of Payments. At the end
of the month each Post Master sends a copy of his pass b8ok to the
treasury, where it i3 signed as correct by the Treasury Officer. In
paragraph 90 above it has been said that departmental receipts are
paid direct into the treasuried. An exception is permitted in the case
of post offices to facilitate Money Order and Savings Bank transactions,

{b) Preparation of Imitial Accounts.

196. Organisation and Accounts Records.—The account unit is the
Hoad Post Office, which incorporates in its acconnts the transactions
of the sub and branch post offices under it. The primary accounts
maintained by a Head Post office are—

{¢) The Treasurer’s Cash Book.
(6} The Head office summary.
(¢) The Head office Cash Book.

1872, Treasurer's Cush Book—In each Head Post office one of the
clerks is appointed Treasurertand receives and pays al]l money. All
valuables are kept in a safe, under double locks, one key of which is held
by the Post Master and the other by the Treasurer, All transactions
of receipts and payments (including stamps) are entered in the Trea-
surer's Cash Book as they take place, At the close of the day the Cash
Book is totalled and balanced and signed by the Post Master, who at
the same time verifies the cash balance.

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

189, Head officg Cash Bowk.—This is a classified record of the daily
transactions, not only of the head office, but also of the sub and branch
offices under it. The entries are made daily by the Post Master from the
kead, sub%and branch office summaries (the two latter prepared in the
head offict from the sub and branch office accounts), and progressive
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totals are given from day to day. A daily balance sheet ia also prepared
to effecten reconciliation between the head office Cash Book and the
Treasurer’s Cash Book.

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

201, Periodical Relurns.—In addition to the monthly cash account
and cash balance report, the head office sends weekly or fortnightly,
a3 the case may be, to the Deputy Accountant General concerned,
journals of Money Order, Savings Bank and Cash Certificate transac-
tions of its own and its sub and branch offices supported by vouchers.

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

(II) TELEGRAPE SECTION,

(a) Relations wuth the Treasury.

203. Cash Collections and Funds.—There is a separate pass book for
sreceipts, which, together with a chalun, is sent to the treasury with sach
remittance, and is signed by the Treaaury Ufficer. Telegraph officers
obtain funds from treasuries by drawing money on cheques without
letters of credit. The debits in the treasury list of payments are sup-
ported by the paid cheqgfies.

(b) Preparation of Initial Accounts.

204, Account Records.-—Separate sccounts are maintained by each
Divisional Engineer and each officer in chargeof a Radio or Signal office,
The former is reaponsible for all receipts end %expenditure incurred in
connection with the construction, maintepance’ and Tepair of telegraph
lines within his jurisdiction, while the latter has to account forrall receipts
and disburaements of his own office.

208, The primary account record in the case of Divisiofal, Radio
.and Signal officen ia the Cash Book ‘which contains a comnlete recore of

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

208. Store Transactions.—A central depot in Caleutta, with branches
in several places in India, maintains a very large stock of materials
and instruments for the use of the department. Detailed ledgers for
these stores are maintained by the Account office, to which the depdts
render daily accounts of receipta and 4ssues. Monthly adjustments are
made in the Account Office debiting the proper account heads with the
net value of stores issued or freight charges incurred.

207, Local Accounts.—In respect of consiruction, Divisional Engi-
neers of Telegraphs stand on a footing analogous to that of Executive
Engineers of the Public Works Department. There is, therefore, a
similar procedure in respect of Reogisters of Works, Muster Rolls, and
Contractors’ Ledgers.

(E) FOREST DEPARTMENT.

(@) Relations with the Treasury.

208. Cash Collections and Funds.—The Forest Department does not
use & pass book for treasury receipts or payments. Receipts are sent
to the treasury with & chalan in duplicate, one copy being retained with
the treasury, while the other is returned as an acknowledgment, Funds
are obtained on cheques against; letters of credit issued quarterly by the
Deputy Controller of the Currency. It is optional, however, with the
local Government to abolish letters of credit for Forest Officers, and to
allow them to draw cheques on treasuries with which they may be placed
in account by the Account Officer. A consolidated receipt for the
month’s remittances is furnished by the treasury to the Divisional
Forest, Officer, The debite in the List of Payments are &8 usual supported
by the paid cheques,

(b) Preparation of Initial Aocounts.

20, Urganisation,—As in the Public Works Department, the Forest
administrative and accounts unit is the * division ”, which includes one
or more sub-divisions. The division is under the charge of a Divisional
Officer, on whom rests the( responsibility for the effective internal check
and control of the accqunts, of the entire division, in respect of both
revenue and expepditure. ¢

210. The Conservator, wib ia in charge of a “ circle ** comprising
number of “ divisions ”, ia responsible for exercising & strict control
over the whole outlay for Conservancy and Works and for examining
the charges on account of travelling allowance and contingencies,
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" 211, Account Records,—Like the Divisiona! Officer in the Public
Works Dgpartment, each {Divisional and Sub-Divisional) Forest Officer
hes a cash chest in which he keeps revenus not remitted to the treasury
and money drawn from the treasury not paid awam The oash is connted .
by the Forest Officer himself on the last day of the menth and a report
is sent to the Account Officer,

212. The main divisional account record is the Cash Book, in which
are recorded the daily transactions as they take place as weil as the

monthly total of the Sub-Divisional Cash Books recetved towards the
end of the month.

In addition to his Cash Book the Divisional Oﬂicer main-
tains a Contractors’ and Disbursers’ Ledger or running account with each
departmental contractor and disburser,

213. Besides the Cash Balance Report mentioned in paragraph 211,
the Divisional Officer renders the fo].lomng monthly accounts to the
Account Officer :—

{i} Cadh Account;

(ii) Classified Abstract of Revenue and Expenditure ;
(iii) Schedule of Remittances of Revenne to the Treasury ;
{iv) Abstract of Contractors’ and Disbursers’ Ledger.

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

(F) OTHER DEPARTMENTS,

215, Central and Provincial Departments,—Other departments whose
initial accounts are not fully compiled at the treasury, are—
(i) All Civil, Public Works and Forest Departments m the
United Provinces—both Central and Prov‘irlcial;
(ii} Certain Central Civil Departments elsewhere than in the
United Provinces, which are segved by Pay and Accounts
Officers. A Ylist of the moresimpgrtant of them will be
found in paragraph 69,
(ii) Indian Stores Department ; and
{iv) Northern India Salt Revenue Department.
216. General arrangements,—As regards (i), there are setera] Fay
and Accounts Officers, each dealing with one or more Provimeial

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

217. As regards (i1}, the procedure is the same as stated above, the
only difference being that the ~nonthly compiled accounts of these Pay
and Accounts Officers are sent to the Accountant Guneral, Central
Revenues, in whose books they are incorporated.

218, The Accounts of the departments mentioned at items (iii) and
(iv), which are Central Departments, are under the charge of the Audit
Officer, Indian Stores Department. The receipts of these departmenta
are paid into the treasury in the usnal way, except that remittances
made by the departmental officers of the Northern India Salt Revenue
Department are entered in a pass book and accompanied by a chelan,
Payments to Officers of these departments are made by the Audit Officer,
Todian Stores Department, by means of cheques drawn against letters
of credit issued by him. Receipts paid into the several treasurieg appear
in theit Cash Account submitted to their respective Account Officers,
why pass on the credits together with the necessary documents, if any,
to the Audit Officer, Indian Btores Department, for final adjustment
in his books.
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CHAPTER 10.

The Original Records. The Basis of Accounts and Audit.

218, Aceuracy.—Jt ig the duty of sudit to take sall possible ateps to
ensurc that the accounts represent the ectual 8tate of alfairs, The
accounis of the Civil, Public Works and Forest Depirtments (except
in the United Provinces and the North-West Frontier Province) are
compiled in the combiped Audit and Account Offices, and so also are
those of the Indian Tosts and Telegraphs Department ; and it is, there-
fore, possible for Audit to certify that, throughout the whole system,
these dccounts are, to its satisfaction, accur ly built up_from the
records submitted by the treasury, or other depurtmental officers. In
the case of Accounts which have been separated from Audit the com-
pilation made by the Avetiret"Office is ‘checked by the Audit stafi, and
in these cases also audit is able to certify to the correctness of the com-
pilation from the records submitted to the Account Office by other
Officers and from those which were already in its possession.

220. Vouckers.~1t has been shown in Chapters 8 and 9 that the
agcounts submitted to the Account Office by the treasury or departmental
officers are copies of the initial accounts supported by the necessary vou-
chers. Thus, the ypajor portion of the original records, namely, the initial
accounts and other books or papers on which these accounts we based, are
refained in the offices where they originate. Except, therefore, the vou-
ghers received with the monthly accounts, the position in regard to which
is explained in the following two purngra(}i:hs, the original records are not
available either for Accounting o1 for Audit whei dealing with the compi-
Totion~at a Central Office Tt is ohivicus, however, that, unless the
driginal records represent facts, fhe. accuracy of 4he subsequent work
perlorniéd6h the besis of these records is of no avail, It is most
émportant, then, to see how far Audit is able to ascertoin the accurgcy
of the original records. .

221. As has already been stated,fevery Government payment is
made on & document called a voucher {or an ncquittance) which gives
the amount, nature, and® period of the payment and all other details
necessary for its complete identification; and contains a_theempt of
agknowledgment. ot acquittance by the person to whom the payment,
is due. This system, whereby the payer obtains documentary evidence
from the payee in proof of the payments mgde by hini, is universal i
both public and commercial accounts. From the point of view of the
payer the document is called a voucher or quiftancg ; from that of vhe
payee o receipt. Where payment on a b#ll is made by cheque the puid
cheque forms an additional vyoucher Trmpport of the actul payntend
made in cash. It is the duty of Audit to enforcq this system, that is,
to see that for every pa?rﬁeng there js a voucher in proper fornt, properly
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drawn up, arithmetically correct, and receipted by the proper person.
In the case of payments made on bills, whether departmentally or at
the treasury, the preliminary ¢BeSk in this direction is made at the
departrental office or at the treasury, and the vouchers (except those
for petty payments) are then submitted with the monthly accounts
and are finally checked by the Audit staff,,

v 220, What Vouchers represent.—The Public Works or Railway
Engineer counts coolies and records their numbers ; he measures construe-
tion works and enters the figure in & note-book ; the Civil or Military
Officer musters and enumerates the establishments, corps, etc., he has
under him, and preparea and signs & pay bill for them ; he signs or
countersigns a travelling allowance bill for himself and others founded on
special or genersl knowledge that the journeys claimed haVve actuslly
been performed ; he submits & claim for contingencies or supplies after
seeing personally (or through others) that the articles charged for are
required for the public service and have actually heen purchased snd
brought into public use : the.Collector counts cash or stamps or opium
in his treasury and thus proves his accounts for the thonth, etc., ete.
At these points the sccounts gpring direct from the facts ; at these points
they obtain whatever vitality and reality they possess ; their accordance
with the facts, through all their subsequent changes of form, dependa
on their truth at these points. Generally speaking, in India, Audit
does not come in here at all ; the executive and administrative disburs-
ing officers alone verify the inifial record with fact ; the accordance of
the initial record with fact is accepted by Audit on their statement apd
responsibility, except where there iz collateral evidence of error.

2238, Receipts and Cerlificates.—What Audit does in all these cases
is to require receipts of the payees, certificates of the disbursing officers
and the countersignature of controlling officers. Thus for eonstruction
it\requires receipts of the contractors and othera to whom large payments
aro made (not receipts given by individual labourers) ; certificates given
by the disbursing officers of measurements of work done, of counting
ot labourers and of receiving supplies and of completion of work ; and,
in the cpse of works for which contracts are executed, the rates approved
by the authorities sanctioning the contracts. For contingencies, receipts
given by private payees (except those for petty amounts) are obtained,
and certificates from the disbursing officers that the payments were
necessary for the public rervice and have actually been made : also, in
some cases, the disburers’ certificates are re<inforced by countersigna-
ture of the bills* by superior officers. For pay, receipts are obtained
from gazetted officers, and ‘for non-gazetted officers certificates (from
heads of. offices) that they have actually been present on duty, and that
})revious pay haa been paid to them and their receipte recorded. For
eave and pension payments, receipts only are necessary : for travelling
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allowances, receipts (not from non-gazetted officers), stechnical certis
ficates and countersignature, etc., etc. *

v/ 224. The goutach of the Audit office with the facts is, therefore,
through receipts and certificates, re-inforced in some cases by counter
signature. It has no opporfunity of seeing the facts with its own eyes
snd comparing the bills with them. The questiort therefore arises how
far receipts and certificates guarantee the facts. It ma} be said at once
that while they arp mugh better than nothing, they cannet guargntes
the facts with absalute sccuracy.

v 225, Im ossibilit_y{gf verification by Audit office—It must be admitted,
however, that it would be Impossible for Audit to verify the initial facts
unless a representative of that Department were present at every act
vouched by the certificates enumerated in paragraph 223 above, Thoss
acts include the payment of the pay and allowances of, and the journeys
performed by, cvery Government servant, the measurement of sll work
done by and for the Public Works Department, and the verification of
Government stores of all descriptions, using the word * stores ” in its
widest sense to include coin, stamps and gther valuables. It is obvious,
then, that the Audit Department could not verify the actual facts
without & very much larger establishment, and the extra expenditure
thereby involved would undoubtedly be disproportionate to the advan-
tages obtained.

v 226, Part played by counlersigning and controlling officers.—The recog-
nition of this fact had led to the check exercised by Audit being supple-
mented to a large extent by executive check, Work done and paid for
in the Public Works Department is inspected by superior officers of the
Public Works Department, travelling allowance hills are checked by
countersigning authorities who are in & position to have knowledge of
journeys performed, bills for important contingent expenditure are -
countersigned by controlling officers wheo can verify and judge the neces-
siby for such expenditure and the proper rates of payment and oan satipfy
themselves at inspection that the matoriald billed for have heen
purchased.

v 227 As regards the verification of original records relating to the
receipt of money, where stich receipts are required to be audited by the
Indian Audit Department, the position has been explained in Chhpter 12.

7/ 228. Because this work is not dons in the Indian Audit Department,
there is a tendency in the Department to overlook its importance and to
consider that it would be hetter done if it werq undertaken by the officers
of the Department. But, although the latter hage the technical teaining
in checking accounts, executive officers have ay intimate knowledge of
the details of the work done and are in £ better position to, verify the
faets and to check the economy of the expenditure passed by {hem than
outside officials would be. Audit has, therefore, ta depend largely upon
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tha executive inf this respect. It is, however, the duty of Audit Officers
to scrutinise, with reference to the records submitted for audit, the man-
per in which the executive officers discharge their financial ?esponsibi-.
lities ; and, in order to supplement the scrutiny thus made centrally, a
local inspection, including a test audit of the original records of the
Treasuries, Public Works Divisions, and (where peesible and desirsble)
other important account units, is conducted periodically by the Audit
Office. (See Chapter 30.)

228, Audit is, however, pot_enfitled.to make indspendent enquiries
among the tax-pavers or the general public, #s such action is held to be
an encroachment on the functions of the executive. Andit should
confine itself to calling upon the executive to obtain and furnish the
noeessury information ; and, in cases of difficulty, it should confer with
the execubive as 10 the best means of obtaining the evidence which it
Tequires.

230, Detection of fraud.—Tt has already been pointed out that com-

Aak-aUdIE Togn 1é detection of fraud as one of its main duties.

But such detection is almost impossible except at the verification of the
original record, and so tho detection of fraud in the Andit office in India
is very rare. Aud yet it must not be hostily assumed that this indicates
a defect in the system of Government audit in India. The detection of
fraud by an gxecutive officer is frequently due to the letbers issued by the
Audit office plainly indicating that something is wrong, Thus in one
casa the Audit Officer pointed out that in a certain office there were fre-
quent vieclations of the important rle that money should not be drawn
i advance of requirements. This led the head of the office to examine
his account carefully with the result that he detected frauds amounting
to over Rs. 3,000., Numerous similar cascs can also be quoted showing
that action taken'by the Audit office has led to the detection of fraud.
Frauds are also detected at the local inspections mentioned in paragraph-
228¢ which give the expert eye of the trained auditor an opportunity to
detect 1o the original records suspicious factors which could not come
to notice in the Central Audit Office.

231. Tt is essential to investigate frauds curefully because valuable
lessong cira almost always be learnt from them. There is a tendency to
suggest the framing of new rules to prevent each particular frand. This
‘tendency should be resisted : there are quite enough rules already, and,
it the preventive machinery is made too elaborate, the chances ure that
it will not work efficiently, © The main point in‘every fraud investigation
must be to ascertuin whether the exercise of ordinary common sense,
such a5 one ought to etpect drom every Government officer, and the
application of existing rules, would not have rendered the fraud impos-
sible. The importance of this line of investigation should always be
borne in mind, because fraud is prevcnted far more bygpunishing the
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deaglgi_ttor, and the officer whose negligence rendered the frawd possitfle,
than by adding to the enormous number of rules already in existences,
But fraud investigation may sometimes indicate a defective system of
check and then the revision of the system is essential.

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

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

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

235. In chockulg_'ghe vouchers furnished in support of the accounts
the more important points to which the anditor devotes his attention
are i—

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

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

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

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

(¢) That they are stamped “ Paid.”

(f) That there are no erasures, and that any alteratione in the

totals are attested by the officer ecncerned as ary times
as they are made.
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{g) That recelpt stawps are affixed to vouchers, where necessary,
and that they are punched.

(k) That, except in cases in which it is specifically authonsed no
Paymuent is made on a voucher or order signed by a subor-
dinate imstead of the head of the office himself, or on a
vouther or order signed with a stamp ; and that copies of
sanctions sre certified by the sanctioning officer or by a
gazetted officer authorised to sign for him.

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

{7} That if a treasury voucher be paid by transfer, it is stamped as
having been so paid, that the head to which the amount is
credited is noted on it, and that the eredit is traced in the
cash account when possible.

{%) That Fund and Income Tax deductions have boen correctly
made,

("' That, except in certain specified cages, no claim against Govern-
ment not preferred within six mgnths of its becoming dne
hag been paid without the sanction of the Account Officer.
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CHAPTER 11.

Classifiation of Receipts and Expenditure in the Government
Account,

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

237. The main divisions of Government accounts are :—

(i) Revenue.
(i) Capital.
(i) Debt.

(iv) Remittance.

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

238. The main unit of classification is the Major Head, such as
* 5—Land Revenue ' or ‘ 26—DPolice". As was explained4n paragraph
16, each such item is determined either by the administrative clagsifica-
tion of the activities of Government, (that iy ® say, by departments,) or
by the classification of the nature of the trensaltion. There are about
45 Major Heeds under Revenue, 57 undgr Setvice, (the Expenditure
Section corresponding with Revenus), 30 under Capital, and about 62
on each side of the account for Debt and Remitlance heads. These Major
Heads are combined into Groups called Sections Which hava specified



76

©39-240 | CLASSIFICATION OF RECEIPTS AND EXPENDITURE. [ Cuar. 11

titles such as A.~—Principal Heads of Revenue ; B—Ruailways ; C.—Irriga-
tion, Navigation, Embankment and Drainage Works, etc., ete., the Capital
sections being distinguished from the corresponding Revenue sections
by double letters, such as AA., BB., CC, etc. There are 12 such
Sections under Revenue, 12 under Service, 7 under Capital and 9 under
Debt and Remittance heads, The Major Heads are sub-divided into Minor
Heads nurnbering several hundreds, and the Minor Heads into sub-heads
and detailed heads, which run into thousands.

NoTe.—The minor and other subordinate heads of accounts prescribed for the
classification of oxpenditure in the general accounta are not nacessarily the sams as the
sub-heads and other unita of granta or appropriations which arc selected by the Finance
Department for Demands for Grants and the Appropriation Accounts feec paragraphe
31% and 320).

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

(1) Expenditure charged to revenue,
{(2) Expenditure not charged to revenue.

The meaning of these expressions will be clear from the following
extract from Circular No. 3 P, W, dated 24th September 1921, of the
Government of India, Public Works Department :— When the budget
is prepared, the local Government cstimate, on the one side, the revenue
likely to be realised during the year, and on the other side, the expendi-
ture which they propose to incur from this revenue, The account of
this revenue and expenditure is known as the revenue account and such
expenditure i8 commonly described as ‘ charged to revenue ' which is
synonymous with saying ‘ charged within the revenne account’. Ex-
penditure ‘ not charged to revenue’ is similarly synonymous with
expenditure . ‘ charged outside the revenue account’. Reaources
outside the revenue account take the form of lvans, accumulated balances
of previous years, the revenue surplus of the year in question after all
expenditure chargeable to revenue has been met, and certain other
sonrces of income not classed as revenue.”

240, Outside these thousands of heads of classification or account,
there is a further broad division into Central and Provincial, the former
consisting of revenue and expenditure administered by the Central
Goverfiment and the latter including the revenue and expenditure
entrusted to the control of a local Government of a Governor’s province
under the Government of India Act. Provincial expenditure is again
divided into “ Reserved ”.or * Transferred ” according as the subject
on whi h it is ineurred is admnistered by the Governor in Council or the
Governor acting wich Ministers. The division of subjects into Central,
Provincial Reserved and Provincial Transferred is determined according
to the classification given in the Devolution Rules. The expenditure
under these heads ia further classified, under the Government of India
Act, into Voted or ﬁon—voted, accordi.g as it 18 subject to the vote of the
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legislature or not. A morg detailed examination of this subject will be
given in Chapter 15.

241. Purpose of detatled classification.—The object of all this elabgrate
classificgtion is to secure the utmost possible uniformity of accounting
amid the immense volame and variety of the financial transactions of
the Government of India; and thereby to render possible, not only
reliable comparisons between the accounts of different localities and
periods, but especially the preparation of budgdh estimates, or forecasts
of receipts and payments. (See paragraphs 103 and 104.) Classification
carried to this extent also compels eack disburser to 4 minute periodical
review of the public receipts and payments in his charge, and 80 makes
{or effective financial control and economy.

242. The Central Government (ineluding the minor local Govern-
ments, except Coorg,} the local Governments of Governors' provinces,
and Coorg, are separate Govertunents for purposes of classification of
revenue and expenditure. Subject to certain restrictions in regard to
inter-Governmental adjustments, the broad principle which governs
classification generally is that the head to which a receipt or payment
belongs has closer reference to the department in which it oceurs than to
1ts objects qr grounds, ,

243. Responsibility for classification.—The process of classification
has to be carried out most carefully and rigidly. The primary respon-
gibility for classification of bills, vouchers, ete., rests with the Adminis-
trative authorities. Thus, on the face of every bill or voucher received
from the treasuries should have been entered the divisions (that
13, Central, Provincial Reserved, Provincial Transferred, Non-voted,
Voted) and the major, minor and detailed heads to which the charges
it records belong; and similarly every item of receipt in the schedules
and monthly cash aceounts received from the treasuries should have
recorded on them the major, and in most cases also the minor and
defailed heads of classification. One of the most important duties of
Account Officers is to check before compilation the classification thus
entered, and where it ia wanting to classify the items properlyson the
bills or vouchers or in the monthly accounts. The treasuries in Madras,
the Forest Department everywhere, the Public Works Divisions with
the exeeption of cerfain big project divisions, the Telegraph branch
of the Indian Posts and Telegraph Department, and the construction
divisions of the Indian Railways, submit their accounts in & classifiedd
form ; and 1t is the duty of the Account Offices to check the corxert-
ness of the classification of every item booked in these accounts heforg
final compilation. -






79

Crar. 12.) THE AUDIT OF RECEIPTS, [ 244-246

PART IIL

The Main Principles and the Main Processes of
Audit,

CHAPTER 12.

The Audit of Receipts.

24L. Limitation of Receipt Audit.—From the tims when the work of
audit and accounts in India was first centralised, the test audit of
som> receipts, as for example, Customs rocoipts, receipts of State
Railways, revenue realised by officers of the Public Works Department,
roceipts of tho Posts and Telegraphs Department, receipts in aid of
Superannuation, efe., have been entrusted to the Audit Department,
while in the gase of other departmentabreceipts, such as Land Revenne,
Excise, Stamps, Jail Receipts, etc., the duty of seeing that the dues of
Government are regularly paid into the treasury has been entrusted to
the Dapartmantal Controlling Officors.

245, Proposed Extension of Audilor General's Audit of Receipts,.—
In his despatch No. 149 Finel, dated 28th November 1913, the
Becretary of State expressed the opinion that it was desirable to ex-
tend the scops of the Auditor General's audit over receipts generally,
but no material progress was made in this direction till the time of the
Reforms of 1919, '

248. Undor the Roforms a rule was included in the Auditor General’s
Rules that the Auditor (teneral shall, if so required by the Governor
General in Council, arrange for tho audit of the accounts of the receipts
of rovenue of any Government Department. In this connectidn the
Socretary of State remarked as follows :—

* Ag rogards rule 12, relating to the audit of revenue and stores,
I note that the Auditor General will only act if required
by the Governor General in Council. As regaldsetice sudit
of revenue, I would refor to paragraph 8 of the Marquis
of Crewe’s despatch No. 149, dated 28th"November 1913,
with which I am in entire agreement. I recognise that the
extension of the Anditor«Genigal’'s activities in the direc-
tion of audit of revenue “musy, owing to practical consi-
derations, be gradual, bdt I am of opinion that as oppor-
tunity offers his responsibilities in this refard should be
developed.”
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247, The question has on several occasiors engaged the attention of
the Central Committeq on Public Accounts, which in 1927 referred to
the fact thaj the ‘Secretary of State had twice drawn attention to the
matter. The Committee expressed the opinion that it has neyer been
systematically investigated by the Government of India ; but from time
to time the scope of audit of receipts entrusted to the Auditor General
under the rule quoted has been increased, and a number of accounts of
receipts has been added to the lists of those which were previously
under his audit control. In practice, whonever large cmbezzlements in
the accounts of a specific institution are disclosed, the Auditor General
i3 asked to undertake the audit of the roceipts of that institution.

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

249. Functions of Receipt Audit.—The check of recnipts divides itself
intt” the two functions of seeing () that all sums due .are received
ot checked against demand, and (b) that all sums receivod are brought
to credit in the accounts. '

/250, Qlock aguinst Demands. - A publi “ demand."” arises in India
ipgweways. Bither it isfi) a spocific demand, fixed or fluctuating, for
a contribution to the State Excheqyer, such as land revenue and excise
~all taxation is of this na’oure—-ur‘ai) it 15 & demand which arises in
consequence of some outgoing of Government property (stock) or Gov-
ornment cash or Government service, in which case it is a claim for o
*“ quid pro quo.” O{ the Jatter nature are demands set up by the sale
of Government lends, stamps, forest produce, etc. ; by Government cash
advances and remittances ; and by Government services, such as State
Railways, Telegraphs, ote.
v 851, The check against (i), the specific demand, is always exercised
in one way : the demand, if fixed, is entered in a register and the reccipts
satisfactions of it are checked and entered agamst it : i fluctuating
(n3 in tho case of excise and customs duties, ete.), a Government staff
is employedeto watch the opar:‘ions on which the demand depends and

to collect the ducs. In India}this check is in most cases left to the
rovenue-collecting authorities.

v 252. The chock against (1) varies according to the nature of the
domand, L

(«) Whero the demand srises in consequence of some outgoing

of Government property (stock); Audit can only operate if it recoives

returns of the property, such as the monthly retwins of stamps and

opium sent ‘oy the treasuries to the Aundit office, The check then
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—
consists in seeing that for evePy reduction of stock in the return there is:
an equivalent cash credit in the accounts.

(b) Where the demand arises in conscquence of some outgoing’ of
Governmen®. cash, as in the case of advances and remittances, Audit
exercizes a direct and completo check) vrtering the outgoing in a register
and watching and recording the receipt against it.

(e Where the demand is occasioned by some :)utgging of Govern-
msnt service, as in the caso of Stats Railways and Telegraphs, the dues
are_culleeted by the Government staff working the service and their
colloction is subjected by Audit to check, the extent of which is pro-
seribed in each casc.

233. There is a third class of receipts which occurs without reference
to demands, or, a8 it were, casually. Of this nature are deposits (such
as those in the Post Office Savings Bank) and payments to Government
for money orders. These are repayable; Government acts in-regard
to them as a banker or remitter ; they are not Government dues and
Audit can exercise no function as to their receipt. It does, however,
cheek onch repayment against the original receipt.

2:4. To sum ap, the foregoing analysis indicates that Audit plays
an extremoly limited {(though, so far as it goes, important) part in ensur-
ing that the Government roceives the sums of money due to it, that
ia, in protecting Government against fraudulent or inadvertent omissions
to realise its cnormous cash dues. Tn the main, however, this task
is loft to tho revenue-collecting authorities.

255, Cleck of Credit in uccounts.—The second check in regard to
reccipts is to see that all sums received on bhehalf of Government are
brought to credit in the accounts. The sums duo to Government are
sither paid by the peisons concerned dircct into the treasury or paid to
a Governgnent servant who is required to receive the same and remit
them to the treasury. In the latter case, it is left. to the revenue autho-
rilies concerned to see that sums received by the members of thewr
departments are paid into the tressury. The fask of the Audit De-
partment thon resolves itself into seeing that all sums of money paid
into the Government treasuries are credited by the treasury staff in their
accounts. The first or mhin safeguard to this end, that ia, against
orror or fraud on the part, of the treasury staff, is the printed Tecsipts
witich have to be given for all payments into a treasury. If audit could
collect ull these recoipts it would posscss an almost perfect check over
the credits in tho treasury gecounts. But, apagt from the fact that the
Audit Department is debarred from ts,kingtl sugh action, fhis.course
is hot feasibile ; the reccipts aro required by the pgyers ms proof of their
payments and to protect them against a fecond demand., 11.1 goneral
they remain in the back-ground as a moral safeguard and only operate
actively when some inquiry arises, or the repaymant of something in
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the nature of a deposit is required. To ‘establish a more immediate
connecticn beSween payments and credits, Audit sends all the large
civil rovonue-paying Departments (such as Land Revenue, Stamps
Excise, etc.) monthly returns of tressury credits. These thdy compare
with their own records, and differences brought to notice are settled.
The great non-civil departments (Public Works, Railways, Posts and
Telegraphs, etc.), and the Forest Department send the Audit Office
information as to their’ payments into tho treasuries which it
compares with the treasury credits ; Courts of Law send to the Audit
Office returns of fines paid into the treasury. In this way a very
large proportion of the credits in the troasury accounts are verified
without much delay, and errors or frauds on the part of the revenue
treasury staff are pro tumto prevented snd corrected. This is a most
important and valuable function of Audit.

268. Nature of audit functions n relation to Receipts.—~Where the
audit of receipts is required to Le conducted by the Audit Department
it should not be directed so much to s mechanical check of items
credited as—

\/'(i) to soe that adequate regulations and procedure have been
framed to secure an offective chock on the assessment,
colloction, and proper allocation of revenue ;

1i) to see that such regulations and procedure are being carried
out ; g.nd
J (iii) to make a test examination ag to the corroctness of the sums
brought to account.

257, It will, therefore, be scen that such audit of receipts is not con-
fined to the limits of the check mentioned in paragraph 249. The
Audit Department is also at liberty to inquire of departments, which
are receivers of public money, what checks are imposod aguinst the
cpmmission of irregularities at the various atages of collection and
accounting and to suggest improvementa in procedure,
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CHAPTER 13.

The Audit of Expenditure,

258, Kssential conditions governing expendilute—Every payment
of money on Government account involves three principdl processes :—

(a) The submission of a claim ;
{b) The disbursement of the,money claimed ; and
{¢) The incorporation of the transaction in the Accounts.

It is clear, however, that a disbursing officer must have some criterion
whereby he can judge the equity of a claim s0 made, and can justify
his action in making a payment in satisfaction of it. 'We have there-
fore to comsider what conditions regulate public expenditure.

L2890, The incurring of expenditure from the revenues of India is
governed by the following essential condit.ions —

(i) that there should exist sauctions, either special or general,
accorded by compotent authority, authorising expenditure ;

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

(iii) that the expenditure should bo incurred in accordance with
the financial rules and regulations framed by competent
authority ;

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

280. Duty of Audit.—As has already beon stated, the Auditor General
is responsible for the efliciency of the audit of, exponditure in Indi}
from the vevenues of India. The Audit Department is, therefore,
charged with the duty of auditing all classes of such expenditure to see
that the administrative authorities comply with these essential condi-
tions. Therefore the audit of oxpenditure follows the lines o these
conditiona,

261. Conditions (i}, (ii) and (iii) are governed by Statute, a¢ embodied
in the Government of India Act, and in statutory rules made thereunder,
and by executive ordera issued by competent adthority ; and condition

(iv) is regulated by certain canons of financial propfiety laid down by the
Secretary of State in Council in rule 11 of thoe Auditor General's Rules.

262, In conducting the audit in respect of the first three ednditions
the auditor is performing quasi-judicial functions, in that he has to apply
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the rules and orderg as they atand, irrespective of the position of the
person against ‘whom they are enforcod. He may not relax or waive the
r;ﬂ;;xcept where he is specifically empowered to do so.

83. In conducting the audit.in.respoct of propriaty the fudit officer
has to scrutinise the expenditure from the point of view of an adminis-
trative authority. He is required to see that the general principles of
legitimate finance are borne in mind hoth by disbursing officers and by
sanctioning authorities, and it is his duty in audit not only to offer any
necassary criticism of their acts, but also to assist them in protecting the
interost of the tax-payers, in developing revenue, and in effecting econo
mies in expendituro wherever possible. This class of audit, which ij
ordinarily known as Higher Audit, is, therefore, not a matter of merg
application of rules and rogulations. It requires an intelligent an
detailed scrutiny directed to the aveidance of wasteful and extravagait
expanditure.

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

Audit of Sanctions.

285. The first condition goverming ewpenditure.—As oxplained in
the previous Chapter, the first of the important functions of Audit is to
seo that each item of expenditure is covered by the sanction of the
authority competent to sanction it. The duty of audit in this regard
is thus very simply stated. Its complexity lies in the knowledge
and the correct application which are required of the principles
involved and of the present comstitutional position.

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

267. In smaller matters, such as contingent expenditure, sanction
may be rogarded as being accorded by the signature or countersignature
of a bill; and in such cases it is the duty of the Auditor to seo that no
item in the bill actually requires the sanction of a higher authority then
the signing or countersigning officer, But the term * sanction audit”
is more ospecially applied to the work of examining separately communi-
catod orders authorising the incurring of specified expenditure. After
the order of sanction has been audited and recorded, the audit of the
expenditure against the recorded order becomes a matter of audit in
rospect of regularity. See paragraph 338,

268. Independence of Audit in relation "to Sanction Audit,—The
“ independence of audit ”, to which a reference has been :nade in
Chapter 4, is of especial importance in rclation to this branch
of audit work. The Auditor General in India is himsolf inde];endant of
the Governmont of India, but the Officers of the Service are ndt. 4s
tho latter are members of a Central Service, no question of “ independ-
ence '’ arises in respect of their Audit of Sanctions accorded by local
Governments o: their officers, or by any aythority subordinate to the
Government of India ; but it decs arise when they are required to audit
sanctions aceorded by the Government of*Indip itself because they are
subordinate to the authority whose sanctibns they audit,

»
2689. The difficulty was met by provision made in the rules originally
framed under Section 96D (I) of the Governmen? of India Act of 1919
that the audit of sanctions to exponditure accorded by the Governor
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General in Council should be under the itélmadiate supervigion of the
Auditor General] and that no officer employed immodiately under the
Auditor General on this duty should be subject to adverse disciplinary
action by the Governor General in Council in respect of the difcharge of
such duties. All such sanctions were then audited by * Auditors of
Governmont of India Sanctions.” These posts, though still theoretically
nacessary, were later abolished, end the audit duty was retransferged
to the offices auditing the expenditure against such sanctions, on the
basis of a convention that, in the event of an audit objection being
raised with which the Government of India did not concur, the matter
should be taken up by the Auditor Géneral himself.

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

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

272, History prior to Reforms of 1319 —The first regulation which
defined the authority for sanctioning expenditure from the rovenues of
India was Section 41 of the Government of India Act, 1858 (21 and 22
Vic. Cap. 106), which subsequently appeared as Section 21 of the Govern-
ment of India Act, 1915, and ran as under :—

* Tho expenditure of the revenues of India, both in British India
and elsewhere, shall be subject to the control of the Secre-
tary of State in Council ; and no grant or appropriation
of any part of those revenues, or of any other property
coming into the possession of the Secrelery of State in
Council by virtue of this Act, shall be made without the
eomcurrence of a majority of votes at a meeting of the
Council of Indie.”

273. Thus the entire retspnnsibility for thé control of expenditure
from the revenues nf India was vasted by the statute in the Secretery
of State in Council. In ordei, however, to provide for the speedy
disposal of public business, the Secretary of State from time to time
prescribed “limits withjn which expenditure might be incurred by the
Governmeni of India without previous reference to himt bn each
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occasion. These instructions, before 1889, were dmbodied in executive
orders, rules and regulations issued by the Secretary of Stale. But it
was not fintil 1888 that any steps were tuken to provide that expenditure
wrongly incurred without the sanction of the Secretary of State should
be challenged in Andit.

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

275. Thoroafter there were numorous revisions of this Resolution,
and the last edition prior to the introduction of the Reforms of 1919
{known as the Main Audit Rosclution) was issued on the 4th March
1913. Between that date and the timo of tho Reforms the matter was
brought morc and more prominently t¢ notice, and the Secretary of
State latterly "extended and insisfed upon his powers of interference.

278. Delegations to local Governments and Subordinate Authorities-—
As rogards tho growth of the powors granted to local Governments,
it is sufficient to note that an important reusolution was issuod in
1897 defining those powers. Since then, as a result largely of the work
of the Decentralization Commission of 1909, their powers were increased
considerably and a now Resolution defining the powers of sanction of
local Governments in respoct of Provineial and Imperial oxpenditure was
issuod in July 1916, This was known as the Provincial Audit Resolu-
tion,

217, History of delegation—~The Statutory Rule quoted in para-
graph 272 required that all expenditure in India should be sancticped
by the Secretary of Btate in Council. It was not until many years
later that it was realised that this Statutory Rule gave the Sacretary
of State in Council no power to divest himself of this responeibility,
and that he could no# make any general assignment of his control,
either to tie Government of India or to amy province “ors bady
subordinate to it, without an evasion o" the spirit and an infraction of,
the lettor of the Act of Parliament. In 1916 the following proviso was
added to Section 21 of the Government of Ingdia Act, 1915, in order to
got over this difficulty :—

‘“ Provided that a grant or approprigtion madein accordance with
provisions or restrictions prescribed by the Becretary
of State in Council with the concurrence of a nwajority of
votes at a meoting of the Council shal'be deemed to be made
with the concurrence®of a majority of such votes.”
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This amendment riade the position clear and legalised the delegation
of ‘powers by the Secretary of State to authorities in India.

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

279. The Resolutions defining the powers delegated by the Secretary
of State to the Government of India and to the local Governments, and
the rules defining the extont to which the dolegated puwera could be re-
delegated to the subordinate authorities, were revised up #o the lst June
1918 and published in a volume called the *“ Book of Finencial Powers.”

280, Control by the Government of India over local Governments
before the Rcforms of 1919.—The control of the Secrotary of State over
the powers of expenditure of the Government of India and of the local
Governments hus so” far boen examined. It i3 now necessary to
deacribe briefly the constitution: 1y auition before the Heforms of 1919
as regards the powers of control of the Government of India over
local Governments. Undor Soction 45 of the Governnwnt of India
Act, 1915, evary local Governmsnt was bound to obsy the orders of
the Governor General in Council and *“to keep him constantly and
diligently informed of its proceedings in all matters whick in ite
opinion should be reported to him or as to which he requires inform-
ation . Bince the CGovefnment of India were gensrally responsible
for provincial solvency, the financial control that was exercised was
detailed as well as rigid, and financial settlements were based definitely
on the roquirements of the various provinces. So far as provincial
expenditure was concerned, tho local Governments exercised limited
powers delegated to them by the Secrotary of Btate.

981, Relevant features of the Reforms Scheme in regard to Provincial
matters~One of the fundamental principles, or which the new consti-
tution under the Roforms of 1919 was based, is that the Provinces should
ba given the “ largest measure of independence of the Government of
India which is compatible with'the due discharge by the latter of its own
responsibilities 7. This was effected partly by complete separation of
the sources of revenus and partly by relaxation of the orders under
which proposals for provincial oxpenditure had $o be submitted to the
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Becretary of State for his approval The followm% i8 & brief descrmtlon
of the measures adopted to achieve this object :—

{(§ In Governors’ Provinees the functions of the local Govern-
ments have been distinguished from those of the Govornor
General in Council by a division of the subjects which
are placed under their respective administrative control.
Those subjects which remain under the administration
of the Governor General in Council are called “ Central ”
subjecta, whilo thoso which have been placed under the
control of the lopal (lovernments are called ““ Provincial
subjects. The local Governmenta frame their own budgets
which are passed by the Legislative Councils, which
contain 4 large elected majority.

(ii} Tho provineizl subjocts have beon further divided into (a)
“ Transferred ” and (I) “ Reserved .  The former includes
those subjects which 1t was considored could be entrusted
to the populer control and have been placed under the
charge of tho Governor acting with Ministers, who are
appointed from the elect8d members of the Legislative
Council. The latter class includes subjects which have
not been so translerred and are placed under the charge
of the Governor in Council.

Nore—A complete list of gubjects classified s Central, Provincinl reserved and
Provincial transferred, respectivoly, is given in Schedules I andd 1, of the Develution Rules.

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

{iv) Under the rules framed under Section 96B (2) of tho Govern-
ment of Indin Act, the power tq make rules regulating the
method of recruitment, counditions of service, pay, allow-
ances and pensions of provincial and subordinate services
anil of offigers holding special posts has been delegated to
the local Governments of Governors’ Provincey.

(v) In regard to expenditure on provmclal transferred suh]bcts
the local Government, that 1s to say the (overnor actin}
with Ministers, has been given full powers exvept in rospect
of All-Indfa Services and ¢ i'ﬂiﬁoers holding the King’s
Commission. The local Gowernalont has also been autho-
rised to delegate any of ie powers 0 an sutherity sub-
ordinate to it, after previous consultation with the Finance
Departmont, to such extent as may be roquited for the
convenient and officient despatch of public bysiness.
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(vi) In regard to expenditure on ptovincial reserved subjects,
the powers of sanction of the local Governments, that is
to say, the Governors in Council, have been very largely
increased either by rulos mado under the Act, wiich have
received the approval of both Houses of Parliament, or by
executive orders of the Secrctary of State, and they have
now full.powers, except in respect of the following:—

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

(6) Tho expenditure of thd Provincial Governora;

{c} Rovisions of establishmont involving an annual ex-
penditure exceoding a cortain limit;

{d) Capital exponditure upon irrigation and navigation works,
including docks and harbours, and upon projocts for
drainage, embankment and water storago and the
utilisation of water power, where the original esti-
mate exceeds Rs. 50 lakhs.

The_local Governments may also, with the previous consent of the
Finance Department, delegato such power upon such conditions as they
may think fit to any officer subordinate to them.

282. The introduction of the Reforms of 1919 has, therefore, had the
offect of handing over the control over expenditure in respoct of provineial
transferred subjects from the Secretary of State in Council to the Legis-
lative Councils, except in the case of All-India Services and of Officers
bolding the King’s Commission. Inregard to provincial reserved sub-
jocts the Secretary of State still retains his statutory control ; and the
powers of expenditure on these subjects enjoysd by the local Govern-
ments are derived from delogations made by him under the provisions
of Saction 21 of the Act.

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

284. Thé Governor General in Council has power at his discretion to
sanotion on behalf of the Secretary of State in Council the following items
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-
of expanditure in cases in which they require a refegenca to the Secretary
of State :—

(af the grant in an individual case of any increass of pay; or
{b) the creation or extension of a temporary post,

If he himsclf does not exercise his diseretion and sanction the proposal,
he may, and, if he dissents from the proposal, shall forward the applica-
tion with his recommendations, and with such further explanations of
the proposal as he may have seen fit to require from the local Govern-
ment, for the orders of the Becretary of State in Council.

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

288. Powers of the Government of India in regard to Central subjects.—
With regard to “ Contral” subjects, that is to say, subjects under
the control of the Central Government, the powers of the Govern-
ment of India have also been considerably enhanced, but in the matter
of control by the Secretary of State the position is the same s in the case
of provineial reserved subjects. The classes of expenditure from Central
Tovenues upon subjects other than provincial subjects which the Gover-
nor General in Council may not sanction without the previous consent of
the Secretary of State in Council are clearly defined in the new * Book of
Pinancial Powers ” and, in rospect of Railway matters, in a separate
publication entitled the “ 8chedule of Powers of the Government of
Indin, Railway Dopartment (Railway Board}”. It has also been pro-
vided that the Governor General in Council can delegate the powers
possessed by him either to any officer subordinate to ham, or t= a local
Government acting as his agent in relation to Central subjecte, upon
such condition as he may think fit. 'The orders of delegatipn passed
under this rule may contain a provision for re-delegation by the author-
ity to which the powers are delegated.

287, Brpenditure involving higher sanction at a later date.—Another
important limitation put upon the of the Governor 'n
Council and the Governor General in COK il In regpect of Provineial
reserved subjects and Central sub]ests respectwely 18 that the
sanction of the Secretary of State in Council is necesshry to any
expenditure which is likely to involve at a later dgte expendithre beyond
the power of sanction of those authoritics.
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—

288. This rule was previously included it the old Main Audit Resolu-
tign; but at #he Vime of the Reforms it was transferred to the
Auditor General’s Rules as one of the canons of financial proprigty, which
made the Auditor General responsible for sesing that no authority should
incur any expenditure which might involve at a luter date expenditure
beyond its own power of sanction. The cffect of the inclusion of this
rule in the Auditor Géneral’s Rules was that, in case of a breach of this
canon, audit could report the matter to the Governor General in Council
or to the local Government as the case might be ; but if the matter was
not redressed by such report, all that audit could do was to require its
report by the Finance Department 'of the Government concerned to
the Public Accounts Coramittee (Rule 14 (i) of the Auditor General’s
Rules). This course was not considered to be proper in cases in which
the Secretary of State is the authority directly concerned, and when
audit holds that an authority in India has accorded a sanction which
should have been accorded by the SBecretary of State.

289, The defect in this rule was therefore brought to the notice of the
Becratary of State by the Auditor General in paragraph 55 of his letter
No. 234 Rep/4-28, dated 10th duly 1928, forwarding the Appropriation
Acoounts for the year 1926-27 and the Reports of the Audit Officers
thercon ; and in 1929 the rule was retransferred from the Aunditor General’s
Rules to the various Books of Financial Powers.

290, {#) The following is an example of s case falling under this
rule. A local Government wished to create certain temporary appoint-
ments as an cxperimental measure with the object of constituting smail
areas within a district with a gazetted officer in charge of cach. It
was considered almost certain that the result of the experiment would
be the iutroduction of the system permanently in that province. It
was held then that it would probably involve at a luter date expendi-
ture beyond the powers of the Government of India and that thé sanc-
tion of the Secretary of State should therefore be obtained in the first
inste.nce.

(b) Another typical example is 2 case in & Governor’s province in
which an additional post of a Chief Engineer was sunctioned for 7%
years ond a member of the permanent estaldishment was appointed
to that pest. In consideration of the arduous nature of the work and
other reasons, a special pay of Rs, 300 was granted by the local Govern-
tent for two years to the holder of the post. Under the rules in force
the continuance of the special pay beyond two years required the sanc-
tion of the Secretary of Stdce in Council. The local Government sanc-
tioned the special pay fo¥ twek years only on the ground thet the mncum-
bent of the post was'due tb retire after that period. The grounds alleged
for its grant would, however, be equally applicable to his successor ;
and consequently there was every likelihood of the special pay being
continued beyond that period. It was therefore held in audit that the
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sanction of the Secretary of State in Council should be obtained mltlally
to the grant of the special pay in question.

201. Gwuping for the purpose of sanction.—A further important
peint in the old Audit Resolution was the statement that, in determin-
ing the authority competent to sanction a work, a group of works
which forms one project shall be considered as one work, snd the
necessity for obtaining the sanction of a higher authon:y to & project ir
not avoided by reason of the fact that the cost of each particular work
in the project 1w within the powers of sanction ol the lower
authority. Though it has not heey considered necessary to include this
principle in the several Books of Financial Powers, it is still in force
and has been issued as an Audit Instruction by the Auditor General.

202. It is very difficult to devise any general formula which will in
each case decide the question whether two or more schemes or projects
must be considered so counected as to form essentially one scheme or
project. 1t was ruled in 1916, with the approval of the Sccretary of
State, that the following two tests should be applied :(—

(i) Can the expenditure on any losal srea or in respect of one set
of conditions be confined thereto or muat it lead to further
outlay ?

{ii) Is there a central idea underlying a scheme for one establish-
ment which 1t is intended to apply to other establishmenta

For the practical application of these tests, the following instructions
were aleo issued with the approval of the Secretary of State for the
guidance of the Aucht Officers :—

(i) In dealing with specific cases, the initial presumption should
be in favour of a local Governinent’s contention that the
particular scheme does not involve further expenditure
which would require the sanction of higher authority, and
the Audit Officer should not trawerse this coniention with-
out what he deems fo be cogent evidence to the contrary.

(i} If an Audit Officer holds that, slthough a scheme does not
require the®Secretary of Statc’s sanction by reason of ite
own magnitude, but ought to be submitied to him heeause
it is likely to lead to a larger scheme, he is not entitled to
require that the first scheme be held up untik the dedails of
the larger scheme have been worked out. All be is entitled
to say is that the first sch(‘ne requires the Secretary of
State’s previous sanction by®reason of the fact that the
expenditure which it invoives canfiot really be kept within
the limit of the financial powers of the local Government,
but will lead later on to larger, perhaps mwch largm',

outlay.
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(i1i) Where & Jocal Government has made provisional arrangements
pinding the introduction of & larger and more satisfactory
scheme, these arrangementa must be freatedr by them-
selves, They are not a part of the larger scheme, but
merely & substitue therefor.

203. In 1920, the Government of India made an amendment with
the approval of ¢he Becretary of State in the Book of Financial Powera
to the effect that, in order to determine whether a particular item is or
is not part of a schems, the test is whether the Government is ready to
go on with the scheme even though sanciion is refused to that item.

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

(i) In connection with the Dacca Capital Project, the Secretary of
State, in April 1909, expressed himself to the following effect :(—

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

{a) In 1876, the Government of India proposed to spend
£160,000 on improving tho sanitation and water supply of
Bimla, erecting quartersjfor officers and clerks, and other
measures, end this expenditure was sanctioned by the Secre-
tary of State. In the following year the Government of
India submitted a statement showing that in. addition to the
items already sanctioned they contemplated the construc-
tion of a new house for the Viceroy, that they had spent
£7,000 in acquiring a site, and that pending the comple-
tion of the designs and estimates they had ordered improve-
ments costing £10,000 in the house which His Excellency
then occupied. In his reply of the 7th June 1877, No. 29-
Public Works, the Marquess of Salisbury decided that these
expenscs and any others which it might be proposed to incur
at Simla for the purpose ofsmaking it more suitable as
Summer Residente for the Viceroy and his officers must be
looked upon as belonging to the same work as that
for which expenditure has already been sanctioned, and
that it would, therefore, be necessary before the proposed
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additional works were actually commengced that estimates
for their construction should Be sanctioned in thg reguian
manner and approved by Her Majesty's Government. The
Earl of Kimberley’s concurrence in the views of the Mar-
quess of Salisbury was clearly and emphatically expressed
in his Despatch No. 3-Public Works, dated 12th February
1885.

{6} In 1907, as you are aware, I decided that various itema of
expenditure incurred for the acquisition of certain sites
and construction of buildings to provide additional accom-
modation for the Viceregal Establishments at Calcutta
must be regarded for purposes of sanction as one scheme,
although the several buildings were dealt with by you as
scparate schemes,

Having regard to the precedents I am unable to decido otherwise
than in the sense suggested by the Examiner the question now under
consideration, but I may obsorve that even if no precedents wero avail-
able T should be of opinion on general glonunds of reasonableness that
the works included in the building programme required for the estab-
lishment of a new Provincial Ilead Quarters must bo regarded for the
purpose of Financial sanction as forming one project.”

(i) The Secretary of State in his Railway Despatch No. 48 of 1913
accepted the proposal of tho Government of India+which may be sum-
marised thus: “ The Railway Board proposes that interdependence
should be the dotermining factor in deciding whether two or more works
must be rogerded as forming a group of works for purposes of sanction.
We agree that this is the principle which should ordinarily be adopted
....... , We would add that in emphasising the importance of the
principle of interdependence as the test to be ordinarily applied we do
not desire rigidly to fetter the discretion of audit authoritics as there
may be circumstances in which grouping may be held necessary with
reference to financial considorations even though the test of inter-
dependence is not clearly satisfied.”

Thus, at least in the "cage of Railwey works, the interdegendence
of works hus been regarded as the determining factor. It has shere-
fore to be considered in each case whether or not a particular work is
complete in itself for the purpose it is intended to serve, indepondently
of the construction of another work of the.same or a different class,
whether in juxtaposition to it or separated §romsit: by a distance.

(ili) In 1914, in connection with the stransfer of the headquarters
of the Sibsagar District from Sibsagar to Jorhat and the consequent
expenditure on several new works in the new district headqudrters, the
cost of which if grouped together would have exceeded the ,powers of
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sanction of the Gévernmant of India, the Auditor General expressed
his opinion as under :—

“In this particular case, 1 do not think that mere coiucidence of
time and space necessarily brings -all works within one project. There
must he a link of purpose as well as of time and space.”

{iv} The Sesretary of State decided that the following were to be
considered as schemes for purpose of sanction :—

(1} Various improvements in the accommodation for the Viceroy’a
entourage at Calcubta tarried out at the same time,

{2) Revisions of establishments for the offices of—
{#) The Chief lingineer and Seccrstary.
(#) The Examiner, Public Works Accounts.

{33) The Circle, Divisional and Sub-Divistonal Offices necessi-
tated by the creation of the new province of Eastern
Bengal and Assam,

(v) The Anditor General treated the following as * schemes  for the
purpose of sanction and these decisions were accepted without comment
by the Secretary of State . —

(¢} The changes accepted by the local Government on the report
of » Committee to enquire into the methods of work, the
rates of pay and the adequacy of the subordinate estab-
tishments in all Government offices in the United Provinces,

(¢2} The increase in cost, over that shown in the original propusi-
tion statement for the estinated cost of effecting all the
changes effected in the United Provinces as a result of the
report of the Police Commiysion, when all those changes
had been carried out and the actual cost could be stated.

{vi) The Royal Deceutralization Commission in paragraph 132 of
their report stated : “ The question to be asked in such a case is whether
expenditure in one or two districts could stop there or whether ib must
inevitably lead to outlay elsewhere. In the folmer case the expenditure
immediately contemplated should be considered by itself, in the latter,
the finanecial result of its general application must be taken into account.”

205, So far, expenditure incurred at or about the same time has heen
considered. But account kas alvo to be taken of expenditure which will
be incurred at s comparitivg'y distant date. Such expenditure need not
be included in the cust of a scheme, unless the object of the expenditure
is a direct and inevitable consoquence of the expenditure on those parts
of the scheme which are to be undertaken at or about the same tims,
which expenditure has to be included in the cost of the scheme for the
purposs of sanction.
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208. Inasmuch as the power of sanction depends upon the amount
of an estimate, there must be sometimes a temptation, to keep an estimate
within the powers of sanction of & subordinate authority by: ornitting
from it a few of the less important features. It is important, then, to
have some working rule as to the subsidiary works which must be in-
cluded in the project estimate of a large scheme, This rule may be
oxpressed thus:—“A project estimate for s scheme should contain
estimates bf all those subsidiary works which are essentjal in order that
the scheme may fulfil the purpose for which it wus undertaken.” Tt
is also desirable that it should contain estimates of all those works which
are essential in order that the scheme may meet the probable immediate
demand for the service to render Which it is undertaken. But Audit
cannot insist on the acceptance of the latter proposition in the framing
of estimates while it can in respsct of the former,

287. Though it is difficult to formulate these rulesin words it is easy to
show their application to concrete instances. If a Railway is being
constructed it must have at least one line of rails, and some stations,
engines and rolling stoek, and tho cost of these must be included in the
project estimate. To meet the probable immediate demand it might be
preferabls to have a broad gauge lins and stations every five miles, and if
the money were’available it would be more economical to build the line
on that scale at once. But if it bo decided to build the Railway on the
metre gauge with staions every ten miles, and if thereby the estimated
cost bo brought within the powers of sanction of a lower senctioning
guthority, Audit can raise no ebjection.

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

299, Sanction to expenditure on public Services.—In dealing with
the audit of sanctions it is necessary to indicate how the powers of

sanction to expenditure on public Services are affected by the Reforms
of 1919.

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

301. Under the provisisns of Sections 2¢ a.nd 0 of the Act, appoint-
ments to public Services are sometimes ada by gcontract effected
between an individual person and the Secretary of State in Council or
an authority in India on behalf, and in the name, of the Setretary of
State in Council.

B
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' 802. Soction 96B (2) of the Act authorjses the Secretary of State in
Council to make rujes regulating the classification of the civil Services
it India,cthe nlethod of their recruitment, their conditions of service,
pay and allowances, and discipline and conduct, Such rules may, to
such extent and in respect of such matters as may be prescribdd, delegate
the power of making rules to the Governor General in Council or to local
Governments, or authorise the legislatures in India to make laws regu-
lating the publie Services.

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

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

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

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

Nore.~Clause (2) above covera the case of certain Railway servants and others, in
respect of whom separate Classification Rules are in contemplation.

304. The classification made under these rules divides the public
civil Services in India into six classes—
(I} the Ail-India Services;
(II) the Central Services, Class 1;
{ITT) the Central Services, Class 1T ;
¢IV) the Provincial Services ;
(V) the Specialist Services;
(VI) ‘the Subordinate Services.
305. (s} The power tb Cl'.nake rules regarding the method of recruit-
ment, conditions of sérvicl, pay and allowances, etc., of the All-India
Bervices, and of ﬁﬂibafy Offipers and Officers of the Royal Indian Marine

holding the King’s Commission, who are appointed to a post in any of
the public 8ervices in India, is reserved to the Secretary of State in Council,
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(6) Tn regard to (II), the power to make rules regulating the condi-
tions of sermiee, ete., of the Central Services, Class I, has (with specified
exceptions) been delegated to the Governor General in Council, subject
to the control of the Secretary of State in Council in certain respects.

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

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

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

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

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

307, Delegation of power.—As pointed out in paragraphs 277 to 279
above, the question of delegation was very complicated before the in-
troduction of the Reforms, At present, howeyer, the Governor General
in Council and the local Governments have blen glven specific pewers
and they are at liberty, after pravious consujtation with the Finance
Dopartment of their Government, to delegate, with or withou condi-
tions, to any officer subordinate to them, or (in the case of the
Governor General in Council) to a local Government acting in rslation
to Central subjects as the agent of ths Governor General in Council,
any of the powe:s of sanctioning expenditure which they themselves

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

308. Period of Validity of Sanclions—Any sanction accorded by a
competent authority remains valid for the specified period for which
it is accorded, subject in the case of voted expenditure to the voting of
supply by the legislature in each yest. °

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

Audit against Provision of Funds,

810, The second condition governing expenditure.—The second of the
four main conditions governing expenditure, mentioned in Chapter 13,
which Audit has to examine, 18 that there iz provision of funds sanc-
tioned by competent authority fixing the limits within which the
expenditure which is being audited may be incurred.

311, Auwthority for sanclion of funds.—For the purposes of determin-
ing the authority which can provide funds, the Government of India Act
of 191Y divides expenditure into two classes, namely, {1) Voted and (2}
Non-voted. The former olass includes the items for which the
provision of funds is subject to the vote of the legislature ; while funds
for the latter 8lass are sanctioned by Government without reference
to the legislature. The latter class includes only the following
items :—

CENTRAL EXPENDITURE.

(i) Interest and sinking fund charges on loans.

(if) Expenditure of which the amount is prescribed by or under any
law.
{iif) Salaries and pensions payable to or to the dependants of—

(2) persons appointed by or with the approval of His Majesty or
by the Secretary of State in Council ;

(6) Chief Commissioners and Judicial Commissioners ;
{c) persons appointed, before the first day of April 1924, by the
Governor Geperal in Council or by a local Government, to

services or posta classified by rules under the Act acsugerior
services or posts;

(iv) Sums payable to any person who is or has been in th? civil service
of the Crown in India under any order of the Secretary of State in Councii,
of the Governor (General In Council, or of qu Governor, made upon an
appeal made to him in pursuance of rules mhde under, the Act.

(v) Expenditure classified by the order® of the Glovernur General in
Council as—

{a)} Ecclesiastical ;
(b} Politicsl ;
{¢) Delence.
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ProvincialL EXPENDITURE,

(i) Contributions payable by the local Government to the Governor
General in Conneil. :

(ii} Interest aild sthking fund charges on loans.

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

(iv) Salaries and pensions payable,to or to the dependants of—

(¢) persons appointed by or with the approval of His Majesty
or by the Secretary of State in Council ;

(6) Judges of the High Court of the province;
(¢} the Advocate General;

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

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

Xore.—The expression " salaries and pensions,” as usad in clauso (iii) of the Centenl
Expenditure and in olause (iv) of the Provincial Expenditure, includes romunsration,
allowances, gratuities, any contributions (whether by way of interest or othorwise) oub
of the rovonues of Indin to any provident fund or family pension fund, and any other
pavments or emolumenta daynble to or on nccount of a persen in respeoct of his offics.

312, Budget.—A statement of the estimated annual receipts and
expenditure of the Governor Generalin Council, in respect of central
snbjeots, arising both in India and England, is prepared by the Finance
Department ana presented to the Central Legislature. This staterent
is generally known as “the Budget.” A similar Budget is prepared
by the Finance Department of each local Government in respect
of srovincial reccipts and expenditure, and is presented to the Pro-
vincial Legislative Council.

313. Demands for Grants.—The proposals of the Governor General
in Council or of the local Government, in reppect of money req.ired
for votedeexpenditure included in the Budget, are submitted to the
vote of the legislature in the form of “ Demands for Grants.” It is
for the Finanec Member to settle the form in which the demands
should be presented, but ordinarily a separate demand is proposed
for each Department of Guvernment. Each «demand contains, first,
a statement of the tota? amt:lrnt required, then, a statement of the
detailed estimate untler each dgmand divided into items, The demand
is however gubject to the restriction that, if any expenditure requires
the sanction of the Secretary of State in Council, it should not be
inciuded in, it unless the required sanction has already been obtained.
An exception to this rule is allowed ift cases of extreme urgency, where
the time availsble is ¢to short that sanction cannot be obtained even
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by telegram ; but in such cases a report is required to be made to the
Secretary of State as soon as possible after the presentation of the
demands,

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

315, When the demands for grants are presented, the Central legisla-
ture may act in any of the following ways when Yoting upon cach
demand ;—

(2) It may assent to the demand;
{5} It may refuse its assent to the demand ; or
(¢} It may vote a grant of an amount less than that demandad.

A provineial legislature may act similarly ; and may also, when re-
ducing the amount of & demand as at (¢) above, specify the particular
itern or items of expenditure proposed in the demand which it intends
should be omitted or reduced as the case may be.

316. Powers of the Governor General and of Governors.—The control of
the legislature is not, howevor, final, ns the Act gives the Governor
General and tfle Governors certain powers, which are detailed below, to
incur exponditure even though it has not received the assent of the
legislature.

CENTRAL EXPENDITURE.

‘ The demands as voted by tho Legislative Awsemnbly shall bo sub-
mitted to the Governor General in Council who sholl, if ke deciares
that ho is satisfied that any demand which has been refused by the
Legislative Assembly is essentinl to the dischurge of his responsibilities,
act as if it had been assented to, notwithstanding the withholding of
such alsont or the reduction of the amount therein referred to, by the
Legislative Assembly.

Notwithstanding snything in this section the Governor General shall
huve powor, in cases of emergency, to authorise such cxpendituvre as may,
in his opinion, be nacessary for tho safety or tranquillity of British India
or any part thereof.”

Provincial EXPENDITURE.

“ The local Government shall have power, in relation to any such
demand, to act a8 if it had been assented io} notwithstanding the with-
holding of such assent or the reduction odthe Wmount therein referred
to, if the derand rolates to a reserved subject and thb Governor certifies
that the expenditure provided for by the demand ia essemtinl to the
discharge of his responsibility for the subject ; and the Governor shall
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have power in cases of emergency to suthorjse such expenditure as may
be in his opinion necassary for the safety or tranquillity of the province,
or for the carrying on of any department.”

817. It will be noticed that there ia an essential difference batween
the powers of a Govornor and those of the Governor General. In cases
of emergency both can authorise expenditure ; but, in other cases, while
the Governor can sanction expenditure which he certifies to be necessary
for the discharge of his responsibilitics only in the case of certain sub-
jects classified as * Reserved”, the Governor General in Council can
adopt this procedure in the case of all expenditure under his control.
This difference is due to the fact that in the case of central subjects no
portions are transferrod to popular control and placed ontirely under
the control of the legislature.

318. Grants and Appropriations.—The Demands for grants, which as
alroady stated, relate to tho votable part of the Budget, when voted
and passed by the lagislature become “ Grants ” available for expendi-
ture within the scope of the Demands as oxplained in paragraphs
326 and 327. The romaining portion of the Budget is passed by the
Government of India or the locel Government, as the caso may be. The
assignments made by Government from the non-votable portion of
the Budget to meet specific exponditure on non-voted items arc called
* Appropriations.”

319. Sub-heads of Grant and of Appropriation.— For purposes «f
financial control, the grant or appropriation is divided into a number
of units, called *sub-heads”, each of which may be divided or sub-
divided as may be necessary into primary or secondary units of
appropriation,

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

(1) The whole or a part of tho allotmont undor 2 sub-head may
be placed a4 the disposal of a controlling authority or &
disbursing officer ; or the sub-head may be broken up into
a number of primary or secondary units (to cover a number
of items of expenditure or a number of detailed heads of
account) and the allotment for any of these, wholly or in
part, may be placed at his disposal Y

(i) A ‘controlling officer, at whose disposal an allotment for an
unit or a portion of it has been placed, may, out of it, allot
funds for gxpgn{liture on a specific item, or on a group of
itoms,] "

(i) The sum total of all allotments made by any contro]lin’g
authority from a unit should not exceed the amount of
the unit; or a portion thereof, placed ¢ t his disposal.
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821, Supplementary Granis.—-The amount of a grant once sanctioned
by the leBislature cannot be reduced even by that anthority, although
for the purpose of control the Executive Government has power to
require its officers to spend a smallor sum than that sanctioned by the
legislature. Tha grant can, howevor, be increased with the sanction of
the legislature in the following cases :—

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

{i1) When a need arisea during the current year for expenditure,
for which the vote of the legislature is necessary, upon
some now service not contemplated in the budget for that
year.

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

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

323. Re-appropriation from one grant to another s not parmissible,
as such re-appropriation would have the effect of reducing and increasing
respectively the two grahts. The powors of ro-appropriatiop within
the grants are regulated by rules made by the Governor General in Cdvacil
and the respective local Governments. .

324. Tho powers quoted in the last two paragraphs refar only to
expenditure from grants, ¢that is to say expemditure in respect of those
services for which the vote of the legislaturd is rdquired. So fer as non-
voted services are concerned, any expendjture m extess of the appro-
priation, that is to say the estimate for that head _shown in $he budget
for the yesr, can be incurred only after consultation with ths Finance
Department. Where no vote of the legislature is Ynvolved, there is no
restriction on Te-appropriation corrdsponding with the restriction _for-
bidding re-appropriatien from one grant to anwher. The Finance
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Dopartment may frame rules regulating the procedure of re-appropria-
tion within or between non-voted appropriations.

This rule applios only to expenditure on provincial subjects. As
regards central subjects the Governor General in Coungil has full powers
in respect of non-votdd services, and they are axercised by the several
departments of the Government of India in accordanco with the rules
framod by the Govornor General in Couneil.

325. Re-appropriations from a non-vpted head to a voted hoad are
not permissible, a8 a voted grant cannot be increased except by the
logislature. Re-appropristions from a voted head to a non-voted hoad
uft also not permissible as such re-appropriations havo the eflect of
reducing a grant voted by the legislature. Tho Finance Department
of a Govornment is entitled to sanction supplementary funds for a non-
votod service against earmarked savings under specified voted grants;
but such additions to non-voted heads by formal re-appropriations from
voted grants are not permissible.

328, Duties of the Audit Dhepartment.—The Audit Dopartmoent is
responsible for auditing the grants, appropriations, allotments from
them under sub-hvads, and re-appropriations, and for suditing the
expenditure against grants, appropriations, and allotments therofrom,
to the extent indicated below :—

(¢) AUDIT OF GRANTS AND APPRUPRIATIONS,

To ses :—

(1) that the grunt for votablu vxpenditure is covered vither by
the vote of the legisluture or by vrders issued by the
Gtovernor General or the Governor in exercise of the powers
conferred upon them by the provisions of the Act as detailed
in paragraph 31¢.

{ii} that the approlsriat.ion for non-votable expenditure has been
sanctioned by Govornmont.

(b) AUDIT OF ALLOTMENTS AND OF RE‘APPROPRIATIONS.
To soe :—

{1) that an authority making alletments under a grant or appro-
priation does not allot amounts in oxcess of those available
under the grantfor appropristion | and

(it) that an wmouut re-appropriated is available under tho wnit
from which ‘the Ye-appropriation is made, and is coversd
by the sanction of competent aunthority, and that for every
addition.to & unit by re-appropriation there is a corre-
sponding reduction in arother, so that the net result may
be nil.
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(¢) AvpiT OF EXPENDITUJE AGAINST GRANTS, APPROPRIATIONS AND
ALLOTMENTS THEREFROM,

A controlling authority at whose disposal a grant or appropriation
is placed is responsible for watching the progress of expenditure and for
keeping the aggregate charges within the amount of the grant or appro-
priation. Similar duties are imposed upon a subordinate controlling
authvority ut whose disposal the sllotment fixedl fog a portion of the
grant or appropriation is placed in turn. When several officers are
authorised to incur charges relating to a sub-Lcad against a lump sum
allotinent placed for the purpose at the disposal of a single higher
authority, it devolves upon this duthority to watch the progress of ex-
penditure in all the offices and to keep the aggregate charges within
the allotment fixed under that sub-head. It 18 the duty of the Awgtit
Officer to see that the controlling authorities are carrying out their
duties properly, For this purpose -

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

(i) He must further see on behalf of the execufive Government
(Central or Provincial) that if, undet the financial rules of
that Government, a particular object of expenditure
requires a specific allolment, all xpenditure on it is audited
against sueh allotmont. )

(iii) Similarly, if a lump sumn allotment is8 made for a group of
items of expenditure of an office, ‘he Audit (flicer
should sce that the total expenditure theroon is audited
against the lump sum placed at the disposal of jhe
disbursing officer {for the purpose:

{iv) Lastly, the Audit Officer has to sce that the oxpenditure
brought to account against a particular grant or appropria-
tion is of smch u character a8 o warrant ils record against
that grant and against no other.

An Audit Officer is not ordinarily required to audit expenditure

aguinst any primary or secondary unit of appropriation? If, however,
he is requosted by the local Government to audit the charges against

tho allotment under such units he will c(tlply Jvith the request

327, Another important check of expenditure ggainst grants is to
seo that the monoy voted by the legislature has been spent ou purposes
which are set out in tho detailed Demands for Grants. Th% logislature

grants a lump sum in response to a domand, whick is set out ih cousider-
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ably detail, and it is implied that the amount granted should be spent
only on purposes which are set out in the letailed domands. Thus, as
already stated in paragraph 321 (ii), it has been laid down in a statutory
rule, issued under the Government of India Act, that the Government
should obtain sn additional grant before money can be spent én * some
now service not contemplated in the budget.”

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

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

328, Meaning of the term New Service.—No rule has beon framed by
the comypetent authority for the interpretation of- the term “ new
gorvice ” mentioned in clause (i) of paragraph 321, which forms part
of a statutory rule. To determine whether expenditure has or has not
been incurred on & new service within the meaning of the statutory
rule, Audit Officers should ohserve the following as g working rule.

330, A new sorvico ray be a new form of service or a new instrument;
of service. The difference between those two is best explainad by concrote
illugtrations. If in a province there is no Borstal Institute and one is
insuguratod, that undoubtedly is a new form of scrvice. On the other
hand if it is decided tn buikl a new jail, that is not a new form of service
because jails alrcady exist in every province. If i8, however, a new
instrument of serviee because it is a new jail additional to those already
in existence. When expenditure is to be incurred on & new form of
service, then in all such cases, theoretically, it should be held that the
oxpenditure is to be incurred on a new service within the meaning of the
statutory rule. A new instrument of servico may, however, bo & new
University, if there is already a University in the province, or it may
be «.n additional chowkidar. The former may cost over a crore of rupees
with very considerable recurring expenditure, while the chowkidar may
cost perhaps Rs. 60 a year recurring expenditure. It is not practical
politice to insist that an additional grant shall be obtained to meet
expendityre of Rs. 60 por annum on a chowkidar when there are alroady
thousénds in existence. It is, however, obviously cssential to obtain
un additional grant if the new instrument of service is to be of the
importanco of an University and is to entail very considerable expendi-
ture. Exactly where, betwaop these extremes, the line of demarcation
is to be drawn is a matter wh/ch cannot be determined by any rigid rule.
The application of she tarm *‘ new service ” t> concrete case; can bost

be governed by the evolution, in the course of time, of a body of Case
IJﬂWc
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CHAPTER 16.

Audit against, ard Scrutiny of, Rules and Regulations.
AupiT AgaINST RULEE AND REGULATIONS.

33L. The third condition governing expendilure.—The third of the
main functions of audit, as desgribed in Chapter 13, is to see that the ex-
penditure is incurred in accordance with the financial rules and
regulations framed by competent authority.

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

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

(ii} thoso governing the pay, allowances, etc., of the various
services and posts under Government.

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

334. With tho previous sanction of the Secretary of State in Council,
the Goyornor General in Council has issued, under rule 16 of the Devolu-
tion Rules, cortain Treasury Orders prescribing the main principles to
be followed in the payment of monies into, and in the withdrawal, transfer
and disbursement of monios from, the public account of the Governnlent
of Iudia.

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

838. The Treasury Orders and rule 37 (¢) of the Devolution Rules
have no statutory authority in their application to eentral transactions,
28 they derive their authority from Section® 45A of the Government
of India Act, which deals with provincial matters, The Govgrnment of
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India have therefore issued, under their efecutive authority, simular
financial rules governiag the mode of central transactions. The nature
and scope of these rules have been more fully discussed in (hapter 25.

337, The poaition as regards the rules falling under the second cate-
gory is explained in paragraphs 300 to 304,

338. Objects of Augit.—In applying the check against these rules
and regulations the Audit Officer has to see that all payments which
he is required to audit ore effected according to the procedure luid
down by the competent authority regulating the mode of transactions,
snd also that they conform with the conditions governing the pay and
sllowances, etc., of various serviees and posts where such payments
are involved. The main objects of this check are, therefore, to
enduire :—

{a) that the expunditure is in accordance with a sanction properly
sccorded (sce paragraphs 247 and 309) and is incurred by
an officer competent to incur it ;

(b) that the claims are made in sccordance w.th the rules and in
the proper form ; « .

(¢) that all preseribed preliminaries to expenditure are observed,
such as proper estimates framed and approved by com-
petent authority for works expenditure, or a health certi-
ficate obtained before disburssment of pay to a Govern-
ment servant, ete. ;

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

(¢} that the rules regulating the method of payment have been

" duly observed by the dishussing officer ;

(f) that the payment has, as 4 fact, been made and has been made
to the person entitled to it under the rules, or any special
or general order;

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

(k) that the rates paid for work done ¢r supplies made are in

accordance with any scale or schedule prescribed by com-
petent authority ; -

(¢) that “the payments have been correctly brought to acconnt
in the originah accounta.

SCRUTINY. OF RULES AND REGULATIONS.

830. Neessity for Scrutiny.—As the audit of expenditure ja to be
conducted ‘sgainst these rules and regulations, it is essential that all
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tinancial wules and orders affecting expenditure and other transactions
subjected to audit, which are issued by any authority in India, whether
under the provisions of any statutory rule or otherwiss, should them-
selves be subjected to audit scrutiny before the aydit of the transactions
which they govern can be conducted against them,

3. Application of Audit Scrutiny.—lt is, therefore, neccessary to
m_—

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

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

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

1. In a.;;p.lying the first of these checks the principle to be observed
is that the diseretion vested in authorities empowered to make rules is
not to be fettered unnevessarily merely because difficulty may arise in
the application of nocessary audit checks or the maintenance of proper
accounts, If the audit and accounts procedure can be amended without
losa of eificiency or extra sxpense, the rule should be accepted aud the
procedure amended sccordingly.

4 342. [n applying the second of these checks the guiding principles
enunciated below should be observed :—

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

(i) If it is granted powers which may be exercised provided due
regard is paid to certain criteria which are expressed in &
general folm, orders issued under those powers can be
challenged by audit if the facts of the case are such as to
make the aundit authority confident that one or more of the
criteris have been disregurded, and that the disregard is
80 serious as to make the ordey, perverse.

(iii) If it is granted powers which fee eapressed in precise terma,
the Audit Officer is bound to ascertetn that the order
defining its powers ia exactly oDeyed in every instance.

343, The third of the checks mentioned in paragraph 340 requircs
no explanation.
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CHAPTER 17.

Audit in respect of Propriety.

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

345. The Canons of Financial Propriety.--In tule 11 of the Auditor
(eneral’s Rules it haa been laid down that the Audifor General, without
prejudice to his other audit functions, is responaible that audit is con-
ducted with reference to the following canons of financial propriety,
namely :—

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

(IT) Money borrowed on the security of allocated revenues
should be expended on those objects only for which, as
provided by rules made under the Act, money may be so
borrowed. If the money ig utilised 0.1 works which are not
productive, arrangements should be made for amortisation
of the debt.

(I11j' No authority should exercise its powers of sanctioning
expenditure to pass an order which will be directly or
indirectly to its own advantage. y

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

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

(it} & claim for the amount could b¢ enforced in & court of
law, or _

(1i1) the expenditure is in pursuance of a recognised policy or
custom.

{V) The amount of 'al}'_lwanccs, such as travelling allowances,
granted to Ineet ‘expenditure of a particular type, should
be so rtgulaied that the allowances are not on the whole
wsources of profit to the recipients.

348. OFigin of the Canons.— Before discussing the intentions of these
canons in detail it is desirable to explyin their origin. Formerly it was
rare fcr the Audit Department to question the wisdom of any charge
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on public funds or whether it accorded with the policy of the Govern-
ment, or YWhether it was on the most economical scale compatible with
securing the desired resuit. Asa rule, all that the auditor asked was proof
{a) that the money was spent on its declared purpose, and (b) that thero
was proper formal authorisation under the Codea for its expenditure,

847, In 1907 the Sceretary of State for India drew the attention of
the Government of Indie to the rules by which expenditure from the
revenues of India was then r;gulated, and pointed out the necessity
of revising the existing Audit Resotution in such a way as to limit the
powers of sanction of the Government of India, by providing explicitly
that certain classes of expenditure, which were pot then mentioned in #.°
should require the previous sanction of the Sccretary of State in Council.

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

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

849, A rule was accordingly embodied in the Audit Resolution of
Decembor 18th, 1908, to the efiect that the sanetion of the Secretary
of Btate was required to any expenditure exceeding Rs. 500* in an
one case which was of an unusual nature or devoted to objects outsid®
the ordinary work of administration, or to any expenditure likely to
involve at a later date expenditure beyond the powers of the Govern-
ment of India ; and the Audit Officers were enjoined to verify these condi-
tions. This rule was wordbd vaguely, and its interpretation gawe greut
trouble, as it is not easy to decide what is ' usual ” or belongs to the
“ ordinary work of administration.” So, although before the Reforms
efforts were made to scrutinise expenditure in respect of propriety, not
much advance was made ip this direction, gwing to the want of a ruie
clearly laying down the principles by which auditshould be guided.

350. The raison d’étre of audit has, uder the Reforms, been des-
cribed as the necessity for s powerful and independent centrl agency
which will bring financial irregularity and miadeqleanour prothinently
before (1) the executive and (2} the legislature. Thid view was gxpressed
thus in paragraph 77 of the First Despatch on the Rejorms —

. ng.—-—:{"he words " exceeding Rs. 500 in any one case ™ \;:are sdded in 1014,
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*“1u place of the formal examination of suthoritivs and of rules, the
work should be conducted with greater regard to the broads principles
of legitimate public finunce. The audit will not only see whether there
is quoted authority for exponditure; but will also investigate the neces-
sity for it. [t will 4sk whether individual itemas were In furtherance
of the scheme for which the budget provided ; whether the same results
could have been obtained otherwise with greater economy ; whether
the rate and scale of expenditure were justified in the circumstances ;
in fact, they will ask every question that might be expected from an
intelligent tax-payer bent on getting the best value for his money. The
siidit Officers will also devote more of their time to looking into the
manner in which various executive officers are undertaking their more

important financial responsibilities.”

Tho existing rule in the old Audit Resolution mentioned above was
found by expericnce to be unsutisfactory and it was decided to replace it
by the set of principles reproduced in paragraph 345 above, which have
received the label © canons of tinancial propriety.” .

331. The reasons why they do not appear in the new Audit Resolu-
tions but in the Auditor General’s Rules are constitutional. The
responsibility in respect of transferred subjects now devolves on the local
Grovernments, and the Secretary of State did not consider it desirable to
retain his control over such subjects to cnsure compliance with the
canons. He has thercfore left that duty in the hunds of the new
authorities, namely, the legislature acting through the Public Accounts
Committes ; and inasmuch as he came to that decision with regard to
Provincisl transferred subjects, he accepted the same principle with
regard t0 Provincial reserved and Central subjects also. Consequently
the rule does not take the form of requiring the sanction of the Secre-
taty of State when any of these canons is infringed, and 18 not therefore

embodied in the Audit Resolutions,

852. Duty of Audit in respect of the Canons.—When an apparent
breach of one of these canons 13 detected it should be reported by the
Audit Gfficer to the administrative suthority concerned, and, if the
matter be serious, at the same tiwe to the local Government, If the
correspondence confirms the Audit Officer in the opinion that there has
been a breach he will report it to the local Government. The Finance
Department can require'tpe Audit Department to withdraw the
objection. on the promid: that the matter will be placed before the Public
Accounts Committee. “[he Pablic Accounts Committes us representing
the legislawure makes its recommendations on the case and it then
rests with the Government to take them into consideration. 7The Audit
Otficer should, however, see that tho action taken by Government is
adequate ; and, if he is of the opinion that it is not, it is open to him
to comment thereons.n his next Report.
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838. An ezamination of the Canons.—The canons may now be consi-
dered in detail.

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

(2) [The second canon deals with borrowing. <I'hs canon is quite new
as the local Governments had no powers of borrowing’in the past. 1t
imposes 4 new duty on Audit Officers to see that borrowed money is not
spent on objects the expenditure on which is intended to be met from
ourrent revenues, The rule refets t4 revenucs allocated io local Govern-
ments under the Devolution Rules and atutes that money borrowed
on the security of those revenues can only be spent on the objects specifies”
in the local Government (Borrowing) Rules, and that, if expenditure
met {rom such Loans is on unproductive works, a Sinking Fund or other
form of amortization should be formed for the eventual liquidation of the
loan. It further requires that if, after meeting the objects for which
money had been borrowed, there remains & surplus balance, it should
be utilised on objects for which money cay be borrowed under the rules
and not put back into the general balances of the province. The
Becretary of State in his Finuncial Despatch No. 8, dated the 10th July
1922, suggested that the rules regarding the creation of a Sinking Fund
for the amortization of loans utilised on unproductive works should
apply also to the Central Government, and the Government of India .
have taken action accordingly.

(3) The third canon was evolved some ycars ago when a proposal
catue up to the Government of India to grant the members of the Execu-
tive Council slightly improved rates of travelling ullowance when they
were travelling in their special carriages. They proposed to sanction
the inereased rates in pursuance of their general powers of dealing with
travelling allowances ; but, as o doubt was cxpressed as to the propriety
of atcording sanction in such a case, a reference was made to the Auditdr
Goneral for a ruling whether it would require the sanction of the Secreta
of State. The Auditor General held that, whatever might be the posi-
tton with regard to travelling allowsnce generally, it was certainl
in€orrect in principle for #t authority to pass an order which would be
directly or indirectly to its own advantage. This is now accepted “ay a
fundamental principle. It is to be noted, however, that if gn order is o
perfectly goneral application it does not constitute a breach of
ttis canon if the particular authority that Ranees that order 1 alzo hLe-
nefited thereby.

(4) The fourth canon emanuted directly frog’ an audit rule relating
to unusual expenditure in the Main Audit Resolution. The Point arose
in connection with the polo grounds which were constructed at Delh;
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on the occasion of the King-Emperor'’s Durbar. No objection was
raised to the initial expenditure, but when the Durbar was over it was
proposed that” Government should maintain those grounds as polo
grounds. The Auditor General expressed the opinion that, as the polo
grounds would benefit merely the few people who would play polo thereon,
the maintenance of the grounds should fall upon them and not upou
Government. . '

Provisos are- however, necessary to make tLe rule practicable, and
exceptions have therefore been made for (i) insignificant sums, (#%)
claims which could be enlorced in a Court of Law, and (i#t) exyenditure
which is in pursuance of a recognised policy or custom.

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

Nore.—After the fourth canon, another canon used to follow prescribing that no
authority should eanction any expenditure which ia likely to involve at & Iater date
exponditure beyond ita own powers of sanction. For constitutional reasona this rule has
now been retransferred to the Audit Reseclutions, (from which it waa originally taken)
and has therefore besn discussed in Chapter 14,

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

354. The application of the first canon is perhaps the most
important phase of audit work. Government expects disbureing and
controlling officers to see that there is no extravagance in the expendi-
ture of the public money. The controlling officers are thus respousible
that the expenditure is necessary and the rates are fair. It is the duty
of the Audit Officer to see that the officers of Government properly
discharge their functions in this respect. He should devise means to
bring to notice all important cases which indicate want of attention to
economical considerations. All important sanctions must be serutinised
intelligently to see if the éxmenditure is necessary, and in doubtful cases
the papers leading to ‘the sanction should be examined and the Finance
Department should alse be consulted. As proposals for new expendi-
ture are diso scrutinised by the Finance Department, it may sometin es
happen that that Department will bring to the notice of the Audit
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Officer cases in which expenditure has been sanctioned which in the
opinion of the Finance Depirtment is unnccessyry or extravagant.
Breaches of this canon should be reported only after® full tonsiderh-
tion of al] the circumstances of the case.

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

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

857. The question of checking extravagance is of principal
importgnee in connection with those Audit offices which deal with the
accounta of Works, Stores and Workshops, and the results of audit would
be more valuable if greater attention were paid to this branch of the
work and less to the enormous volume of work arising from the applica-
tion in audit of the rules contained in the various Codes concerning
amounts drawn by officers of (overnment in the shape of pav and al-
lowances.
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CHAPTER 18.

Audit of Steres fmd Stock.

858. Limitation gf responsibility for audit of stores und stock.—As has
already been stated in paraggaph 23, the audit of stores and stock is
mainly left to the departmental authorities in whose custody they are
kept. The Auditor General, as in the casc of receipts, arranges for this
audit only in cases in which he is 5¢ required by the Governor (teneral
in Council. A list of accounts of stores and stock for the audit of which
the Auditor General has been made responsible is given in Appendix 14
to the Audit Codo.

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

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

fi) that every article purchased or otherwise obtained for store
ia entered as o roceipt in the store account ;

(ii} that there is & proper sanction {or the purchase ;

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

{iv) that the store-keepcr holds a preper quittance for every

«  article shown in the store account as issued ;

(v) that the articles are periodicully counted and otherwise
«wxamined to verify the accuracy of the quantity balances
in the books ;

{vi) that the halanc® in hand does not exceed the maximum
limit, prescribed by competent authority and is not in
exceas of requirements for a reasonable period ;

(vii) that stepe are taken to dispose of unserviceable and surplus
stores ;.
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{viii) that, where a priced account is maintained,

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

(b) the balance of stock materials” workseup to the value
halances as shown in the account at reasonable rates
which should be within the market rates.

361, The sellers of articles purchased for store may be relied upon
to obtain payment from Government, and such & payment must appear
a3 expenditure in some Government account. In the same way, if,en
articlo brought into store has been obtained from some other Govern-
ment department and that department has obtained its quittance from
the store-keeper, the transactions must appear in the departmental
account and alse in the cash accounts of the Store Department. Thus,
for every article brought into store there must be a debit in a Govern-
ment account, and the check described in rem (i) is exercised by tracing
for every such «ebit an ontry of the receipt of an article in the numerical
sbore account. .

362. [tem (ii) involves the application of the Rules prescribed from
time to time to regulate the supply of articles required to be purchased
for the public service.

363. Ordinarily for,the supply of stores contratts are made between
the department concerned or tle Indian Stores Department and a
suitable individual or firm, with an agreement as to the price of the
articles to be supplied. Item (iii) requires that the price paid for the
articles purchased shall be in secordance with the rates so fixed,

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

365. Physical verification of stores.—As regards the check prescribed
at item (v}, an auditor is not ordinarily required to assume responsibi-
lity for the physical verification of stores, but accepts a certifigate from
a respousible authority that the stores have in fact been verified. *Audiv
has, howover, the right to investigute balances of stores ip the event of
its finding in the stores account discrepancies which may appear to
requive further elucidation.

3668. The auditor has also the right to see that the systera of stores
verification adopted by the executive is adequate 3nd propar. Thus
he may enquire whether the staff responsible for the verification of stores
i8 other than the staff responsible for the physical custody of the stores
or for the accounting for the same, and whether the verificgtion taisas
place in the presence of the officer intmediately respousible for the cugtody
of the storew



120

367-370 ] AUDIT OF 8TORES AND3TOCK. [ Crar. 18.

i

887, Siores represent a locking up of capital—The purchase of stores
for large construction works and on the Government Railways in India
involves the borrowing of large sums of money, on which interest is paid.
Thus stores, In many cases, represent a locking up of capital, which is
always unjustifiable uhles essential. The value of the check prescribed
at item (vi), which is of gencrdl application, is therefore directed towards
sconomy in this direction.

368. Unserviceable stores, and stock in ewcess of regquirements.—The
accounting and maintenance of unscrviceable stores which cannot be
utilised by the Department in whose custody they are kept involve
wadte of labour and space. Similarly stores kept in oxcess of the
ptobable requirements of the Department in the near future may
result in loss to Government through doterioration. Further, such a
practice involves the locking up of money which could be utilised in other
directions. The check required by item (vii) should be directed towards
the avoidance of such losses, and suggestions should be made for the
disposal of such articles in the Lest way possible.

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

870. The general principle in a big Department is that in its general
bopks an account is maintained of the value of stores purchased or other-
wise acquired in which the transactions involved in the scquisition of
each item of stores are recorded in detail, and that the value of stock
materials as shown in the stock register is worked out separately in order
to secure an agreement between the value balances as shown in the general
hooks.and as worked out separately in the stock register. Itemn (ix)
rrquires an auditor to verify the agreement of these balances.
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CHAPTER 19.

The Spirit of Audit.

871. The Spirit of Audit.—The spirit which should animate Audit
was explained in paragraph 77 of the First Deepatch on Reforms, an
extract from which is given in paragraph 3560. See also paragraph 263,

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

373. For such a purpose it is necessary, of course, that rules of proce-
dure should be laid down ; but, if these rules are 1o be regarded as ends
in themselves, and not merely as means to an end, the inevitable ten-
dency will be for Audit Officers to insist rigidly on relatively petty matters
and thus to frustrate the real ohject of audit. TFor it is clear that, if
much time smd trouble is taken up, and friction probably engendered,
over expenditure of a very trifling character in regard to which there has
been only a technical, as opposed to a substantial, irregularity, tl.e
State and therefore the tux-payers are losers. That is, it is better
often to pass some not fully regularized expenditure of perhaps a few
annas than to embark on Jengthy controveray in respect thereof. Undue
insistence on petty or technical details should whenever possible be aveid-
ed and more time should be devoted to the investigation of really import-
ant cases in which the auditor’s intervention is desirable.

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

375. Procedure for Audit scrutiny—In the scrutiny of® accounts
and vouchers the following procedure ahould be observed. The ag
tual person performing the original audit, who will be wsually a clezk,
must apply the rules strictly. It cannot he expected that the clerks
on comparatively low pay who perform the detailed audit will have the
judgment or breadth of view necessary to exprcisy the discretionary
powers indicated above. Bub once the detailed audit has been strictly
carried out and every infraction of rule brought to light, it will then
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be for the competent Audit Officer to exercise the discretion vested in
him by Government, as laid down in Artiacle 156 of the Audit Code, and
to determine the cases in which the objections which might be raised
uhder the strict letter of the law can be waived.

378. Pursuance of objections,.—But, if the objection i of such a nature
that it cannot be waived under the rule quoted above, it is then the
duty of the Audit Officer to pressit quietly but firmly, The more
important the objectivn ¢he more necessary it is o couch it in language
which shall be dourteous ond impersonal. In carrying out this andit,
the Audit Officer should remeraber that exceptional cases may arise in
which it ia desirable to relax formalities which he would follow strictly
in ordinary cases. Thus in one case n retirement en officer went to a
far country and sent bills for the balance of pay due to him. These bills
were stamped with stamps of that country end the officer did not
endorse on the bills the fact that he wished them to be made payable
to a certain bank although he had left a letter in which he had
expressed the wish that the amount of his bills should be paid over to
that bank. In view of the special circumstances of the case it was held
that endorsement on the bills themselves might have been dispensed
with, and that the value of the requisite Indian stamps might have
been deducted from the bill and the stamps purchased ‘therewith and
affixed. Audit Officers must remember, however, that circumstances
must be really exceptional before rules are relaxed, and even then the
rclaxation must be of formalities rather than of cssentials.

377, Audit lo assist Government,.—In paragraph 8 it has been pointed
out that Audit is an Instrument of financial control. Tt is therefore the
duty of the Audit Officer to assist Government in financial matters.
He is entrusted with responsible but unpleasant functions, and he must
remember that he doea not assist Government if he raises in the minds
of other Government servants the feeling that he is far more willing to
apply strict audit rules than to assist in other ways. Whonever,
thercfore, the Government invites his assistance be should give it with
the utmost willingness and to the best of his ability. Whenever he has to
inspect an office he should not only point out mistakes but also indicate
how they may be rectified and in future avoided. He must educate as.
well as investigate.
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CHAPTER 20.

Interpretation of Rules.

376, szvw rules are framed.—Considerable experience is necesssry
before an officer can become expert in interpreting the rules which he
has to apply in Audit. These are found mainly in & number of Codes
which have been framed by the crystallisation of departmental case-
law over a long poriod of years. With each new edition, out-of-
date orders arec supposed to be removed and important orders of
permanent interest, which have been passed since the last edition,
introduced, ephemeral orders being neglected.

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

380. Correlation between the spirit and the letter.—At the same time
Audit Officers are, as stated in paragraph 374, enjoined to follow the
spirit rather than the letter of a rule when these two appear to
conflict. Thus it is important for them to try to understand the real
intention of the rules which they have to apply. The framing of
rules to express an intention clearly is a difficult matter ; and if Audit
Officers find that when, as applied to a particulur case, the wording
of the rule in a Code does not seem to bear out the intention of the rule,
it is desirablo that thoy should take steps to bring the case to notice so
that the wording of the rule may be brought more into accordance with
the intention. This is all the more necessary because many Audit
Officers have to apply the same rule and some of these may not have
the samle intimate knowledge as others of the intention of the sutho-
tity, so that it is important that the letter of the rule should convey its
spirit as clearly and as pcourately as possible, ¢

381. Correlation between two rules of the same nature.— Again, it some-
times happens that two rules seem to contradict each other when
applied to a particular case, and there is no indication which rule
should be applied. In that event, if one rule is fundamenta and the
other is of less importance, then the fundamental rule should prevail.
Here again, however, for the reasons indicated above it may be
dugirable to bring the apparent conflict to notice.

382, In the application of rules to coreréte cases an Audit Officer
may find :— -

(1) That the application of the rulerboth in letter and in spirit is
clear. In such cases it is for him to give his décision. If
there are special reasons which in any case rendor the deci-
sion inequitable it is for the administrative authorities and

1not for the Audit Officer to move in the matter.
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{2)* That, even though he i3 confident as to the correct interpreta-
tion of the rules, he may think that the wording might be
improved. In that event he should give his decision and
should suggest a revision of the Code to remove the apparent
discrepanicy between the spirit and the letter of a rule, or
between two conflicting rules.

{3) That there is a real cﬁ\hculty in interpretation and that he can-
not decide how to apply the rules to that case. In that

event he should refer the mutter to higher andit authority
for a decision.

- 883, Procedure of interprelution.—A young officer may c¢nquire how
he is to ascertain the intention of any rule otherwise than by a careful
interpretation of the words. Such intention can be sscertained autho-
ritatively only by reference to the discussions leading up to the framing
of tha rule, that is, to the files of the Government. Such files, of course,
are not ordinarily accesstble to Audit Officers. There is, however, in
every Audit office an atmosphere of expurience and also records of cases
in which the underlying intention of the ruls has been discussed.
Valuable knowledge can be obtained from such experience and re-
cords and should be stored carefully in the minds of Audit Officers ;
but it is necessary to warn them against an uneasy desire to look
beyond the authorised Codes when deciding every individual case. An
Audit Officer should: not look to find, outside: regulations, a ruling
which shall form an exact precedent for every case with which he has
to deal ; and, whatever guidance he may in fact obtain clsewhere, the
decisions st which he ultimately arrives ahould be suck as he is prepared

to justify on the regulations as they stand without appealing to external
authority. .

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

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

386. Another difficulty aviges in the interpretation of orders from
the use of “ete.” in such orders. The suthority to whom power is
conveyed by such an order may bo anxious to interpret that order in
thp widest poss:ble gonse. Such an interpretation, however, is not
permissible. * Ete.” in such a case nteans similar cases of a hke nature.
It canfiot be used to cerer other instances of a different nature.
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CHAPTER 21.
The Results of Audit. The Executive and Appropriation Reports.

387. The Value of Audit.—As explained in Chapter 10, the statutory
audit on behalf of the Auditor General begine in almost all cases
after the events have occurred. In some provinces, certain classes
of payments are made after the claims have been audited and passed
by the Audit Department; but these payments, taken together,
comprise a negligible percentage of the whole expenditure of Govern-
ment. Generally speaking, therefore, the whole proceedings of the
Audit Department are conducted ex post facto, and consequently Audit
cannot prevent an overpayment through negligence or non-observance
of the financial rules and regulations, or the commission of any other
irregularity or impropriety by the administrative authorities during
the course of events. The effective value of Audit lies in the report
on its results being sent to proper authorities, so that the appropriate
action may be taken by them to rectify the irregularity or impro-
priety where possible, or to prevent a recurrence of it,

388, Detarled’ reports on Audit,—Under rule 14 of the Auditor
General’s Rules, the Auditor General has power to enforce his sudit
objections subject to certain conditions. The detailed results of
audit are reported at the earliest opportunity by the Audit Officers
to the dishursing and, controlling authoritics, on whom the respon-
gibility then falls for the settlement of the objections raised in audit
and for the recovery of any amount disbursed in excess of that to
which the claiman$ is entitled. Audit Officers are, however, required to
keep a constant and careful watch over these objections and to keep
controljing authorities fully acquainted not only with individual cases
of serious disregard of financial rules but also generally with the
progress and clearance of objections.

389. Collective reports on Audit—After the completion of the year’s
accounts, a collective report of the Audit Officer concerned upon the
Appropriation Accounts* of the year and upon the resuris of Audit
applied to them is prosented by the Auditor General in vespect of
Provincial transactions to each local Government, and in 1btapeet of
Central transactions to the Governor General in Council, with such com-
ments a8 he may think fit.

300, There arc separatc reports on the fipancial transsctions of each
of the provincial governments, as well as each of the three principal
spending departments of the Central Government—the Army, Rail-
way, and Posts and Telegraphs Departmtbnts® The transactions of the
remaining departments of the Government of India are corlkigered in a
single compilation, ,

-

* Nore.—The term « upprépriation ccounts > is used to cover accuul;ls of expendi-
ture both frord voled Grants and from non-voted Appropriatpns, (Sce paragrapll 400.)
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« 881. In actual practice two separate docmments dealing with the
accounts of the majority of these units bave hitherto been prepared
in cach case. The first of these, the Executive Report, was never pre-
seribed in the case of the accounts of the Army Department, and has
been discontinued in the case of ‘the all Central. It is likely to be
discontinued, as the necd for it ceases, in the case of the Provincial
accounts also ; but, where still preseribed, it is submitted, in advance
of the more mmportant document next described, for cousideration by
the Executive (iovernment. The second document, which contains the
Appmpnatmn Accounts and the Report of the Audit Officer thereon,
is intended for submission to the Committee on Puablic Accounts and
i3 wonsidered both by the Executive Government and by that
Committee, and is also submitted by the Auditor General to the Secre-
tary of State through the Governor General in Council, with his detailed
comments on each Roport and with such further comments of a general
nature as he may think fit.

392. Position before the Reforms of 1919.—Before 1881 there was
practically no appropriation dudit in India. On the recommendation
of the Indis Office Committee appointed in 1880 to report on the system
of Military Accounts in India, the Secretary of State directed in his
despatch No. 46, dated 27th January 1881, that the Comptroller General
should prepave annually a report comparing the accounts of the last year
with the hudget for that year, and with the accounts of the preceding
year, with oxpln.natmna of any important Variations; and in his
despatch No, 103, dated 23rd May 1882, he also directed that the
report should be submitted to him. The scope of the report remained
practically the same till 1912, when it was decided that it should give
more cxplanations on variations, and notes on any abnormal growth of
expenditure or tendency to extravagance, and should mention cases
of serious breach of financial rules and other important points in
audit. In 1913, ontho elovation of the status of the Comptroller and
Auditor General, the Secretary of State directed that these reports
should be addressed to him by the Auditor General and sent through
the (overnment of India.

393. Theso reports were then a combined publication, and all local
At ddpartmental accounts and reports were combined into one by the
Comptroller and Auditor Gencral and sent to the Secretary of State in
a consolidated form as * Audit and Approprmtmn Keporte on the
Accounts of the Governinentof India.”

394. The dominant coneception of the Indian constitution before
the Reforms of 1919 was that the entiro Government system was one
indivisible whole and amenable to Parliament, The whole Civil and
Military sdministration of the country wes committed to the Govern-
mé:Sv of India, and local Governinents were virtually in the position of
agenta of the Government of India. By Act of Parliament the powers
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of superintendence, direction and control over the Government of Indja
were vested in the Secretarywof State. He was, therefore, the supreme
contfrolling authority, and it was necessary that the A Auditor General
should report the results of his audit to the Secretary of Stats through
the Goverflment of India, which was responsible for the financial adminis-
tration of the country.

385 Positwon under the Reforms of 1919.—The Reforms of 1919
brought in a change in this constitution, by ,rceognising, within the
Government of India, the separate existence of the losal Governments
of Governors’ provinces, as component parts of that body. The
Becretary of State still remains responaible, under Bection 2 (2) of the
Government of India Act, foff seperintendence, direction and control
over all acts, operations and concerns which relate to the Government
or revenues of India, and all payments and charges out of or on these
revenues ; and, nnder Section 21 of the Act, the Sccretary of State in
Council retains the consequential power of control over expenditure
from and appropriation of, these revenues. Similarly, under Bection
33 of the Act, the Governor General in Council is still vested with
the power of superintendence, direction and control of the Civil and
Military Government of India. But these powers are now limited
by the insertioh of the words “ subject to the provisions of this Act
orfand rules mi#de thercunder ”, in recognition of the fact that any
degree of minute control by outside authority is incomputible with
“ the gradual development of seli-governing institutions . The removal
ond rclaxation of external control over local Governments were made
through divestmient angd devolution of powers under Secction 19-A and
45-A of the Act and rules 13 and 49 of the Devolution Rules. The
efiect of devolution has been to increase the financial powers of the exe-
cutive half of the local Government, which etill remains amenable to
Parliament by the retention of an intermediate responsibility in the
hands ,pf the Governor General in Council, and of the ultimate respon-
sibility in the hands of the Secretary of State ; while the effect of divest-
ment has been to transfer some subjects to the control of that half of
the Jocal Government which is responsible to the local legislature, the
Secretary of State and the Governor General in Council retaining powers
of intervention in the transferred field in certain limited ard definitely
prescribed eircumstances only, and with the narrowest possille reserva-
tions.

396. Again, before the Reforms of 1919 the Legislative Councn way
in theory only an enlargement of the Exccutive Government for the pur-
pose of law making. It had practically no hand in the matter of finsa-
cial contrel. Under thege Reforms, the®Legigative bodies became a
more popular institution and their existence w rgpognised as distinet
from the executive. In financial matters, stheir duties include the
scrutiny of the Budget and the power of granting demand, to be put
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forward by the exccutive, for expenditure on the administration of
Government, with the exception of certa’n heads which are not to be
presented to the vote of that body. The powers grat ted to the legie-
latures Ia regard to the voting of demands have been described in
Chapter 15, from which it will be observed that these powers are real,
as, unless the Executive Government, or the head of that Government,
a3 the case may be, exercises its powers of certification or authorisa-
tion, the voting of the demand is final and the executive has to carry on
the administration in régard to voted expenditure within the amount of
the grant and within the scope of the demand.

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

898, Re-organisation of the Reports—The question of the re-orga-
nisation of these reports was at the same time taken up, and, as a
result, cach report was divided into two separata parts :—

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

(i1} the Appropriation Report containing appropriation account
statements, comments regarding the excesses and abnormal
savings brought to notice in it, and provincial finances,

The syatem of consolidation of all the reports by the Auditor
Guneral for submission to the Secretary of State was also disconti-
nued.

399, On the recommendation of the Central Public Accounts Com-
mittee of 1923, the question of making the Appropriation Accounts more
illuminating was investigated by the Auditor General; and in 1925
“ty' wgB decided to re-organise the reports on the lines of the correspond-
img British Reports, the main features of the rc-organisation being :—

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

(b) the inclusion,of the financial irregularities, embezzlements,
frauds, eto.;” under the proper grant and appropriation
in the amalgamated report; ;
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(c) the combination of the voted charges of a grant with the
non-voted charges of the corresponding appropriation in
one Appropriation Account, so as to give a better idea of

» the expenditure on each particular head of account as a
whole, as the two classes of expenditure are in almost
all cases closely inter-connected ;

(d) the appending of store accounts of important stock and
trading accounts of the quasi-cornmereial sconcerns to the
relevant Appropriation Accounts, 8o as to give a clear ides
of the transactions in connection with them brought to
account in the gencral,Appropriation Account.

400, Olject of the Report on the Appropriation Accounis—The object
of this reorganised report, which is called the “ Appropriation Accoupt.
and the Report of the Audit Officer thereon” , is to present the aundited
accounts of expenditure from all the voted grants and non-voted appro-
priations of the year, with full explanations of all important varia-
tions between grant or appropriation and expenditure, and with such
comments aa the results of audit scrutiny shew to be desirable.

401. Object of the Ezecutive Report.—.It was also decided that a
separate report should be submitted, in adveance of the Appropriation
Accounts and Report, to the Executive Government. The main objects
of this report, which ia called the “ Exzecutive Report ™ are —

(i) to bring to the notice of the Executive Government, several
montha before it is possible to submit the Appropriation
Accounts end the Raport thercon, cases of financial irre-
gularity, sufficiently important for mention in the Report
on the Appropriation Accounts, on which the orders of
Government have not yet been passed or, having becn
passed, are not considered in audit to be entirely adequate ;
and thersby to give the Government an opportunity of
expediting or reconsidering its orders upon them ;

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

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

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

F
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intended that the Executive Reports shpll be a permanent feature of
the Indjan system, and steps are already being taken to discoutinue
them wherever the reguireruents of the Executive Government can be
otherwise met.

402, The Appropristion Accounts of the Central Civil expenditure
for 1924-25 and the Repcit threom were, for the first time, re cxganised
on these lines; and by 1927-28, the re-organisation of all the Appro-
priation Accoun'is and Reperts on them was completed.

408. By whom prepared.—In certain ceses, owing to the separation

of accounts from audit, the duty of preparing Appropriation Aecounts
bas been entrusted to officers other- than Audit Officers. It is for the
Audit Officers concerned to submit the Report on these accounts, as
+well a8 to prepare the Executive Report for so long as its preparation
is still required. In all other cases both the Appropriation Accounts
and the Report thereon and the Executive Report are prepared by
the Audit Officers concerned,

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

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

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

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

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

(c} to bring to the notice of the legislature :—

(%) every case of a breach of the princtple that no re-appro-
priation may be made from one grant™to another ;

(%) every re-appropriation within a grant which is not made
in accordance with the rules regulating the functions
of the Financt Department, or has the cffect of in-
creasing the expenditure on an item the provision for
which has been specifically reduced by & vote of the.
legislature ; and

(#%) all expenditure which the Finance Department has re-
quested should be brought to the notice of the legis-
Iature,

408. Under Rule 37(3) of the Devolution Rules the Finance Depart-
ment of a local Government is required 4o lay before the Committee
the Appropriation Accounts and the Report of the Audit Officer thereon
and bring to the hotice of the Committee all expenditure which has not
been duly authorised and any financial irregularities.

409. Functions of the Public Accounts Commitlee of the Central
Legislature.—Similar provisions have been made as regards the control
to be exercised by the Cantral Legislature, and the Finance Department
of the Government of India is also required to take similar sction in
regard to the Central Appropriation Accounts and the Reports of the
Audit Officers on them,

410. Although the Committee on Public Accounts is inherently a
Committee of the legislature, which is primarily concerned in ascertain-
ing, through its Committes, whether the money granted by it has been
spent according to its determination and with duve regularity and pre.
priety, the scope of the control exercised by the Committee has been
greatly developed so as to make it a valuable instrument for safe-guard-
ing the interests of the tax-payers. It has been held that the Committee
is entitled to scrutinise all mattera included in the Appropriation
Accounts, and in the Audit Officer’s Report and the Auditor Gehrerai’>
comments thereon, whether in regard to voted or non-voted expen:
diture, or receipts of revenue, or stores, with the excaptlon of onses
arising in a * Backward Tract,” to which the provisions of Seoticn
72-D of the Government of Indiz Act do not apply, as the functions
of the legislature and its Committes on Public Accornnts are regulated
by the rules framed under that Section ol the Act. The Committee
is further entitled to express its opinion upon the conduct, of the
adminjstrative department in respect of its accounts and upon thg
decision of the Finance Department affecting the latter, and ‘to criti-
cise improper wnd wasteful or unwise methods of finepeial administravion.

F2
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But the Committee is not an executive body, and has no power,
even after the most minute examination and on the cleareet evidence,
to disallow any item or to issue an order. It can only call attention te
an irregularity or to a failure to.deal with it adequately, and express
its opinion thereon gnd record its findings and recommendationa.

411. Assistace required of the Audit Officers—In order adequately
to fulfil these functions the Committee must necessarily rely upon
the assistance of the reporting officer who should invite its attention
to all unusual features and important irregularities arising out of the
audit described in Chapters 12 to 18. Where accounts are compiled
‘bz an authority other than the Audit Officer, irregularitics are also
discovered by the accounts ataff of that authority during the course
of internal check, and such irregularities also should find a place
in the Report. Having decided what information should be brought
to the Committee’s notice. the Audit Officer should set forth carefully
all the relevant facts, explaining the obvious inferences to be drawn
from them and the points which appear to require examination, in
such a way as to enable the” Committee to reach a conclusion on each
subject or to determine the nature of any further investigation which
may be necessary.

412. Review of Finance.—In order to present a comprehensive survey
of the financial administration of the government, the report ordinarily
includes & general veview of the financial position of the Government.
In doing 8o the report should indicate not only the results of the year
but should also show whether the position has improved or deteriorated
during the past few years, referring to the main causes that have been
at work to effect the result. Toindicate the present position, the cash
situation has to be explained, and in addition the growth or diminution
of liability should be indicated. For this purpose both revenué and ex-
.Efﬁnditure should be suitably analysed, and permanent commitments
distinguished from those of a temporary character, the former being
detailed to the extent necessary and the latter sub-divided as may be
suitable. Contingent liabilities, such as estimated expenditure on un-
completed schemes or works, should receive special attention, as well
a8 asseks not yet brought to account.

413. Disposal of the Reports.—After the reports have been acrutinised
and considéred by the Public Accounts Committee, it devolves upon
the Finance Department to take inte consideration any recommenda-
tions of the Commitfee and to issue .orders thereon. The report of
the Committee and the orders of the Government thereon are then
furnished to the Audit Officers concerned and to the Auditor Gleneral,
and it i8 Gpen to the Audit Officer in his next report and to the Auditor
General in his comments thereon to indicate the action which has been
taken in respect of cases previouslv brought to notice and to comment
on ‘he adequacy of the action.
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414, When forwarding the reports to the Secretary of State, the
Auditor General offers such comments of a general nature as he may
think fit after a serutiny of the accounts of the whole of India so as to
present the general trend of audit development and the progress of
financial control in India, quoting, whers necessary, individual casea ot
financial irregularity as examples illustrative of Ris comments.

415, Importance of the Reports.—Reports on the Appropriation
Accounts are thus public documents of considerable importance. They
should, therefore, receive the personal attention of the head of the
Audit Office, Every endeavour should be made to convey through
them a just, impartial and yet sympathetic picture of the finangial
administration, a3, to the Government concerned, the reports will show
the extent to which its subordinate officers are complying with its
rules and orders, and to the tax-payers and to the Secretary of State
they will exhibit the extent to which the Government is complying
with the orders and views of the legislature. It should be borne
particularly in mind that the control which the legislature of the
province will exercise over the provincial finances will depend Iargely
upon the effectiveness of the help rendered hy these reports,
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CHAPTER 22.

Relation between the ﬂudit_Department and the Finance Departments
of the Central and Provincial Governments.

418, The Auditor General dependent on the Government of India in
matiers of Expenditure and Adminisfration.—We have seen in Chapter 3
that the Auditor General in India is, in his capacity as the final audit
anthority in India, independent of the Government of India. This
independence does not, however, cover his powers of expenditure,
or his administrative powers over the Indian Audit Department.

417, Such powers of expenditure as the Anditor General possesses
are delegated to him by the Governor-General in Council; and in this
respect, therefore, he is subordinate to the Government of India. Simi-
larly, the Anditor General’s adiministrative control over the Indian Aundit
and Accounts Service is largely limited in respect of Officers of Class I
and of Accountant General’s status.

418. While therefore the Government of Indis cannot override the
Auditor General's authority in sudit matters without a reference to
the Secretary of State, it is within their power to issue financial or ad-
ministrative orders in respect of the Indian Audit Department which
may, in the opinion of the Aunditor General, prejudice the efficiency of
the audit for which he is statutorily responsible. For exampls, the
Government of India may dissent from the Auditor General’s opinion
regarding the number, status, or remuneration of the Gazetted Officers
or non-gazetted staff required for the proper conduct of particuiar audit
duties, or in regard to the grant of facilities or encouragement for special
fraining, or on the subject of the selection or posting of particular senior
Officers for promotion or duty.

418, If and when such differences of opinion arise, the Auditor
General’s only remedy would lie in convincjng the Secretary of State
that histown view is nght and that of the Government of India is wrong.
He has, however, no direct means of access to the Secretary of State;
and, if the Government of India are not prepared to forward any re-
presentation which he may make, he must wait to put forward his state-
ment of the case in the annwal letter with which be forwards the Appro-
priation Accounts to thie India Office,—this being his sole avenue of access
to the Secretary of State.

420. It will thus be seen that, while the Auditor General is, in his
sudit eapacity, indenendent of the Government of India, he is in fact
dependent on the Government of India for the means of giving effect
to s audit duties and responsibilities.
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V' 891, Co-operation between the Auditor Generdl and the Finance
Department of the Government of India.—It is therefore necessary
that close touch should be maintained between the Auditor General
and the Finance Department,—the Department of the Government
of India the portfolio of which includes the subjgcts with which the
Auditor General deals. Close co-ordination is ’required in connection
with the drafting, amendment and interpretation of rules having any
financial bearing, In actual practice the Auditor General is generally
consulted by the Ninance Department before any action is taken;
and the general convention is (7) that where, (as in the caze of the
Fundamental Rules and the Civil Service Regulations) the Governor-
General in Council has the power of interpreting rules, the Audivor
General is consulted by the Finance Department ; and (i%) that where
such power is reserved to the Secretary of State in Council, the Auditor
General gives audit rulings on disputed cases after first ascertaining
if the Finance Department agrees. In all cases in which the Finance
Department issues financial rules, whether in the form of Codes or
otherwise, these pre scrutinised by or on benalf of the Auditor General.

422. Apart from these special matters which concern the direct
relations between the Auditor General and the Finance Department of
the Central Government, the generel principles regulating the relations
between the Government of Indis and the Audit Department in regard
to budgets, financial control, the Reports on the gesulta of Audit, and
other such matters, diffef only in detail from those which have governed
the relations between Provincial Accountants General and the Finance
Departments of Governors’ Provinces since the Reforms of 1919 brought
with them a relaxation of the Central Government’s control over pro-
vincial finance. While, however, the relations have, in the case of the
Provincial Governments, been put upon a statutory basis, there is na
such basis in the case of the Central Government.

423. The ncreased financial powers of Provincial Governments, and
the consequent duties of Audit.—In recommending such relaxation of
external control, the Government of India, in paragraph 74 of the
First Despatch on Reforma, stated as follows :—

 Withdrawal of external control over provincial finaace impiies
the substitution of effective control within the provinge.
That control in practice must be divided between the Finance
Department of the province and $hs Legislative Council.”

424, The external control menticned here means the control which
the Secrotary of State and the Governmeat of India used to exercise
over the provincial finances prior to the introduction of the Reforms,
The Reforms of 1919 gave the provinces a large measure of Tfinancial
independence, as described in Chapter 14, as well as large nowers Gt
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taxation "and l:orro;nng The former external control has now been
replaced by control within the province, partly by the Finanve Depart-
ment and partly by the Tegislature, the lattor in this behalf being assisted
by its Committee on Public Acconnts.

425, The Audit Qfficer’s relation with the Legislature and the Finance
Department of #he local Government,—Tn paragraph 77 of the same des-
peteh the Government of India stated that “standing behind all
financial conirol there must be an effective audit”; and in para-
g}'faph 78 they discussed as follows the means of making sudit criticisms
effective :—

o/ “ With the audit rehabilitated as we should wish, the procedure
for making its criticism effective will be as follows :—Each
sudit report which deals with provincial subjects will be
Aubmitted to the Governor, for communieation to the exe-
cutive authority concerned, whether Member of Executive
Council or Minister. Copies will go simultaneously to the
Finance Department of the Province, which will take orders
upon the report. ..............evecue.... But in each
case, the Finance Department will place the report and the
orders upon it before the committee on public accounts
........... The committee ............ will have the
tight to examine all audit objections and executive orders
passed upon them, and to make recommendations...... ”,

428. As cxpleined in the previous Chapter, the Auditor General’s
audit is_conducted primarily on behalf of the Secretary of State—the
finsl controlling suthority—but his assistance is available to the execu-
tive government and the legislature which are now responsible for the
internal control. To safeguard the interest of tax-payers the 1eport on
the results of audit conducted by the Audit Department is scrutinised
By the Public Accounts Committee ; but, as the functions of the legis-
lature, and consequently those of the Public Accounts Committee, as
at present constituted, are confined to scrutiny and recommendation,
they do not possessany authority to enforce compliance with their wishea,
Where alocal Government fails to meet the Wwishes of the legislature in
Bl a maiter, the legislature has, of course, ite own remedies,—remedies
‘of an indirect.kind : but no other authority can intervene unless recourse
be had to the general powers of superintendence, direction, and control,
reserved to the Secretary of $tate and to the Government of India.

427. Tn the previods Chapter it has also been shewn how the assist-
auce of the Audit Department is rendered to the executive Govern-
ment and legislature through the Ixecutive Report and the Report on
the Appiopriation Accounts. It was, however, recognised that ita co-
orainstion with the Finance Department will be necessary in detailed
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matters, and the Government of Indin in paragraph 75 of the same des-
patch exphined the desirability of it as under :—

v« Finally the Finance Department must be in intimeate relations
with the audit. It will have to advise the auditor regarding
the scope and intentions of schemee of exgenditure, having
iteclf been apprised of these in its discussions with the ezecn-
tive authority at the preliminary stages, Tt will be consulted
by the auditor about the detailed application of financial
principles and the intefpretation of financial rules. It will
keep him informed about prices, local rates of labour, and
many other facts which are relevant to his audit, but of
which he has no direct source of knowledge.”

428. It is especially in connection with the conduet of higher audit,
as described in Chapter 17, that the Audit Department can he of service
to and should expect assistance from the Finance Department in the ox-
ploration of avenues for economy.

429, Duties® of the Finance Depariment, and corresponding functions
of the Audit Officer.—The statutory provision for internal control of the
Finance Department is contained in Section 45-A (2)(i#) of the Act, which
provides that rules framed thereunder may ** provide for constituting a
finance department jn any province, and regulating the funcfions of
that department.” {The functions of the Finance Departmnentiare de-
tailed in Part III of the Devolition Rules framed under that Section of
tho Act. The more important of these functions{which involve ¢g-
Qperation with the Audit Department are summarised below = —

(¢) The safety and proper employment of the Famine Relief
, Fund and of the proceeds of borrowing,
(¢4) The framing of the financial rules and arcanging for the
maintenance of suitable agcounts throughout the provinc®
{#13) The preparation of the annual budget estimates,
(#v) The sorutiny of proposals for new expenditure and guard-

ing againsteundue growth of expenditure om the public
service,

(v) Taking action on the reports of the Audit Depgriment.

(vi) Advising departments responsible for the collection of reverue
regarding tite progress of colléction and the methods of
collection employed. *

(vis) Controlling the delegations of financial ﬁowars by the local
Government and the subordinate authorities. *

430. In regard to item {i} of paragraph 429, the Finance Deparimgent

has to see that proposals for the wtilisation of the Famine Relief Fund
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and borrowed thoney fall within the objects on which they may be
spent under the rules, while the Audit Department has to satisfy itself
by its ex post facto scrutiny of the expenditure that such funds are
actually spent only on authorised cbjects,) and that if loans have been
apent on unproductive objects sinking fuhids have been created under
the Local Governynent (Borrowing) Rules.

S 431. Inrespect of item (ii) of paragraph 429, the Finance Department
frames, in consultation with the Audit Depa.rtment, rules to secure proper
financial control, and the latter department has €5 see that the rules
are 8o framed as to satisfy the requirements of audit and do not impair
the efficiency of audit. As regards accounts the Auditor General deter-
iney the form in which officers rendering accounts to the Indian Audit

ﬁ;artment shall render such accounts, and in which the initial accounts,

from which the accounts so rendered are compiled or on which they are
based, shall be maintained. Where these accounts do not bring out
any particular information which may be required by the local Gov-
ernment for itse own apecial, purposes, it rests with the Finance

Department to arrange for the maintenance of suitable pro formd or

other accounts. In such matters it will no doubt fird it desirable to

obtain the advice of the Audit Department. Qpe branch of work in
which these duties of the Finance Department are of special import-
ance i8 * Local Funds,” as these are not subject to the audit of the

Indian AudtitDepartment, and the local Goverpment is responsible for

making its own arrangements for audit. As regards all accounts

msintained by departments under s local Government the Finance

Department is responsible for satisfying itself that they are actually

kept in accordance with the prescribed rules.

/ 482, As regards item (jii) of paragraph 429, the Finance Dephrtment
requires the assistance of the Audit Department in preparing the budget
~stimates and watching the progreas of receipts and expenditure; and

the following statutory rules provide for such assistance being given by
the Audit Department :—

* The Auditor General shall supply, or hall arrange that officers
subordinate to him supply, any information required by the
Governor-General in Council or by a local Government which

caft be derived from the accounts maintsined in the offices
under his control. :’

““ The Auditor General shall arrange that such assistance as may
be required*shall be rendered by the officers of the Indian
+Audit Department to the Governor-General in Council, the

local Governments and other authorities in the preparation
of their afnusl budget espimates.” prepes
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433. The amount of assistance rendered by Accountants Genersl in
relation to the budget i8 not uniform in all provhces® Theoretically,
the Audit, Officer should not prepare any budget estimate, except in
respect of any grant of which he is the Controlling Officer ; but he should
scrutinise the consolidated estimates in certain directions. In actual
practice some provinces expect much more, one oven going so far as
to ask the Accountant General to supply the prirfted forms, to collect
and consolidate the estimates, to fill in past actuals, *to calculate the
provision for Home charges, to print the budget as approved by the
local Government, and to distribute the allotments between the Con-
trolling Officers,

434. As rogards item (iv) of paragraph 429, the Finance Department
demands justification for new expenditure from the department which®
proposes it and challenges the necessity for spending so much money
to secure a given object. The functions of the Finance Member in
this respect are, however, advisory, and the Minister or the Member
m charge of the department concerned is not bound to accept the advice
given by the Finance Member. But, after the expenditure is sanc-
tioned or appeprs in the accounts, the dudit Officer investigates the
neceasity for it through the proceedings and other papers leading to its
sanction ; and, il he considers the expenditure to be extravagant, ke is
n a position to challenge it and bring the irregular expenditure of public
money to the notice of the Public Accounts Committee and the legis-
lature through his Audit Report. Thus the Finance Depariment and
the Andit Department have analogous functions In regard to new ox-
penditure—the former advises before action is taken and the latter
scrutinises the action taken either on receipt of the ssnction or when
the expenditure appears in the accounts,

435. In regard to the public service in particular, the Audit Depart-
ment conducts a scale cheﬂ:} and apprises the Finance Department of
any varistion in the scale fixed for the service or establishment that
requires the sanction of & higher authority, The Audit Department is
also required to.advise, if necessary, on the question whether the sanc-
tion of the Secretary of State in Council, or of the Governor-General in
Couneil, is or is not required to the addition of a permanent or temporary
post to the public service!

~ 438, Xs to item (v) of paragraph 429, the Finance Deparfmer.t-sn
receipt of a report from the Audit Officer to the effect that expenditure
for which there is no sufficient sanction is being incurred, may require
the department concerned to take steps toobtain the necessary sancvion
or to stop the unauthorised expenditure. Wkere, however, the local
Government is unable to accept any audit decisionegiven by the local
Audit Officer, provision exists in the Aullitor® General's rules that, on
reference being made to him, the Auditor General shall reyiew such
sudit decision and if he thinks fit overrule it. “
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487, The functions of the Finance Department under item (v) also
include the duly (ekplained in detail in Chapter 21) of laying before
the Public Accounts Committee the Appropriation Accounts and the
Repo¥r-of the_Audit, Officer thé¥oon, bringing to its notice all unauthor-
Ts?& ‘6xpenditure as well as financia] irregularities,

s '4_38.{&11 regard to, item (vi) of paragraph 429, the Audit Department
has to ascertain that Adequate regulations and procedure have been
framed by ihe Finance Department to secure an effective check on the
assessment, collection end proper allocation of revenue, and to satisfy
itself that any such regulations ang procedure are being duly carried
out. It also suggests improvements in the procedure for collection, and
for the internal check applied thereto.

« 489, In respect of item (vii) of paragraph 429, above, the Finunce
Department examines the proposals for delegations of powers to ensure
that such delogations are necessary for the convenient and efficient
despatch of public business. Aifter the orders for delegations are saue-
tioned, the Audit Officer has also to satisfy Limself in all important
matters of delegativn that they are not likely to impair scriously the
efficiency of the conduct of public business.y ¥or instanve, the principle
of authorising disbursing officers themselved to sanction special charges
may -be curriod too far or extended to cases in which obviously some
sort of control by higher authority is advisable. If such cases are im-
portant, the Audit Officer should make a suitable representation to the
Finance Departanent, and thus give the latter the opportunity of review-
ing or reconsidering the order as the case may be,

v 440, Co-opecration between the Audit Department and the Finance
Department is also necessary in the following matters in which it is
prescribed in the Treasury Orders that the concurrence of the Auditor
(Feneral should be obtained :—

{a) The maintenance or otherwise of a treasury in every dis-
trict under the charge of a Treasury Officer.

{b) The procedure for the payment of money into, and with-
drawal of money from, the treasury.

v 8L Lo-operation between the Audit Officer tnd the Finance Depari-
oo —It will be realised that, though the Audit Officer may and
does have 1o gct as the critic of the operations of the Finance Depart-
tucnt, the objective of both authorities is in cfiect the same, namely the
saloguarding of economyy efficiemcy and propriety in public finance.
The desired result can‘iherefore be best attained by the establishment
of mutual understénding and co-operation.
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OF THE INDIAN HOME ACCOUNTS.

CHAPTER 23.

Relation between the Auditor General and the Auditor of the Indian
Home Accounts.

442. Position of the Audstor General in India—Under Rule 9 (ii) of
the Auditor General's Rules, the Auditor General is responsible for
the audit of expenditure in India from the revenues of India, and
under Rule 2 (d) of thess Rules the Indian Audit Department, that is
to say, the officers and establishments subordinate to the Auditor
General, is employed upon the compilation and audit of accounfs of
Government transactions in India, the latter duty including the audit
of those receipts of revenne and stores and stock the audit of which
has, under Rule 12 of the Auditor General's Rules, been entrusted to
the Auditor General by the Governor-General in Council. The Audit
Department is, therefore, responsible for the audit of Government
transactions %rising in India, and under Rulo 9 (i) of the Auditor
%Fral’s Rules the Auditor General is the final audit authority n

ia.

448. Position of the Auditor of the Indian Home Accounts.~The
administration of that portion of the transactions of the Government
of India, (including transactions of both the {Central and Provineial
Governments) which arises in the United Kingdom, rests with the
Secretary of State and the High Commissioner for India. The
compilation of the accounts of such transactions, which are maintained
in_the name of the Secretary of State in Council, is performed by the
secounting authorities in England ; and, for the audit of these accounts,
Section 27 of the Government of India Act empowers His Majesty to
appoint an suditor and requires that auditor to *‘ examine and audit
the accounts of the receipt, expenditure and dispesal in the United Kiasg-
dom of all money, stores and property applicable for the purpoaes of
the Act.” That Section further requires the suditor t¢ bring specially
to the notice of the Secretary of State in Council  cases (i any) in which
it appears to him that any money arising out of the reveaugs of India
has been appropriated to purposes other than those to which they-ans
applicable ” and to “lay all his reports before both Houses of Partiu-
‘ment.”

444, Thus the duty’of asuditing trantadtions of the Government of
India is, under the Statute, divided betweon®the Auditor Genersl in
India and the Auditor of the Indian Heme Abcouhts, the former being
responsible for those transactions which arise in India and éhe lattes for

those arising in the Unitod Kingdom.
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445. Genesis of appointment of Auditor for Indian Home Accounts.
—The first provision for the appointment of the Auditor of the
Indian Home Accounts ajpeared in the Government of Ifdia Act,
1858. Its main object was to provide an independent authority
which should scrutinise on behalf .of Parliament the exercise by the
Secretary of State in Council of the powers entrusted to him by the Act.
At that time the Secretary of 8tate in Council was, under Sections 2
and 21 of the Act, the supreme authority in respect of expenditure
from the revenues of India. Ho delegated certain powers to authorities.
in India, and watched their exercis¢ of those powers through the
agency of the Comptroller and Auditor General in India, who was
appointed by the Secretary of State but worked in direct subordina-
tlon+to the Government of India. Thus the Secretary of State, as the:
ultimate spending authority, watched, with the aid of the Comptroller
and Auditor General in India, the expenditure of the authorities to
whom he had delegated power; while he answered for his own outlay
to Parliament, which derived its information from the report of the
Auditor of the Indian Home Accounts appointed for the purpose.

246. Anomalies created by the Reforms of 1919.—In desling with the
Reforms Scheme, before its introduction, the position of the Auditor
of the Indian Home Accounts did not come under consideration; and
the arrangements under which two auditors, quite independent of
cach other and remaining responsible to two different authorities,
carry on the audit of transactions of the Government of India have
resulted in certain constitutional anomalics,

447. Por example, with the reformed constitution, the position as
regards expenditure underwent considerable change. In the first place,
the ultimate power of sanctioning expenditure in respect of provincial
transferred subjects passed from the Secretary of State in Courcil to
local Governments in India. Becondly, specific provision of funds is
now necessary before expenditure can be incurred, and in many cases
suth provision must necessarily, as explained in Chapter 15, take the
shape of a vote by a Legislative body in India. Thus a considerable
portion of the outlay of the Sccretary of State himself is financed from
funds so voted, while the Secretary of State 18 responsible for the appli-
cation of such funds to an suthority other than that which voted them ;
and"3h even more anomalous position arose on the creation of the ngh
Cémmissioner fer India, who spends, as the agent both of the central
and of the provincial Govamments monies partly voted by their res-
pective legislatures, and partly, in respect of nbn-voted items, allotted
by the executive Govamments

448. Section 27 of the«Government of India Act is s0 worded that,
on the creatfon of the High Commissioner, his accounts became a.uto-
‘matically subject to the a.ud.lt. of the Auditor of the Indian Home-
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OF THE 'WDIAN HOME ACCOUNTS.
Accounts o and the latfer is required to lay his reporis upon those
acconnts before both Houses of Parliament. It is inconsistent with the
constitutional pesition of the High Comnissioner, who acts zs an agent
of the Government of India and of the various local Governments, that
his acconnta should be separately submitted dirget 40 Parliament, rather
than as a part of the accounts of the Government of Fhdia as a whole.
On the other hand, there is no provision in the Aet for the submission
to the lapislatures in [ndia of the report upon the accounts of the High
Commissioner, although the experaditure which they represent has been
sanctioned ecither by the executive authorities in India or by the High
Commissioner himself in virtuo of powers delegated by those anthoritjes,
while a large part of the funds to cover the expenditure has been voted
by the legislatures.

449. Again, the High Commissioner for India acts under the direct
instructions of the Government of India and the local Governmenta.
His financial transsctions are governed entirely by those instructions
and by such compilations as the Civil Service Regulations and the Funda-
mental Rules. The great majority of such rules and orders have to
be followed by sibordinate suthorities in India as well as by the High
Comumissioner. The transactions of the former come under the audit
of the Auditor General in India, and it is essential that the officers res-
ponsible for the audit in the two countries should interpret the rules
and orders in the samaq way. There is specific provision both in the
Civil Service Ragulations and in the Fundamental Rules that the final
authority for the interpretation of these rules vests in the Government
of India; and that authority is in mctual practice exercised in- direct
consultation with the Auditor General, who cireulates the interpreta-
tions so given as ‘‘ Audit Instructions.” In the abstract, as matters
now stand, it is conceivable that & (Government servant while on leave
in England might obtain a different audit interpretation from thaf
current in India, in regard to his conditions of service.

450. Arrangements made to cover the anomalies.—In practice con-
ventional arrangements have been made to meet the more important
difficulties pointed out *above. The Auditor of the Indian Home
Accounts submits to the Government of India all his reports, which,
together with the accounts to which they pertain, are in turn laid
before the fegislature in India and scrutinised by the Public Accouuts
Committee. The Homg Accounts pregared in Englaud are also
incorporated in the Appropriation Accounts preapared by the author-
ities in India in order to show the collective resplts of all the transae-
tions of a particular Government or Depaftment of the Central Govern-
ment in a single document. The Auditor also consults the Auditor
General in India as to the interpretation of rules whjch have to be applied
both in the office of the High Commissioner and in the offices in India.
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PART IV.
The Machinery and Special Processes of Audit.

CHAPTER 24,
Office Arrengements and Procedure,

451, Arrangements for conduct of work.—The constitution of Audit
Offices and the distribution of audit and accounting duties between
them have been discussed in Chapter 5. The arrangements for the
conduct of work within these offices are briefly indicated in this Chapter.

4562, Arrangementsin the Civil Audit Offices.—In a Civil Accountant
General’s office, (including the office of ,the Comptroller, Assam,) the
actual audit, fecounting, correspondence and other work is distributed
between s number of different sections in accordance with the nature of
the work concerned, The inwurd correspondence, accounts, vouchers,
and other receipts of an office are sorted in a Routine Section and dis-
tributed to tho Sections whose duty it will be to deal with them.

453. The treasury accounts are distributed td the Treasury Audit
Group of Sections, which are responsible for their audit and primary
compilation. For the sake of convenience, however, the consolidation
of the treasury figures under Debt and Remittance heads is made in the
Compilation Se¢tion, while some special classes of vouchers, such as those
relating to Gazetted Officers, Deposits, etc., are made over to separate
sections, which are constituted to deal with the audit of such classes of
vouchers and with the connected correspondence and other incidentgl
work. Such vouchers after audit are returned by the special sections to
the Treasury Audit Sections.

454. In the Treasury Audit Sections one * district auditor ” is res-
ponsible for the adjustmbnt of the entire treasury accounts of a district
and also for the audit of these accounts, with the exception of dopmrt-
mental receipts and payments. The audit of these departmental receipts
and payments and their adjustment under proper heads of accounts, and
also the consolidation of the departmental figures, are entrusted to clerks
known as the * departmental auditors.’ .

455, After auditing the departmental gchedules 2nd all the vouchers
relating to them, and recording the transactions in the audit registers,
where necessary, the departmental auditors compile the departmental
accounts from these achedules and vouchers, and from those received back
after audit from the separate settions mentioned in paragraph 453 ;
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arhile the district auditor classifies under the proper heads of account the
figures relating to debt and remittance heads from the List of Payments
and the Cash Account, after they, together with the relevant’ vouchers,
have been sudited. Some transactions under Debt and Remittance
heads aiso appear in the departmental accounts, and opportunity is
taken at this stage to trarsfer those figures from the departmental account
to the district classified accounts, which are then passed on to the Com-
pilation Section for the consolidation of the district figures under the
Debt and Remittance heads,

Nors.—In some cases audit ia conducted after oompilation {see paragraph 101).

456. In many offices a Pre-audit Payment Section deals with the bills
payable at Headquarters which are usually audited before payment by
the Audit Sections concerned. The paid bills are then sent to the Trea-
sury Audit Department with schedules, and are handled there in the
8alme way as a treasury account.

457. Officers of the Public Works Department, who make payment
.of bills direct for work done, sebmit their monthly accounts to the audit
offices, These are received and audited in the Works' Audit Section
and are then passed on to the Compilation Section. Similarly, for Forest
and some other departmental transactions, classified accounts are render-
2d to the Accountant General’a office, which, after audit, are passed on to
the Compilstion Section, which compiles those departmental accounts,

458. From the compilation thus separately ;nade by the Treasury
Audit group of sections for each department, or for each major head of
account not relating to any particular departmens, (such as pensions),
and by the Compilation Section for certain departmental accounts and
Debt and Remittance transactions, the final compilation for the whole
«ircle of accounts is prepared in the Book Section, which also prepares
¢he Journal and Ledger (see Chapter 40).
~ 459. In addition to the sections mentioned above, there is a separate
Bection for conducting Hig'%él‘llg_ﬂ_,_a Bection for dealing with the
Exchange Accounts, and one for dealing with the Budget and for conduet-
ing Appropriation Audit. Some offices have a separate Report Section
which prepares the Executive Report (unless and until it is disconti-

‘mued‘) and the Report on the Appropnation Accounts,

* Nore.—The ppocedure described above differs in certain details in the omse of the
«offioen of the Accountant General, Contral Revenuss, the Audit Officer, Indisn Btores
Department, and the Audit Officer, Lloyd Barrage and Canals Construotion.

460. The arrangement fo; the conduct of sudit work by the office
of the Director of Audit, United Provinces, and the arrangement for the
wark condpoted by the Exahiner of Government Press Accounts and
the Examiner of Customs Accounts will be described in Chapter 36.

461, Asrangement in the Posts and Telegraphs Audit Offices—In Posts
and Tulegraphs Andit Offices the arrangement for the conduct of audit
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——

and accounting work follows, mutatis mutandis, the lines described in
paragraphs 452 to 459 above. For detailed information, the specinl
Manusls of Procedure for those offices, issued under the authority of
the Auditr General, may be consulted.

482. Arrangement in other Audit Offices—The work done by the
Railway, Military and Commercial Audit Offices is differently organized
to suit the requircments of their work, which vonstitytes a test audit
of the work done by the departmental officers, For the actual arrange-
ment of work conducted by these Audit Offices the respective Office
Manusls may be consulted.

463, Auditor General’s Inspections.—The work of all combined Audit
and Account offices, and of the office of the Director of Audit, United*
Provinces, is inspected on behalf of the Auditor General by his two Deputy
Auditors General (Inspection). In respect of other offices, the responsi-
bility for inspection rests on the controlling heads of those offices.

484. The object of the inspection is to enable the Auditor General to
satisfy himself that the Audit Officers are properly carrying out their
duties in accordance with the general principles and the rules prescribed,
that the audit is conducted with reference to the canons of financial pro-
priety, and that the Audit Officers recognise their responsibility for look-
ing into the manner in which the various executive officers undertake

wheir more important financial duties,

465. rimental control.—~The heada of Andit and Accounts Offices
do not address the Auditor General direct in connection with sudit and
account matt.efbébut communicate with-the Cont,gﬁller of Civil Accounta,
the Accountant engral,.Posts and Telegrapha, or the Director of Railway,
Army, or Commercinl Audit, as the case may be, who, if n-sessary,
take the orders of the Auditor General on the questions raised. See
Chupter .

486. A half-yeatly report that the work is up to date, together witk
a short description of, and explanation for, any arrears existing on the
last day of the half-year to which the report relates, is submitted by the.
head of each Audit Office through its controlling head to the Auditor
Greneral. .

487. Audit and Account procedure—The work in connection with the
audit and compilation of accounts i3 conducted in accordsnce with vhe”
rules of procedure laid down by the Auditor General in the various Codes
issued by him under his statutory authority., All instruetions of more or
inas universal application for permanent observanck in the Audit Offices
are 1sued as corrections 10 those Codes, while in other chaes general letters
areissued. All rules and orders of a local chiaracter relevant toxthe duties
to be performed by an Audit Office are incorporated in the Manuals of the.
office concerned,
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468. Correspondence.—Correspondence pulks so largely in the work
of an Audit Office that a few hints on this subject may be not without
value ;-

(i) The advice given in paragraph 376 may be reitefated that
correspondence regarding ob]ectmna must be courteous and
impersonal,

{ii) Careful attehtien should be pa.ld in drafting, to the arrangement
of the subject matterand of the argumenta employed, and also
to points of grammar, idiom, style, and punctuation.

(iif) Reminders must be issued at regular intervals if answers are
not received in due course. This must not be treated, how-
ever, merely as routine work. If reasonable time is nllowed
for a reply, the receipt of a reminder is a reflection upon the
working of an office, and, if two or three reminders fail to
elicit a reply, it may be presumed that there is something
wrong in the office at fault. The head of that office should
then be addressed personally, and, if that action fails to elicit
a reply, the matter should be reported personally to that
officer’s immediate official superior,

(iv)} Inthe same way, it is not sufficient merely to repeat in successive
statements of items placed under objection the items of
Works expenditure which have to be placed under objection
for want of an estimate or for some other reason. As soon as
the delay becomes 8o serious as to raise a presumption that it
iz due to defective work in the deparimental office the matter
should be reported by special letter to the departmental head
of the office or other higher authority.
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CHAPTER 25.
The Codes and Regulations used in Audit Offices.

469. Evolution of Statutory Rules.—It has already been explained that
the Government of India Act did not, prior to the year 1919, contain any
recognition of the local Government. The authoritiessthat were recog-
ni:ed by the Statute were the Houses of Pailiament, the Secretary of State
in Couneil, the Secretary of State, the Governer General in Council and
the Governor in Council. The.majn alteration that has taken place in
the Act of 1919 has been the statutory recognition of a new authority—
the local Government. All the orders which will be binding in future
upon this new statutory authority and the officers subordinate to that
authority must arise out of the statute itsell. So far as financial matters
are concerncd, the rules were previously <ontained in the old Civil
Account Code, Public Works Department Code, Civil Service Regula-
tions, Forest and other Codes, and in the Audit Resolutions. But
these were in the nature of collections of executive orders issued by
the Secretary of State and the higher afthorities in India, and had no
statutory authosity whatever behind themn. Under the Reforras of
1919, it was neccssary to evolve rules which should have this authority ;
and the new sections added to the Act provide for the issue of the
soveral new rules that have since come into existence,

470, New Statulory Bules issued under the Act of 1919.—The asections
of the Act from which vhe more important of the new financial rules ori-
ginute, the nature of the new rules, and the authorities which may aanction
these rules, are indicated briefly below :—

(i) Section 19-A enables rules to be framed whereby the Secretary
of State divesta himself of his responsibility for transferred
subjects. These rules have been issued by the Secretary of
State in Council, with the approval of both Houses of
Parliament. '

{11) The proviso to Section 21 gives the Secretary of State in Council
the authority in pursuance of which those of the rules in-
cluded in the, Booka of Financial Powers which define the
financial powers of the Governor General in Counci: 'in regard
to Central subjects and of the Governor in Council in ragard
to Provineial (Reserved} subjects have been issued.

(iit) Under Sections 45-A and 129-A, the Devolution Rules, pre-
scribing the classification of subjects, the financial arrange-
ments in a Province, etc., have been issved by the Governor
General in Council, with thersanction of the Secretary of
State in Council and with the approval of botR Houses of
Parliament,
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(iv) UndereSectjon 96-B of the Act, the following rules have been,
or will be, issued by the Secretary of State in Council :(—
(o) the Civil Services (Classification, Control and* Appeal)
Rules ;

(b) the Fundamental Rules ; -
(¢} the Supefior Civil Services Rules ; and
(d) the Pension Rules. * _
{v) Under Section 96-C, the Public Service Commission (Functions)
Rules have been framed by the Secretary of State in Council

prescribing the functions of the Commission in regard to the
recruitment and control of the Public Services in India.

(vi) Under Section 96-D (1) of the Act, the Secretary of Btate in
Council has framed the Anditor General’s Rules which make
provision for the pay, powers and duties, etc., of the Auditor
General in India.

(vil) Under Section 104 of the Act, the Secretary of State in Council
has framed the High Court Judges’ Rules, fixing the salaries,
allowances, furloughs, etc., of the Chief Justices and other
Judges of the several High Courts. .

471, Subsidiary Rules.—Some of the rules mentioned above provide
for the framing of subsidiary rules by other authorities, Thus—

(@) Three sets of rules emerge irom the Develution Rules—

{i) Under rule 16 of the Devolution Rules, the Treasury
Orders, laying down the general system of treasury
control, procedure for the payment of money into and
the withdrawal of meney from the public account, etc.,
have been issued by the Governor General in Council with
the previous sanction of the Secretary of State in €Council.

(i) Under rule 37 (¢) of the Devolution Rules, the various
Financial Rules, laying down the procedurefor desling
with Government transactions and for the maintenance of
suitable accounts by Departments, have been or are
being issued by the Finance Department of each local

} Government. '

(iii) Rule 46 of the Devolution Rules enables the Governor
General in Council to issue what are called the Agency
Rules, inssmuch as the relations between the Governor
General in Qounecil and the local Government in its
adminiwtration of a Central Subject are that of a Principal
andan Agent, and the relations between a Principal and
an Agent nectssarily connote the right of a Principal
to issue orders to the Agent as to the manner in which
the latter shall perform these duties,
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g

() The Civil Scrvices (Classification Control and Appeal) Rules
authorise the framing of the severalrules by the authorities
in India {See paragraph 305).

(¢) The Fundamental Rules* provide for the framing of several rules
by different authorities in India. Thus for example :—

(i) Under rule 44 of these Rules the Central and each loeal Govern-
ment have made rules prescribing the conditions under
which travelling and other compensatory allowances may
be granted to Government servants and others.

(ii) Under rule 74 of the Fundamental Rules the leave procednre
rules have been issued by the Governor General in Couneil,
local Governments, and the Auditor General,

(2) The Auditor General’s Rules enable the Auditor General to
issue (1) what are called the Audit Instructioms, and the
Andit and Account Codes; and (2) in his capacity as the
administrative head of the Indian Audit Department, rules
governing the administration of the Department.

472, Classa}ﬁca;im of the Rules.—All these rnles, except those mention-
ed at item (d) in the preceding paragraph, may be broadly divided into
three classes :—

(A) those relating to financial administration ;

(B) those regulating pay and allowances, conditions of service, ete.,
of Government servants and others performing Government
duties ; and

{C) those relating to the procedure for dealing with Government
transactions.

473. The rules mentioned against items (i), (ii), (iii), (v) and (vi) of
paragraph 470 above fall under class {A) ; itemas (iv) (8), (¢) and (d), and
(vii) of the same paragraph and items (b) and (c) of paragraph 471 above
fall under class (B) ; item (iv) (o) of paragraph 470 falls partly under
(A) and partly under (B} ; and items (a) and (¢) of paragraph 471 fall
under Class (C).

474. Scope of the Audit and Account Rules issued by the Auditor Gene-
ral.—The Audit and Account rules mentioned at item (d) of paragraph
471 above, besides prescribing the conduct of business in an Audit Office,
indicate how the several rules mentioned above are o be applied in audit,
snd also lay down the procedure for the maintennnce-of the accounts of
Government transactions in India both in" the' combined Audit and

* Nore,—The present Fundamental Rules will, however, sifortly becoma obaolets, gy
explained leter in thie Chapter. ’
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b 0 — _—
Account Offices under the Auditor General, and also at treasuries and
in departmental offices.

476, Relution of the old Codes to the new Rules—It is desirable to pive
at this point & brief account of the manner in which the old Codes have
been or are beipg tfeated, in order to indicate how the rules in these
Codes themselves, or in the n¢w compilations which ure replacing them,
emanate from the Act of 1919, or from the Rules made thereunder.

476. As regards the Civil Ser\nce Rggulations, the original intention
was that the substantive rules contained therein should be repla.ced by a
set of Fundamental Rules and by the High Court Judges’ Rules which
‘ have already been issued, and by the Pension Rules which will be isswed
by the Becretary of State in Council. The procedure rules of the Civil
Service Regulations now find a place in the leave procedure rules, or will
find a place in the pension procedure rules. Those rules in the Civil
Service Regulations which are in the nature of audit instructions have
come into the Manual of Audit Instructions issued under rule 9 of the
Auditor General’s Rules, ¢ .

477. Inregard to the substantive rulesin the Civil Service Regulations,
the position Las since undergone & considerable change. In 1924, certain
Statutory Rules and Orders (subsequently described as the Superior
Civil Services Rules) were issued by the Secretary of State in Council,
prescribing the rates of basic pay, overseas pay, pension, ete., of the
members of certain Superior Civil Services amd special posts. In the
same year, the Civil Services {Governors’ Provinces) Classification Rules,
were 1ssued by the Secretary of State in Council regulating the classifica-
tion and oontrol of the Civil Services in India, and the conditions govern-
ing appeals made by them. In 1926, the Civil Services (Governors’ Pro-
vinces) Delegation Rules were issued by that autkority delegating to the
local Governments of Governors’ Provinces the power to make rules

wregulating the method of recruitment to, and conditions of service, pay,
allowances, etc., of Provincial and subordinate Services and of officers
holding special posts under the local Governments, In supersession of
these sets of Rules, the new Civil Services (Classification Control and
Appeal) Rules now authorise the issue of different sets of Rules by each
lora] Government and by the Governor General in Council prescribing the
vonditions of service, pay, allowances, pension, ete., of different Services
as classified in those Rules ; while rescrving to the Secretary of State in
Council the right to frame gules in respect of particular SBervices. The
different sets of ruleswill now be issued by the respective authorities,
while the Fundamental Rules and the Superior Civil Services Rules will
uudergo aradical changt so 4s {0 contain those rules only which are issu-
able by ¢he Secretary of State in Council.
+ 478, Under rule £ of the Fundamental Rules as they now stand, these
ruleg are hot applicable to the civil personnel in the Military Department



163

Cuapr.25.] THE CODES AND REGULATIONS USED IN AuDIT  [479-488
OFFICES.

In the absence of specific orders to the contrary, the,subatantive rules in
the Civil Jervice Rogulations which were applicable to that personnel
before the Reforms still continue to be applicable.

479. On the introduction in 1922 of the present Fundamental Rules,
the existing incumbents, to whom these rales would ordinarily apply
generally, were given the option of electing the leave rules contained in
the Civil Service Regulations. The leave rules in the Civil Service Regu-
lations are, therefore, still applicable to the comparatively few members
of the Civil Services who elected to remain under those rules.

480. The pension rules issuable under Section 96-B have not yet been
issned, and in the meantime the pension rules in the Civil Service Reru-
lations have remained in force.

481. As vegards the old Volume I of the Civil Account Code (7th
edition}, this has now been replaced by & number of differeut Codes and
Rules. Thus Volumes I and II of the eighth edition of that Code, and
the Torest Account Code, deal with the maintenance of zccounts, and
the procedure to be followed by officers dealing with freasuries, and
by Treasury Officers. Some of the old rules now find a place in the
Treasury Orders framed under Rule 16 of the Devolution Rules ; some
are rules of account which have to be iasued by the Auditor General ;
and some find a place in the subsidiary rules which local Governmenta
have to issue under the Treasury Orders ; while the rest are financial
rules which local Governments have to issue under Rule 37 (¢} of the
Devolution Rules, and under the Book of Financial Powers. From the
old Civil Account Code also emanates the Resource Manual issued by the
Government of India, which contains the rules of procedure to be followed
at treasuries in connection with the movement of funds, the custody and
remittance of treasure and the supply of currency to the public. In
certain matters with which that Manual deals, the local Governments
may now also issue rules under the Treasury Orders,

482. The old Volume II (7th edition} of the Civil Ac._uant Code has
now been replaced by the Audit Code and the Account Code which have
been issued by the Auditor General uuder his statutory authority o frame
rules in audit and account matters,

483. In regard to the Public Works Department Cods, the old Volumos
ofjthe Code (edition of 1908) have been split up, and the administrativd
Code (Public Works Department Code, 10th edition) was issued some time
ago. The account rules have been separaved and incorporated in the
new Codes issued by the Auditor General, namély the Public Works
Account Code, the Audit Code and the pccount Cbde. Most of the
rules in the Public Works Account Code are accounts rules which can he
issued by the Auditor General, some can be issued 23 subsidmry rules
under the Treasury Orders, and others have to b8 issued as Finaneial
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Rules by local Governments under Ru.le 37 (e) of the Devolutmn Rules.
The rules in the Public Works Departrent Code (10th edition) and the
Forest Department Code coneist of administrative rules, rules which may
be issued as financial rules under rule 37 (e) of the Devolution Rules, and
delegations of expenditure powers,.and possibly also subsidiary rules
which may be issueds under the Treasury Orders.

484. Rules issuable by thy local Government.—It will be seen from
paragraphs 481 and 483 above that the rules which the local Government
can now issue under the Treasury Orders, under rule 37 (¢) of the Devo-
lution Rules and under the Book of Financial Powers, are scattered in
several Codes, namely, the Civil Account Code, Volumes I and II (Eighth
Fdition), the Forest Account Code, and the Public Works Account Code,
issued by the authority of the Auditor General, and the Public Works
Department Code (Tenth Edition), the ¥orest Department Code, and the
Resource Manual, issued by the authority of the Government of India.
In so far as the new rules, which the local Governments are to issue under
the Treasury Orders, rule 37 {¢) of the Devolution Rules, and under the
Book of Financial Powers, have already been issued, the rules contained
in these Codes are no longer applicable to the transactions of the local
Government of a Governor’s Province. In cases where they have not
yot been issued, they will eventually have to be issued by each local
Government, and in the meantime the rules contained in the old Codes,
with the approval of the local Government, apply mutatis mutandis to
the transactions of that Government. .

485, Rules issuable by the Governor General in Council.—As stated in
paragraph 336 the Treasury Orders have no statutory authority in their
_application to Central transactions, while the functions described in rule
37 (¢) of the Devolution Rules are merely those of the Finance Depart-
ment of a local Government of a Governor’s Province. The Govérnment
of India have issued orders that, in their application to Central transac-
-4ions, the Treasury Orders are to be regarded as executive orders issued
by the Governor General in Council ; but there is no statutory rule,
corresponding with rule 37 (e) of the Devolution Rules, prescribing the
financial business to be conducted on behalf of the Government of India,
It is, however, obvious that financial rules applicable to Central transac-
tiors, corresponding with those issued by the local Governments under
Pevolution Rule 37 {e), have to be issued by the Government of India.
The Governor General in Council has accordingly issued orders that the
rules contained in the Civil A¢count Code, Voluwes I and IT (Eighth Edi-
tion), should be consi¢zred as describing primarily the procedure to be
followed (i) by Gorernnent servants in paying into treasuries (or into
any branch of the Imperial Bank of India) moneys not derived from
sources of provincial revenue and by treasuries in receiving such moneys
and graoting receipts for them, and (ii) by Government servants in
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withdrawjng funds from the public account for expenditure upon Central
subjects ; and that they describe also (2) the financial rules of the Central
Government pertaining to subjects discussed in that Code and (b) the
orders issued by the Governor General in Council as Agency Rules to the
local Glovernments. In the absence of any orier the relevant rules
contained in the other Codes mentioned above, except the Public Works
Department Code, are to be regarded also as rules applicable to Central
transactions which are required to be issued by the Governor General in
Council under the Treasury Urders end under the Book of Financial
Powers, and are to be regarded as corresponding with those to be issued
by the local Governments under rule 37 (¢) of the Devolution Ryles.
As regards the Public Works Department Code, the Government of India
have recently issued a separate publication of their own, and so far as
the central transactions are concerned the old edition of the Public
Works Department Code is, therefore, regarded as having been superseded
by the new publication issued by the Government of India.

486. Rules jrsuable by the Audstor General.—The administrative rules
as well as most of the audit and account rules, which the Auditor General
has to issee under the Auditor General’s Rules, are now contained in the
Audit Code and the Account Code. But, as has already been stated,
many of the account rules issuable by the Auditor General for observance
by the Treasury and Departmental Officers, are also contained in the Civil
Account Code, Volumes I and I1, (Eighth Fditior), the Forest Account
Code, and the Public Works Account Code ; and, so far as these account
rules are concerned, these Codes are binding on all authorities whether
in dealing with Central or with Provincial transactions. No attempt has
yet been mede to cxtract these rules from these publications, which also
contair: the financial rules issuable by other authorities, and to compile
them separately. 1n order, however, to explain how the rules contained
in these publications will be treated individually in future, & memorandur,
relating to each publication was prepared, after consultation with the
Government of India, showing the applicability of each of the rules
contained therein ; and a reference to that memorandum witl indicate
which of them are account rules issuable by the Auditor General and which
are financial rules issuable by other authorities.

487. The detailed instructions embodied in the Audjt Code are m-
tended primarily for the guidance of the Civil Audit Offices. In respect
of other Audit Offices, the general rules,and principles on which the
instructions of this Code are based, and the orders®hich define the nature
and extent of audit to be applied to different classes of transactions, are
to be taken as a guide ; but in matters of detail the rules in thejr respectjve
Codes, issued under the authority of the Auditor General, are applicable.

488. Similarly, the instructions contained in the Account Code are
also intendgd primarnly for the guidance of Civil Audit Offices, The
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general rules and principles on which the instructions in thie Code are
based, as well as the detailed instructions relating to the Exchange
Accounts, the Finance and Revenue Accounts, and the Review of
Balances, apply also to other Audit and Account Offices, subject to any
modifications authorfsed by the Auditor General in each case.

489. Thus, for Poats and Telegraphs Audit Offices there are separate
sets of Codes prescribing the detailed procedure to be followed in those
Oftices. TFor Commercial and Military Audit Offices there are separate
Manuals which deal with the detailed procedure to be followed in them.
«At present, owing to the recent changes consequent upon the scparation
of Accounts from Audit, there is no authorised Manual or Code prescribing
the details of work to be done in the Railway Audit Offices. Its issue is,
however, expected shortly.

490, Audit Instructions,—In paragraph 471 (d) it was stated that the
Auditor (General issues * Andit, Instructions ** under Rule 9 of the Auditor
General’s Rules, If the old Audit Resolutions and the new Books of
Financial Powers are compared it will be found that somtie rules in the old
have been omitied frorm the new publication, though from a strict audit
point of view the omitted rules continue to be nesessary. To take an
illustration, Nole 3 under Rule HI (2) of the Main Audit Resclution
contained an order todhe effect that excesses oveg scales might be admit-
ted by Audit Officers in certain circumstances, li['heeuc orders were issued
with the sanction of the Secretary of State, and they will be as necessary
in the future as they wers in the past, It is therefore intended that
the Audifor General should issue such orders separately as * Audit
Instructions,” as they are really of the nature of interpretations which
the Auditor General is authorised to give. Such rules exist not only in
the Audit Resolutions, but also in the Civil Service Regulations, and in
“sther Codes such as the Public Works and Forest Department Codes.
The intention is that these Codes should not in future contain any rules
indicating when a reference to the Secretary of State is necessary. It is
in accordance with this principle that Rule IV of the Main Audit Resolu-
tion has keen omitted from the new Books of Financial Powers. Further,
with regard to transferred subjects, the powers of local Governments and
of the Secretary of State are fixed in Statutory Rules, and additional
powers such as are conferred by these rules cannot be given by the
Secretary of State in futurs under executive orders. To avoid all
difficulty, therefore, it has been decided that any orders which are of
obvious necessity, ‘and“had heen sanctioned under the old régime by
the Secretary of State, should be issued as * Audit Instructions.” Be-
sides thedo orders, these instruclions also contain, for the guidance of
Audit Officers, interpietations given by competent authorities of perti-
cular rules or orders in the new compilations which requira elucidation.
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491. Godes and Regulations sn common use,.—Besides the compilation
containing the Government of India Act, 1919, and several important
statutory rules issued thereunder, the Codes and Regulations in regular
use in Audit Offices are :—

(1) Civil Service Regulations ;

(2) Fundamental Rules ;

(3) Beveral sets of Supplementary Rules issued under item (2) ;

(4) Superior Civil Services Rules ;

(5) Several sets of Rules which will now be issued under the Civil
Services (Classification Control and Appeal) Rules in replace?
ment; of items (1), (2), (3) and (4} ;

(6) High Court Judges’ Rules ;

{7} Civil Account Code, Volumes I and 11, (Kighth Edition) ;

(8) Public Works Account Code ;

(9) Forest-Account Code ;

{(10) Resourte Marual ;

(11) Public Works Department Code (Tenth Edition) ;

(12) Audit Code ;

(13) Account C'ode’;

(14) Treasury Orders ;

(15) Several ssts of rules issued by the local Governments under the
Treasury Orders, under rule.37 (e) of the Devolution Rules
and under the Book of Financial Powers.

Further, the Manuals issued by the Controller of the Currency are
also required at times for reference.

For the regulation of pay, allowances, pension, etc., of the personnei
of the Army and Marine Departments, other than the Civil personnel,
thers are separate sets of rules and orders issued under the Army Act,
and a reference tqthese will be found in Chapter 36.
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CHAPTER 26.

Remuneration of Gazetted Officers and of Establishments.

492. Pay Bill.—A pay bill is the descriptive name given to the bill

drawn for pay or leave salary of gazetted or non-gazetted Government
servants,

The essential points in the audit of snch bills are to check—

(z) the title of the Government servant to the remuneration drawn
by or for him ;
() in the case of Government servants whoss remuneration is

drawn for them, that they receive the remuneration to which
they are entitled,

ReMUNBRATION OF (GAZETTED OFFICERS,

493. Gazetted Officers’ pay, bills—Each gazetted officer is permitted
to draw his pay month by month on a separate bill. Some non-gazetted
Government servants, (as for example, Tehsildats, Sub-Assistant
Burgeons, ete.), who belong to establishments fized with reference to
the requirements of a whole province, are also allowed to draw their pay
ou separate Dbills. The form of the bill needs little description. The
essential details are the same as those contained in the authority (called
pay slip) issued to the drawer by the Audit Officer. This is described
in the concluding portion of paragraph 497.

484. A gazetted officer is so called because the orders intimating any
change in his posting or status or the grant of leave to him are contained
in the Government Giazette.

405. Audit of Gazetted Officers’ pay bills.—The system of audit adopted
-for such bills, 1n order to check the title to the remuneration drawn,
is as follows :—

All payments are recorded in sn audit register in which one or two
folios are allotted to each officer. The main features of this register are
two sets of cages, in one of which are entered ‘the emoluments to which
the Officer is entitled, as varied from time to time by each order published
ir the Government Gazette, or otherwise communicated, and in the
other are recorded the amonnts drawn by him meonth by month. There
are subsidiary cages for the rgcord of :—

{¢) Orders anthofsing each alteration of emoluments.
() Particulare of the various posts held, or of any leave granted.

(¢} Ezplanations of (i) peculiar payments which would include
any payments not immediately identifiable by reference to
the entry in the emoluments column ; and (ii) broken periods
for which emoluments are paid at different rates.-
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(d) Particulars of objecti:ms raised, and their adjustment.
{(e) A.djustment of long term advances.

406. 1t is apparent thet the most important part of the audit is the
record of each entry in the cages for emoluments permissible. Each
alteration must be based on an order published in the Government
Gazette, or otherwise communicated, and the varfous pudit rules have
to be applied carefully "in determining the emoluments permissible in
sccordance with the orders passed by Government. Kvery alteration
of emoluments, therefore, has to be passed by the Gazetted Officer in
charge of the section. At the sarhe time an intimation is sent to the
officer concerned, and to the Officer in charge of the treasury at which he
draws his pay, specifying the amount which he may draw in accordance’
with that order of Government. This intimation is called a * pay slip.”

497, Increments on time scales of pay.—Under the Fundamental
Rules, an increment on a time scale of pay can be drawn as a matter of
course, unless it is withheld by special orders or an efficiency bar is
reached. It has therefore become unnecessary to notify the grant of
ordinary incremnents either in the Gazette or otherwise. 1t has also
become possible to reduce the use of pay slips to 8 minimuem. The slip
in now s0 worded that it remsains in force for & considerable time, as
in the following form ;—

Mr.,ooens natesasersansrarennns ia mformed tbat under order Now........uuus
dated.....cvviiviaianneiaies {Gazette page...... ) he ie entitled to draw pay end
allowanoea at the monthly rajes shown balow rom the dates ebecified

Details of caleulation.

—_ From, From From From

Ofcinting PBY covevveranrnersessons

The acale of PAF I8 coveeerinaarnonorivaorsiannrrosssragesasesss ++ Increment
ROCTUBE OD «versacrasernstssasarsastssnionssany avery yea.r, md, in the abaeno.
of instruotions to the oont.nry, this may be drawn ull the stage of T |
reached.

* Hare state the singe at which & pauss or an efficiency bar operates.
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498. A fresh slip is issued on the following occasions :—

(3) whenever any increment is stopped ;

(%) whenever a pause or an efficiency bar, or any other bar against
the grant of a particular increment, is renoved ; and

(#ii) whenever there is a change of any kind of emoluments, other-
wise than by accrual of an increment in the ordinary course,

499, Seale register.—The orders passed by Government have first to
be checked by the Audit office in order to see that they are admissible.
In some Provinces it i3 the custom for Qovernment to send the orders
in draft to the Audit office so that they may be checked before issue,
The main portion of this check is carried out by means of the acale register
in which is recorded the number of posts sanctioned in each grade or
class of the service and the officers on duty month by month in each
grade or class. The entries in this register have to be revised when-
ever an event occurs which takes an officer out of, or brings him into,
the scales, as for instance change of post, promotion, or temporary duty,
death, retirement, dismissal, resignation, or departurc on and return
from foreign service, other duty, or leave. In the case of Services in
which the graded system has been abolished, a simplified scale register
is used in which the total numbers of officers holding the sanctioned
posts is revised only on the occasion of any change,

500. Sterling overseas pay.—Under tule 4 of the Superior Civil
Services Rules, 1924, the concession of the payment in England of
overseas pay in sterling is permissible (i) under clause (a) or (b)—to
an officer who has a non-Asiatic domicile at the date of his appoint-
ment to one of certain specified Services ; and (i) under clause (¢)—to
an officer' in one of cerfain specified Services who i3 entitled to overseas
pay and has a wife or legitimate children elsewhere than in Asia.
Audit has to see whether an officer is eligible to receive overscas

y under clause (a) or (b}, and the High Commissioner for India has
to see whether an officer comes under clause (¢). Officers in India
who are entitled to Sterling Overseas Pay submit their oclaims in
separate bills to their respective Audit Officers, who, after audit,
consolidate them in a monthly statement and send it to the High Com-
missioner. The latter officer, when once authorised to make payments
of Sterling Overseas Pay to an officer at a certain rate, continues to pay
at”that rate until advised to the contrary, and verifies the payments
actually made against the amounts reported as due in the monthly
statements received subsequeutly from the Audit Officers in India, any
short or excess paymdht being esttled after correspondence by subse-

guent payment or recovery.

' 501, Pavsage Concessions.—Under rule 12 of the Superior Civil
8ervices Kules, 1924, free passages are granted (i) to any Government
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servant who belongs to a Service or holds aubsta.ntively 8 permanent
post spacified in Appendix (A) to schedule IV of those rules and who
had at the date of his appointment to such Service or post his domicile
elsewhers than in Asia, and (i) to any member of the Indian Civil
Bervice who had at the date of his appointment jgheretoc his domicile
in Asia and who is or has at any time been entitled 8¢ overseas pay,
or would have been entitled had he been on the time scale. The wife
and children of these Government servants are also entitled to similar
concessions. The number of free passages admissible varies in
different cases, the maximum being four return passages.

502. Audit maintains a separate Passage account, outside the Sov-
ernment Account, for each such Government servant and for each member
of this family. These accounts are credited with the cost of the
number of passages to which the Government servant, his wife, and hie
children, are entitled, and is debited with the cost of the passages
actually engaged. The balance, if any, remaining at the credit of any
person in his or her personal passage sccount after such person has
veased to be eligible for any benefits under the Passage Regulations,
lapses to Goverriment,

503. Leave account.—Yor each gazetted officer a leave account is
also kept in the Audit Office, showing the period during which the officer
was on duty, the leave earned by him, the leavs actnally taken, and
the balance at his eredit. From the entries in the account it is possible
to calculate the leave admissible to an officer at any given date.

504. History of services.—~Finally a listory of services is maintained
for each gazetted officer, in which are recorded his headquarters stations,
substantive appointments, officiating appointments involving a change
of duties, dates of alterations of appointments, grants of leave of all
kinds, and absence without leave or in excess of leave or joining time.
Pension calculations are based on this record.

REMUNERATION OF ESTABLISHMENTS.

505. Pay bills of Establishment.—The form of the pay bill of estab~
lishment is different from that of gazetted officers. It has columns IR
which are entered the name of cach section and of each incumbent of
a post, the name of each post in that section, and columns in which are
recorded, in separate entries, the substsntive paJ, additional pay for
officiating, special pay and leave salary drawn forr each incnmbent.
There are subsidiary columns for pay, etc., Held dver for future payments,
recoveries, fines, fund deductions and income tax. The officer signing
the bill kas to record certain certificates that pay previously drawn
has been disbursed and receipts tuken, that any leave grdntetl was

a
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admissible, that all appointments and promotions have been recorded
in the serviee books, and that an absentee statement accompanies the
bill, or that no person in superior service has been absent on other
duty or suspension or on leave. This absentee statement is a most
important part of the establishment bill, In it are shown the name and
designation of eagh absevtee, his pay, the other duty on which he is
employed, or his leave salary, as the case may be, the name, designa-
tion and pay of the officiating Government servant and the additional
pay permissible for officiating.

508. Audit of pay bills of Estublishment.~The system of audit of
guch bills is also different from that of gazetted officers’ bills. The unit
here is not the officer but the section of the office in which he is working.
In the establishment register, therefore, the main columna are—

() Name of the section and of the posts sanctioned therein.
{#) The pay of each post in the section.

(¢it) The order of Government prescribing any variation in the pay
of the section.

(tv) Monthly columns, in which are entered the amounts drawa for
that section month by month,

507. This method of audit is called sectional, while the method of
audit applied to the bills of gazetted officers is called nominal. In
reality it is not strictly sectional inasmuch as the pay sanctioned for
each post in the section is shown separately. If the audit were purely
sectional there would merely be a record of the number of posts in that
gection wnd the total pay sanctioned, This variation from strict sec-
tional audit is necessitated by the rule that an officer is not permitted
to grant to any subordinate a higher pay than that fixed for the post
which that subordinate is holding, so that the pay allotted to each post
‘0as to be entered in the register in order that the Audit office may check
that this rule is duly observed. To describe the actual entries which
have to be made in the columns for amounts drawn, and the reasons
for making each class of entry, would be to enter into an amount of
detail which would be out of place in this Manual.

. B08. The audit of pay bills of establishments the normal cost of
which is less ¢han Rs. 500 has recently been relaxed to 50 per cent,
precautions being taken to ensure that the billa of no establishment
escape detailed audit over a bong period.

608. Audit of pay bills of Establishments on time scale rates of pay.—
A tire scale rate of pay kas nuw been sanctioned for most establishments
and this has necessitated modifications in the existing procedure of audit.
On the conversion qf a graded establishment into one on a time-scale
rate of pay it is of vital importance to scrutinise the calculations of the
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initisl rate of pay fixed for each Government servané ; aitl once such rates
are fixed the increments accrue year by year almost automatically.
Where TInitial rates are dependent to any extent on service they can
be checked only with the service books which are all in the districts,
This work can therefore be best done at local inspections. Where such
mspections are not possible the service bookg should be requisitioned
by the Audit office for the purpose of the necessary chick.

510, The following procedure has been laid down, for the present,
for auditing the pay bills of establishments on time-scale of pay :—

(1} Such establishments fall under two groups,—(s) those for which
an establishment return is furnished annually by the Head
of each office; and (%) those for which no such retutn is
furnished.

(v} In cases where no cstablishment return is received, the audit
is by numbers only. If a sanctioned cadre contains its own
leave reserve, the number entered in the Audit Register is
the sum of the number of Government servants drawing pay,
anc of those drawing leave salary. If, in a cadre, officiat-
ing acrangements in leave vacancies are permissible, the
number drawing (¢) substantive pay, (i} leave salary and
(v22) officiating pay is noted separately in the Audit Register,
and the audit consists in seeing that (3) plus (s3£) is within
the sanction.ed scale.

(#3) (a) In the cuse of establishments for which an annual estab-
lishment return is received, the audit is by numbers as well
83 against the permissible expenditure. The numbers
entered in the Audit Register are :—

(i) when a cadre contains its own leave reserve—the
sum of the numbers of men drawing pay and of
those drawing leave salary.

(ii) if the cadre does not contain its own leave reserve—
the sum of the numbers of men drawing pay (sub-
stantive or officiating).

The audit check consists in seeing that this number does not
exceed the sanctioned scale.

(b) For audit against the permissible expenditure, tha first permis-
sible expenditure on the introduetion of a time scale is worked
out on the fly-leaf of the Audit Regisfer from the statement
showing the initial pay fixed for each Gbvernment servant,
and the date of his next increment; and for Ayril of esch
year it is checked with the annual establishmeat return.
For this purpose, all men on duty temporarily outsidethe

(¢ 2]
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cadreeor qu leave sre counted as if on duty; the pay of
temporary men officiating in permanent vacancies is added,
and for each unfilled vacancy is added the minimuth pay of
the post. Corrections are made in the permissible expendi-
ture during the course of the year only in regard to such
permanent factors as increments, retirements and deaths, and
conseguent new appointments, and increases and decreases of
scale. These events are notified to the Audit office in Incre-
ment Certificates, or in the remarks column of the pay bill,
or in the sanctions to staes,» as the case may be. The
savings and extra cost on account of leave and officiating
arrangements, etc., which are worked out from the Absentee
Statement are posted in the audit cage in the course of
audit. The total of the hill is posted in the register in
black ink, and the sums held over in red ink. The exira
cost and savings are also noted in the Audit Register in red
and black ink respectively from the Absentee Statement.
It should then be seen that the total of the amounts entered
in black ink (that id the total of the bill and swvings) plus the
amount held over less the extra cost (as ,recorded in red
ink) does not exceed the permissible expenditure.

{c) In anditing a bill 1t is first of all necessary to check all items in

the bill corresponding with entries in the Absentee State-
ment, and, at this stage the admissibility of the leave salary
and the officiating pay will come under audit. The incre-
ment certificates are next audited, first against the fly-leaf
and then in the bill itself, Then are audited the remaining
itorms in the bill against which there is some entry in the re-
marks column. The extra cost and savings to be entered

in the Audit Register are also worked out during this"process
of audit.

{d) Unce a year all the bills of one selected month are test-checked,

in respect only of the rates of pay drawn in them. Any
errors found in this month’s bills must be traced through the
bills of the year or years concerned,

(¢} The subsequent drawals of amounts held over for future pay-

ments, or refunded, are audited againet notes previously
redorded ju the Audit Register in respect of such ltems.

(¢v) Audit Officers have.been authorised to undertake the check of

& small percentage of the leave accounts which are main-
tained «in the local offices for non-gazetted Government
servants ; th¥ wolk is usually done during local inspection.

It is supplemented by oentral check when this is found to
be desirakle,
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511. Accountants General have discretion to appl? nommal aundit,
instead of the system explained in the last two paragraphs, in any cases
where they find that such nominal audit will be much more efficient.

StaruToRY BRULEE,

812. Application of the Statuiory Rules.—The documents mentioned
above are the most important, of those to which the Audit Officer haa
to apply the statutory rules issuetl with regard to pay and allowances,
leave, and leave salary.

513. In certain classes of cases, the terms of service are govérned
not by the Statutory Rules but by a contract effected between an in-
dividual person and the Secretary of State in Council or an authority
in India acting on his behalf. In such cases, the Audit Officer regu-
lates his andit in accordance with the terms of the contract. But he
must examine such cases with special care, because a contract cannot
prevail againstthe terms of the Statutory ‘Rules in the case of any person
whose conditions of service are by law required to be regulated by Statu-
tory Rules.*

514. A brief eummary is given below of the more important of those
Statutory Rules which are applicable to Central Government servants
and members of All-India Services. The Civil,Services {Governors’
Provinces) Delegation Rulea give power to local Governments to frame
their own rules on these subjects, which require to be studied separately,
Those local Governments which have already taken action in the matter
have followed the main lines of the Central Rules.

516, Iden.—The fundamental basis of a Government servant’s
emoluments is the amount fixed as the pay of the poat he holds
substantively. In this connection it is necessary to e¢xplain that, on
substantive appointmentto a permanent post, a Government servant
acquires a right, summarised in the word *lien™, to hold that post
substantively, either immediately or on the termination of a period or
periods of absence.

518, The connotation of the word “ lien ” can best be understcod
if it is explained that, in respect of every permanent posy, there ia ofte
Government servant who has a prior right over every other Govern-
ment servant. This one Government servayt may be employed on other
duty, in which case another may take his place ; But, if the other duty
comes to an end, he has o right to return to the post on which he holds
& lien, displacing his succeasor, unless his lich be eransferred to gome othgr

[ ]

* Note,—At the time of writing, it is under consideration Whether this position swill
be maiotained or not.
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post. The rules'regacding the transfer of lien are so framed as to safe-
guard the interests of Government servants. For obvious reasons no
Government servant, substantively appointed, may be left without a
lien on a permanent post.

517. If a Government servant is transferred to duty which there is
reason to believe will not terminate within three years, and retains no
connection with his substantive post, a local Government may suspend
his lien on the post and fill it substantively, subject to the condition
that the arrangement thus made will be reversed on the return of the
Government servant in question.

518. Pay.—It will thus be understood that the pay drawn by a Govern-
ment servant may be the pay of the post on which he holds a lien, or the
pay of some other post. The term “pay” includea overseas pay, technical
pay, special pay and personal pay, and any other emoluments which
may be specially clsssed as suchk by the Governor-General in Council.
Overseas pay is pay granted to a Government servant for serving in a
country other than the one of his domicile. Special pay is an addition
to pay granted either for extra duties performed or for the unhealthiness
of the locality in which the work is performed. Personal pay is an addi-
tion granted to save a Government servant from loss of substantive
pay in certain circumstances for which provision is made in the rules.

519. . Fexation of Pay on o time-scale.—A Government servant
appointed substantively to a post on a time-scale of pay draws as
initial pay the minimum of the tyme-scale, except in cases in which the
Fundamental Rules allow of his initial pay being calculated at a higher
stage on the basis of his previous service and [ or the substantive pay
which he has already been drawing in another post.

520. A Government servant holding u pest substantively who is
appointéd to officiate in another post may not draw pay higher than
that of his substantive post, unless either the post in which he officiates
is one of those enumerated in the Schedule to Fundamental Rule 30,
or in the circumstances mentioned in the following paragraph.

521. A Government servgnt officiating in a post draws the pay to
which he wwould be entitled if he were appointed to that post substan-
tively, shibject to the condition that he may draw instead the pay to
which he would be &ntitled in his permanent post if that be greater,
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522, Compensatory allowances.—A Compensatory allowance is an
allov&ranc'e. granted to meet personal expenditure necessitated by the
special circumstances in which duty is performed. Tt includes a travel-
ling allowance. A local Government may grant such allowances to any
Government servant under its control and may elsd e rules prescrib-
ing their amounts and the conditions under which they may be drawn,
Compensatory allowance does not include the grant of a free passage to
or from the United Kingdom, which requires the general or special

sanction of the Secretary of Stale i Council, nor does it include a sump-
tuary allowance,

523. Fees and Honoraria.—Unless in any case it be otherwise dis-
tinetly provided, the whole time of a Government servant is at the dis-
posal of the Government which pays him, and he may be employed in
any manner required by proper suthority, without claim for additionsl
remuneration, whether the services required of him are such as would
ordinarily be ramunerated from general revenues, from a local fund, or
from the revenueg of an Indian State.

524. A Government servant may be permitted by the general or
special order of a competent anthority, if it be satisfied that this can be
done without detriment, to his official duties or redponsibilities, to per-
form a specified service or series of services for a private person or body,
or for a public bedy (including a body administering a local fund), or
for an Indian State, and to receive as remuneration therefor, if the ser-
vice be material, 8 non-recurring or recurring fee. The acceptance of
fees by medical officers in civil employ for professional attendance is
regnlated by the orders of the Secretary of State for India in Council.

525. A Government servant may be granted an honorarium from
general revenues as remuneration for work performed whicl is occa-
gional in character and either go laborious or of such special merit as
to justify  special reward, Ixcept when special reasons, which should
be recorded in writing, exist for a departure from this provision, an
honorarium should not be granted unless the work has been undes
taken with the prior consent of the sanctioning authority, afid its amount
has been settled in advance.

528, A local Government may make rules fixing the amounts which
may be sanctioned by the authorities subordindte to it for acceptance
by a Government servant (other than a medical officer in civilsemploy)
as honoraria, and specifying the conditions under swhich they may e
g;ranfpﬂ



168

1
527-531 ] REMUNERATION OF GAZETTED OPFICERS  [CHAP. 26.
AND OF ESTABLISHWENTS.
L

527. Special and Ordinary Leave Rules.—Leave rules are, vnder the
Fundamental Rules, divided into two classes—special leave rules and
ordinary leave rules. The conditions governing admission to the bene-
fita of the special leaye rules are laid down in Fundamental Rules 75,
786-A, 75-B, and 75-C; Guvernment servants not so admitted are subject
to the ordinary leave rules. TFhe main features of these two sets of leave
rules, and the differences and resemblances between them, must be
studied in the Rules themselves.

628. Leave Rules of certatn high officials.—The leave rules mentioned
above are not applicable to the following Government servants, whose
leave is governed by the Government of India Act or by rules framed
under the Act—

{a) Governors and Lieutenant-Governora, Members of the Execu-
tive Council of the Governor-General, or of a Governor or
Lieutenant-Governor, during their tenure of office as such ;

(5) The Chief Justices and other Judges of the several High Courts ;
{c) The Bishops of Calcutta, Madras and Bombay ;
(d) The Auditor General in India ;

(¢) The Chairman and Members of the Bublic Service Commis-
sion.

The grant of leave to the Presidents of the Legislative Bodies is
governed by orders issued in this behalf by the Secretary of State in
Council.

529. Leave Sulary.—The Rules should also be studied regarding the
-periods for which and the conditions under which & Government servant
is entitled, during periods of leave due, to average pay, half average
pay, or quarler average pay. Certain monthly maxima and minima
are also fixed to which these averages are subject. These limits are
prescribe] in rupees and in sterling, the rates being applicable to
leave salaries paid respectively in rupees and in sterling under the
principle mentioned in paragraphs 531 and 632.

580. Average pay.—Average pay is the average of the monthly pay
emned during the twslve complete months immediately preceding the
month in which the event occurs which necessitates the calculation of
average pay ; und the oalculetions of half average and quarter average
pay are pido on the same basis.

“531. Drawul of leave salary.—The portion of leave salary represent-
ing se:rling overseas pay should be paid in all cases in sterkng, Subject
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to this condition leave salary. is payable in rupee# if due in respect of
leave spept in Asia, and in sterling if due in respect of leave spent out
of Asia. As an exception to this, a Government servant may draw leave
salary in sterling in respect of the first four months of leave on average
pay, whether taken by itself or in combination with other kinds of leave,
although he spends such leave in Asia, provided*that he proceeds out
of Asia during the currency of such leave or within one month of its
termination. Similarly, leave salary due in respect of any portion of
such leave spent out of Asia may if desired be drawn in rupees. In
the case of leave of any other description, or of periods of leave on average
pay after the first four months of such leave, leave salary in respect of
the whole of such leave may be drawn in sterling provided that, the
amount of such leave spent in Asia prior to embarkation does not exceed
one month,

532. Leave salary drawn in rupees must be drawn in India, or in
Ceylon if the Government servant spends his leave in Ceylon, Teave
salary drawn in sterling must be drawn in London, or, at the Giovern-
ment servant’ssoption, in any British Donfinion or Colony prescribed by
the Secretary of, State, provided that the officer spends his leave in the
Dominion or Colony in which he has elected to draw his leave salary.

$38. Leave Account.—Yor each Government servant a leave account
is maintained, in terms of leave on average pay, in which all periods
of leave earned are credited and all periods of leave taken are debited.
The amount of leave dhe to a Government servant is the balance at his
credit in the leave account.

534. Grant of leave not due.~Leave not due may be granted in certain
specified circumstances. Such leave is debited in the leave Account,
and is,intended to be regarded as an advance of leave, and its grant
should therefore be limited to the amount that both {¢) caun be and (b)
is expected to be earned by subsequent duty ; further, it is meant to
be granted only in exceptional circumstances, such as iliness or urgent
private affairs. When the exceptional step of granting such leave is
taken, it should be irrevocable, except at the request of the officer, who
should not be penalised, if reasonable anticipations fail to materialise.
During such leave a Government servant is entitled to leave sflary equal
to half average pay.

535. Extraordinary Leave—In special circumstances, and when nc
other leave is by rule admissible, extraordinary leave may be granted.
Such leave is not debited against the leave accovat, and no leave salary
is admissible in respect of it.

ALLOCATION OF CHARGES ON ACCOUNT OF LEAVE BABARY,

§36. Adjustment of leave salaries.- ~Whether legve be granted under
the rules applicable to Central Ggvernment servants, or ynder fhose
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framed by local GoVernments, the leave salaries of Government servants
are debited according to the following rules :—

(¥) When a Government servant had served under one Government
only before proceeding on leave, his leave-salary will be
debited te that Government.

(i4) When & Government servant is transferred to service under a
Government other than that under which he was first em-
ployed, the ‘leave salary drawn by him during any leave
taken after the date of trahsfer shall be charged to the borrow-
ing Government until the entire leave earned under that
(Government bas been exhausted.
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CHAPTER 27.

Travelling Allowance.

532. Powers of the Central and Provincial Gbvernmapts to frame rules.
—As a result: of the Reforms of 1919, the Government of India and each
local Government have heen empowered to frame rules regulating the
grant of travelling allowance fo (lovernment servants under their ad-
ministrative control, subject to the condition that the allowance is not
on the whole a source of profit to the recipient.

538. Acting on this delegation the Government of India and the Yocal
Governments have framed their travelling allowances rules to cover the
requirements of different claases of journey which a Government servant
may have to perform, as for example :—

() On tour:
(#) To jbin a post on first appointment ;
(é43) On transfer ;
{##) To a hill station, and in recess ;
() To attend an examination ;
(vi) When procee;ding on leave ;
(vit} On retirement, dismissal, or termination of appointment ;
{vizg) To give evidence ;
(iz) To obtain medical advice ;
(z} To attend an incepacitated Government servant ;
(@i) On a course of training ;
{x2t) To attend a durbar or levée.

The various sets of rules so framed differ considerably from each
other.

539, Special rules arg also framed governing the journeys of High
Officials, of Government servants who ure not in the Civil Berrice of
the Crown, and of persons who are not Government servants.

530. Rules framed by the Central Government for Journeys on tour.—.
An attempt has been made to give below, s summary of the travelling
allowance rules framed by the Governor-Geners#in Council to govern
the journeys on tour of Government servants .whoee pay is debitable
to Central revenues and who are not uutler the administl;}tive control
of a Governor acting as an agent of the Governor-General in Council.
It would be out of place to attempt, in this Manuad, to give patticnlgrs of
the rules govemning all classes of Journeys mentioned in pamgraphs 538
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and 539 above. These rules, including those which have been briefly
summarised in this Chapter, must be studied in detail in the Statutory
Rules, Codes, and Manuals in which they are prescribed.

511, Classification of Government servants under the Central Govern-
ment.—For the purpose of caleulating travelling allowance, Government
servants under the Cefitrs]l Government are divided into four grades.
The main criterionfor classification is the pay drawn by the Government
servant. The first grade includes all those whose actual pay exceeds
Rs. 750 a month ; the second those whose actual pay exceeds Ra, 200 ;
the third all other Government servants in superior service whose actual
pay does not exceed Rs. 200; and the fourth comprises persons in
inferier service. Government servants may, for special reasons, be
included in & grade higher or lower than that determined by the above
criterion.

642. Dasly allowance.—The main item of travelling allowance is the
daily allowance, that is to say, the amount which an officer draws each
day on which he travels more than 5 miles away from his head-quarters.
This allowance is ordinarily not admissible for more than: 10 days of &
halt at one place. This restriction is based on the ground that expenses
usually decrease as the length of a halt increases, and ensures due ex-
pedition in & journey. Certain officers are, however, allowed general or
individual exemptions from this restriction when prolonged halts are
necessary in the interests of the public service and entail extra expense.

543. Mileage.—An officer is, however, allowed to draw mileage instead
of daily allowance when he travels more than 20 miles by road, or when
he travels by road in continuation of a rail or steamer journey, in which
case the mileage is limited to the amount of datly allowance unless the
journey by road exceeds 20 miles.

644. The scale of daily allowance and mileage admissible to Govern-
aeent gervants to whom these rules apply has been fixed according to
the grade of the Government servant. When a Government servant
travels within the territories administered by a local Government which
has fixed spacial rates of daily allowance or mileage for Government
servants under its administrative control, he must draw the daily allow-
ancs or mileage at the rates fixed for a Government servant drawing
the aame pay in thoss territories,

545. Rail and sieamer fares—When travelling by railway, a Govern-
ment servant of any of the firgt: three grades is allowed for the journey,
instead of the daily alNwance, 1} the fare of the class in which he ia
entitled to travel accouding to the grade into which he falls for the purpose
of travelling allowance. Whed travelling by steamer he is similarly
allowed, instead of daily allowance, 1§ the fare of the class in which he
1s entitled to accomwmalation according to his grade. In cases where
& steamar cownpany has two rates of fare, one inclusive and the other
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exclusive of diet, the allowance admissible is 1§ the lare exclusive of
diet. An inferior servant is allowed a single fare of the lowest class
and in addition ordinary daily allowance when travelling by rail, and
double the rate of daily allowance when travelling by steamer,

546. Rates when Government supplies means of lacomotion.—A Govern-
ment servant of any of the first three grades who uses*a means of loco-
motion provided at the expense of Government, of a local fund, or of
an Indian State, but pays all the cost of its use or propulsion, draws the
travelling allowance ordinarily.adpissible for the journey subject only
to the deduction of such hire as may be determined by rule, If the cost
of such use or propulsion is not paid by the Government servant he is
allowed only the daily allowance. If part of the journey is madé by
other means of locomotion he may exchange the daily allowance for
the mileage admissible for that part. If the Government servant has
to provide conveyance for his servants or luggage, he is allowed, in case
the journey is by road exceeding 20 miles or is a road journey combined
with one by rail or sea or river steamer, to exchange his deily allowance
for half the mileage allowance caleulated Tor such journey and to draw
in addition the mileage allowance admissible for any part of the journey
made by other means of locomotion.

547. If a Government servant travels by a motor car supplied to him
at the expense of Guvernment, he may draw :—

() if he travels by the motor car more than 20 miles in one day,
the mileage allowance of his grade for the first 20 miles, and
three-fourths of that rate for the remainder of the journey ;

(b) if he combines with a journey by the motor car a road journey
by other conveyance, he may draw the mileage allowance
admissible for the first 20 miles or for the journey by other
conveyance, whichever is greater, and for the remainder of
the journey three-fourths of such mileage allowance ;

{¢) if he combines with a journey by road, whether made wholly
or partly in the motor car, & journey by railway o1 steamer,
he may draw mileage allowance for the journey by railway
or steamer in addition to the allowances admissible under
clauses {a) and (b) above for the journey by road.

548. Permanent travelling allowance.—When officers are employed on
daties which involve extensive touring, permanent monthly allowances
are sometimes granted in lieu of all other travBlling allowances for
journeys within an officer’s circle of duty, Such altowances are given
all the year round whether the officers are” on Your or not. There is,a
tendenoy for the extension of this form of allowance as it simplifies,
clerical work. The substitut.on of this allowance for all other allpw-
ances does not, however, relieve the controlling officers’ from the
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responsibility for watthing that officers serving under them undertake
all the journeys that they are expected to make.

549. Conveyunce allowance.—Another modified form of permanent
travelling allowance is the grant of a conveyance allowance to officers
who have a large amount of travelling at or within a short distance from
their headquartess for which travelling allowance is ordinarily inad-
missible,

550, Bill forms.~Claims for travelling allowsnce are submitted on
bills which are drawn up in such a way as to give all the information
hecessary to ensure the proper check of the bill. Thus they show the
name of the officer, his head-quarters, the purpose of the journey, the
dateg and, in rome cases, hours of the journey, the route by which it is
performed, the distance travelled by road (whenever it is necessary to
enter this particular), railway fare, steamer passage money, number of
days halted, ete. These bills are submitted in the first place to the con-
trolling officer. Some contsolling officers supplement the entry in the
coJumn for the *“ purpose of journey * by requiring diaries or journals
to be submitted by officers indicating what those officers Lave done dur-
ing each tour. The controlling officer, having countersigned the bill in
token of his check, returns it, and the officer who performed the journey
then obtains payment of the bill at the treasury,

551, Audit—On its receipt in the Audit Office the bill is audited
cither by the departriental auditor or in some cases in o separate sec-
tion, such as the special section for suditing the claims of gazetted officers.
Only 50 per cent. of the travelling allowance bills of Government servants
of the 3rd or 4th grade (sec paragraph 541) are andited in full detail
in each month—the selection being made by a Gazetted Officer.

552, Muin points of Audit—The main points to which attention is
directed in the audit of travelling allowance bills are :—

{s) that the journey was actually performed ;
(i) that it was necessary, and authorised by general or epecial
orders ;

(##¢) that it was performed us expeditiously as possible ;
(#) That no bill has heen submitted for it before ;
{v} that the amount drawn is correct ; and

{vt) that the expenditure is covered by necessary appropria-
tion. '

853. Duties impose®dn the Controlling Officer.—Now, it is evident that
points (i) to (¢17) are the most importunt and that the Audit Offcer, not
being on the epot, has do opportunity of checking these points ade-
quately. The duty of applying these checks is, therefore, imposed upon
the gontrolling officer wrho i either the Collector or a superior depart-
mental officér,
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554, The choosing of the controlling officer in, respect of each office
18 a matter of importance, and local Governments realise the necessity
of choosing as a controlling officer that responsible authority which is
in the best position to exercise a proper check under these three heads.

855. Point (v) involves a check of distances in those cases in which
the travelling allowance depends upon the glistance travelled.  The
duty of checking distances is now entrusted to the &ontrolling officers,
Experience has proved that, even if the Audit Officers take the greatest
pains, their check in this respect is often unsatisfactory, because it is
impogsible for them to know the attial distance of a journey, say, between
two small villages in a district many miles away from head-quarters,
The controlling offiters are better able to check such distances.

558, Duties imposed on the Audit Officer.—Aundit Officers, however,
when checking the manner in which controlling officers perform their
duties in this regard (see paragraph 560 below) should apply test checks
to satify themselves that the controlling officers check distances.

557. The amount of railway fare angl of steamer fare is checked in
the Audit offie with the tables of fares.

558. Check No. (iv) mentioned in paragraph 552,—to see that the bill
i8 not drawn twice for the same journey,—is applied to all the bills of
gazetted officers by means of a register in which the bills drawn by the
same officer are entered in sufficient detail to rendler this check possible,
For similar check of éravelling allowance bills of non-gazetted Govern-
ment servants see the last sentence of puragraph 560 below,

659. Check No. (vi).—to see that the expenditure is covered by
necessary appropriation,—is conducted by means of separate registers as
in the case of other classes of expenditure.

56D. I1igher Audit Check.—It is an important function of the Audit
Officer to see that the serutiny entrusted to controlling officers is exer-
cised by them properly. This can be carried cut partly during locas
ingpection (see Chapter 35), and partly in the Audit oftice by bringing
together the bills that were passed, say, during a period of six months
or so, and carefully scrutinising them. A similar check may also be
conducted in respect of the travelling allowance bills of Sovernment
servants who countersign their own bills, It will be interesting to quote
an instance exhibiting the result of one such test check,of the traveilicg
allowance of an officer who countersigned his own bills. The journevs
that he made during a period of 12 morths were listed and reported to
the local Government, with the result that the §Micer was fized Ra. 300,
deprived of the privilege of countersigning his o¥n bills, and warned
that o recurrence of such a misuse of his’ privilege wopld entai] his
dismissal. Such checks may also bring to light whether hewd: of offices
8o scrutinise the travelling allowance bills of non-gazetted Goverjurent
servants a3 to guard against douBle claims for the same joutney,
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§61. It has been explained in paragraph'537 above that the powers
of local Governments'to frame rules governing the grant of travelling
allowance are subject to the condition that such travelling aKowance
shall not on the whole be a source of profit to the recipient. This con-
dition being a canon of financial propriety, the Audit Department is
responsible for watching that it is not infringed. The principles of this
canon cannot, howgver, b& applied to individual journeys of officers, a8
the expenses vary so enormoudly in different areas of a province and
under different conditions in the same area that it is impossible to frame
formuls for determining the actual expenses incurred by each officer in
respect of each journey. Travelling usually necessitates the permanent
upkeep of means of conveyance for the Government servant, snd for
his baggage and servants as well, and in such a case it would be impossi~
ble to distribute over a series of journeys this permanent expenditure.
An attempt should, therefore, be made, to scrutinise the general rules
framed by the local Government to see that the allowances are restricted
to such rates as may meet the expenditure which an officer has gene-
rally to incur on his journeys as a whole,
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CHAPTER 28.

Pensions,

562. Essential points of Audit.—The essential pbints of the audit of
pensions are to ensure :—

(@) that the retiring officer is entitled to the pension he claims;
(b) that a pensioner is entitledsto the pension he draws.

Both these points are checked in the Audit Office. In a combined
Audit and Accounts Office, the audit under point (¢} necessarily precedes,
and that under {b) follows, the sanctioning of the pension, Where
Accounts are separated from Audit, the report under (@) is prepared in the
Accounts Office and is test-checked in audit. The procedure described
in this chapter applies in a combined office,

563. Preliminary vertfication.—The fitle to the pension claimed by &
non-gazetted Government servant is checked in the following manner,
Shortly before a non-guzetted Government servant is due to retire he
must submit to the authority, whose duty it would be fill up his post,
his service-book and a statement of his services, It isthen the duty of
that officer to check this record as far as possible and to submit it to the
Audit Officer for comparison with the records in his office. The main
source of comparison in the Audit Office is the annual list of pensionable
establishments which has to be submitted by every Head of an office
to the Audit Office, where it is checked with the sanctions recorded in
the audit register. This preliminary verification is made in order to
facilitate the check of the formal application which has to be made when
a Government servant retires, so that there may be as little delay as pos-
sible in granting the pension, and to ensure that no one inadvertently
retires before he ia entitled to a pension.

564. It is unnecessary for a gazetted officer to submit eny preli-
minary statement for verification, or any detailed list of his service with
his formal application inasmuch as full details are entered in the His-

tory of Services, for the ‘preparation of which the Audit offide 12 res-
ponsible,

565. A brief summary is given below of the mdin featurbs of the rules
relating to pension, omitting all particulars regarding the calculation of
service qualifying for pension, of the amount of pe:sion admissible, ete.
The rules which are summarised are those which are applicable to Central
(fovernment servants and members of Adl-India Services. The Civil
Services {(Governors’ Provinces) Delegation Rules give power to locdl
Governments to frame their own rules on these sphjects, which require
to be studied separately. '
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(a) For service to qualify for pension, the essential conditions are
that the service must be under, and paid by, Government,
and a Government servant must hold substantively a per-
manent post. It i3 open to a local Government to rule
when ereating a new post or establishment that service in
such a post or establishment shall not be pensionable service.

g ¥ . * . . .
{6) Qualifying service may be either “superior” or *inferior.”
Subordinate service, unless classed as inferior by general
or special orders of Government, is superior service.

{¢) The following constitute an interruption of service :—

(i) Resignation of Government service otherwise than in cir-
cumstances qualifying the resigning Government ser-
vant for a pension or gratuity.

(it) Removal from Government scrvice for meftiviency not due
to age, for misconduet or for insolvency.

(iii) Removal from {jovernment service for failure to pass a -
prescribed examination,

(iv) Absence from duty otherwise than on authorised leave.

An interruption of service entails the forfeiture of all past service
unless the competent authority directs otherwise,

d) The amount of pension admissible is calculated on the average
1 g
pay esrned by a Government servdnt during his lust three

years of service.

(e) Government servants who have held certain special posts which

* are termed lower grade posts or higher grade posts, and

have shown such special energy anu efliciency as ta deserve

the concession, are entitled to spscial additional pensions at
gpecified rates,

586. Qualification for Pension or Gratuity.—A Superannuation
Pension is granted to a Government servant in Superior service entitled
or compelled by rule to retire at a particular age. A Retiring Pension
is granted after the completion of qualifying Superior service for a pres-
cribed nimber of years. In certain circumstances, Government servants
not entitled to Superannuation or Retiring Pensions may be granted,
after rendering qualifying service of less than a prescribed number of
years (the number differing in different cases) a gratuity ordinarily not
exceeding one monthls emoluments for each completed year of service ;
or a pension instead of a gratuity if the length of service rendered justi-
fies it. A Government.servant entitled to pension may not take a
gtatuity  ihstead of pension,

587, Anticipatory” Pensions,—When a Government servant whose
pensiqu is‘payable in India retires before the necessary ewquiries preli-



179
Crar, 28.] PENSIONS. [ 588.574

minary to the settlement of the amount of his penvion *are completed,
the Audit Officer may, on receipt of a declaration to the effect that the
Government servant undertakes to refund any excess which may be
found in his pension on completion of the necessary enquiries, sanction
the immediate disbursement of the pension at a rate not exceeding the
minimum to which he believes the Government servant likely to be
entitled after the most careful summary inveatigation that he can make
without delay. The pension thus sanctioned is called an anticipatory
pension.

568. In similar cases where a Government servant’s pension will be
payable in England, the Audit Officer, after careful summary investiga-
tion, reports to the authority who will sanction the pension the minimum
amount to which the Government servant, is likely to be entitled. This
report is forwarded at once to the High Commissioner for India by the
aunthority by which the pension will in due course be sanctioned. The
High Commissioner sanctions the immediate disbursement of the anti-
cipatory pension after obtaining a declaration similar to that mentioned
in the preceding paragraph.

589. Audit has to see that no undue delay occurs in the final settle-
ment of these cases.

570. Authority for disbursement of pension.—No pension can be
sanctioned (except in the case of cerfain classes of Police subordinates)
until the Audit Office has certitied that the amount which it is proposed
to sanction is permissiblle under rule. A copy of the order of sanction
is then forwarded to the Audit Officer who verified the service so that he
may check the correctness of the pension sanctioned,

571. Tf the pension is payable in India, the Audit Oflicer then issues
duplicaje pension payment orders, one to the pensioner himself and the
other to the Treasury OMficer in charge of the treasury at which the
pensioner wishes to take payment.

572. If the pensioner wishes to draw his pension at the Home Treasury,
the Audit Officer issues a last pay certificate and forwards a duplicate
copy of it to the High Commissioner for India, together with a copy of
the firat page of the application for pension and of the orders of the local
Government or other authority granting the pension.

578. Similarly the pension of s pensioner residing in any British
Dominion, Colony or Protecturate, may be paid there. In this case
the Audit Officer isvnes a Colonial (pensioa puymept} warrant in triph-
cate. The original bearing the payee's signature is forwarded to the
Colonial authority concerned, the duplicate tg the High Commissioner
for India, and the triplicate is made over to the payee.

574. The distribution of the pensionary chawges under puragyaph
576 i3 also made at the same timepand the Audit Officer talees steps to
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meke the necessiry aljustiment of charges between the diffierent Govern-
ments in the manner laid down in paragraphs 578 and 579.

575. Allocation of pensionary charges.—DPrior to the introduction
of the Reforms of 1919, the pensionary charges of Government servants
of all civil departments were charged to the accounts of the province in
which such charges were disbursed, even if the pensions had been earned
by service in other provinces*or under the Government of India.

576. Under the Reforms, each province constitutes o separate Govern-
ment, entirely responsible for its own, finances, and consequently it has
become necessary for each Government to recover from any other
Government the payments which it may make on its behalf in respect
of pensions earned by service under the latter.

577. Pensions sanctioned before lst April 1921 will, however, be
treated as a charge to the Government which had to bear it under the
old rules, that is to say these will be debited to the Central Government
if paid outside India and to the Government by which the payment is
made if the payment is made in India.

678. In respect of Government servants who have served under more
than one Government, the distribution of the pensions sanctioned after
1st April 1921, is determined under the following rules, approved by the
Secretary of State in Council :—

Penzions sanctioned on or ufter Ist April 1921 .—
(a) Payments outside India —

(i) If an officer has served under one Government only, that
Government will bear the charge.

(ii) If he has served under more than one Governmeut, the
pension will be divided among the several Governments
in proportion to the length of service under each,

{(b) Payments made n Indiu ;—

(i) If an officer has served under one Government only, that
Government will bear the pension drawn by him on
retirement even though he draws it from another Govern-
ment, Pensions drawn in provinces by servants of the
Uentral Government will be debited to Central heads
direct. .

(ii) If an officer has served under more than one Government
(othés than the Government of India) before retiring
his pension wil be borne by the Government under
which he was serving at the date of retirement,

(iii) If an officer has served both under the Central Govern-
ment and under one of more other Governments before
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retiring, the Central Government will bt debited with
a proportionate share of the pension determined by mere
length of service, The balance will be borne by the
Government under which he was serving at the date
of retirement, or, if that be the Government of India,
by the Government under which he was serving prior
to his transfer to the Government of Ihdia.

(¢} Special additional pensions, whether paid tn India or oulside
India :—

Special additionul pensions will be treated as separate items and
distributed according to length of service between the differ-
ent Governments under which the service by which the addi-
tional pension was earned was rendered,

{d) Civil servants who were placed on military duty during the
war shall be deemed to have been serving under the Govern-
ment of India for the period of that duty.

§79. When af adjustment has to be made under these rules between
two or more Governinents, it may be made either by the payment in
lump or in instalments of the commuted value of a pension, or in accor-
dance with any special arrangements which may be concerted between
the Governments concerned,

580. Method of pensign payment and wentification of pensioner.—
Pensions payable in India are dishursed at treasuries, and every payment
has to be entered by the Treasury Officer on both copies of the pension
payment order. At the same time he takes the receipt from the pensioner
and checks the identifying marks and the signature, or the thumb im-
pression, with those recorded on the original order. Some pensioners
are permitted to draw their pensions without personal application, but
in such cases they have to forward life certificates with their receipts
and also have to attend once a year for identification, This identi-
fication of the person drawing the pension with the person to whom the
pension was granted is, of course, the essential audit check ; 20d here
again the Audit Office has to rely upon another authority for ‘the due

performance of the check.

581, Audit of pension payments in the Audit (iffice.—The audit of pen-
gion payments in the Audit office is conducted only in respect of a small
percentage, —approximately one-sixth of the youchers,—the selection of
those to be checked being made by a Gazetted Clicer. The pension
vouchers of cach treasury are thus audited for some ¥ months in each
year. This audit consists in seeing that the smount paid is ngt greater
than the amount sanctioned. One month’s vouchers of each wreasury
are aiso aundited in detail at the annual inspection of treasuries, Thi
local check eonsists not only of tha comparison of the amount paid
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Wlt]] the amount dut but also of a general review of the treasury records
to see that they do not indicate any double payment of the pension for
the same month.

582, Commutation of pensions.—A Government servant who iz a
member of one of certain specified Services or holds one of certain ppeci-
fied posts is entjtled’ to“commute for & lump payment any portion, not
exceeding one half, of any pension which has been or may be granted
to him under the civil rules.

583. Other (Government servants ma¥ also be permitted by any sanc-
tioning authority, on such conditions as it may think fit to impose, to
commute for a lump payment any portion, not exceeding one half, of
any pension which has been or is ubout to be granted to them under the
civil rules.

584. One of the conditions for granting commutation s the produc-
tion by the applicant of & certificate, from such medical anthority as
may be prescribed for the purpose by the sanctioning authority, to the
effect that his bodily health aad prospects of duration of life are such as
to justify commutation. When commutation is sanctioned the pensioner
is informed accordingly and is given the option of withdrawing hie
application within one week after being so informed.* 1f he does not
withdraw his application within that period, the commutation of bis
pension becomes absolute and payment of the lump sum is made forth-
with, payment of thé commute portion of the pension ceasing from the
date of payment of the commuted value.

® Nogu.—At the time of writing, the rules on this subject are under revisivn.
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CHAPTER 29.

Contingent Expenditure.

585. The classes of expenditure falling under Conlingencies—Under
this heading civil accounts group a number of payments of the most
varying description. In fact under this category are included all pay-
ments made by Civil officers to people not in Government service, if they
do not fall under the heads Deposits, Remittance Tiansfer Recelpts
or Supply Bills. 1t is, then, & little startling at first sight to find the
general rule laid down that, subject to any orders of the local Govern-
ment or controlling authority, an officer is allowed to  draw mouey from
the treasury for contingent expenses incurred on the public service within
the amount of the allotment placed at his disposal. For ordinary ex-

penses previous sanction is not required. It is for the local Government
to define the nature and limit of charges :—

{a) which may be incurred without [.Jrevious sanction ; and
(b) which require the previous sanction—

{i) of any controlling officer,
(ii) of the local Government itself,

There is, however, pne important proviso, namely that fixed allow-
snces for contingent expenses which are drawn regularly, irrespective of
the actual expenditure incurred in any month, are not subject to any of
the rules relating to contingent expendjture.

586. The consequence is that a very large number of rules have had
to be promulgated by the Government of India and by each local Govern-
ment limiting the power of officers to incur contingent expenditure,
The former apply to the departments and administrations under the
control of the Government of Indis, and are contained i the Civil
Account Code or in other Codes issued under the authority of the Govern-
ment of India. The latter apply only to the depuriments of the local
Government concerned, and are contained in their financial rules which
are cmbodied either in the local Government’s Codes or in departmental
Manuals. The important local rules which have not begn embodied in
any Code: are usually brought together in the Manuals relating to the
work of the various sections of Audit Offjces.

587, Classification of contingent churges proper. *—The actual classi-
fication of Contingent Charges is determined by the ‘orders of each local
Government, and, as a result, it differs in different Provinees. It will
be found, however, on conauleratlon of the dominant condition foverning

*NoTE.—The redrafting  of the relevant Chapter of the Audit Code is new under con-
gideration.
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the particular expendibure, that all Contirgencies fall into one or more
of the following fivd classes :—

(¢) Contingent charges which cannot be incuried wifnout the
apecial sanction in each case of superior authority. These
are termed Special Contingencies.

(b) Contingent charges met from & lump sum grant placed at the
disposal of a disbursing officer for expenditure, at his discre-
tion, on certain specified objects. Such charges are known
as Contract Contingencies,

(¢) Contingent charges regulated in amount by scales laid down
by the local Government. Such charges may be designated
Scale-reguluted Contingencies.

{d) Contingent charges which, though they may be incurred without
special sanetion, require the approval and countersignature
of superior authority before they can be admitted as legitis
mate expenditure against public funds, Countersignature
is ordinurily obtained after the bills are paid, but in rare
cases it is necessary before payment. Suth charges are
known as Countersigned Contingencies.

(¢) Contingent charges which require neither special sanction nor
countersignature, but may be incurred by the disbursing
oficer on his own authority subject to the necessity of
sccounting for them. Such Contingencies may be termed
Fully-vouched Contingencies, though in actual practice the
Auditor General dispenses with the production to audit of
vouchers of less than a prescribed amount,.

588. These five classes of Contingenciez are not mutually exclusive,
There may be casea in which Special Contingencies are regulated by scale ;
or in which & bill for Scale-regulated Contingencies requires counter-
signature. Whenever & contingent bill falls within two or more classes,
the methods of andit summarised in this Chapter for each of those classes
should, as far as possible, he applied to it.

589, Permanent advance.—Nearly all drawing officers have permanent
advancesy that is, a sum of money placed at their disposal to meet im-
mediate needs. Such permanent advances correspond with an ordinary
person’s pocket-money. The ambunt of a permanent advance is
reckoned at the lowest possible figure calculated to suffice for meeting
petty charges and those emergent charges which cannot be foreseen.
Whenever the advalte requires to be replenished the disbursing offtcer
haa to submit bills‘to she treasury indicating the natare of the expendi-
tuyre which has depleted the ‘advance.

90 Yvery drawi r should exercise the same vigilance in
respect of petty contingent expenses as a person of ordinary prudence
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would exercise in spending his own money. He ig fusther responsible
for seeing that the rules rcgarding the preparation of vouchers are
observed, that the money is either required for immediate disbursement
or has already been paid from the permanent advance, that the expendi-
ture is within the available appropriation, that steps are taken to
obtain additional appropriation if the original agpropriation has been
exceeded or is likely to be cxcceded, and thaf in thescase of contract
contingencies the proposed expenditure does not cause any excess over
thsi/eontract grant,

591. Duties of the Controlling adthority.—The main check over contin-
gent expenditure is performed by the controlling authorities. It is theie
duty to see that the charges drawn in a contingent bill are of obyions
necessity, and are at fair and reasonable rates; that previous sanction
for any item requiring it is attached ; that the requisite vouchers are all
received and are in order, and that the calculations are correct ; and
specially that the expenditure has not exceeded., and is not likely to
exceed, the appropriation for the purpose. 1f expenditure be progressing
too rapidly, it rests with them to comnaicate with the disbursing
officers, and insjgt on its being checked. When however, as is often
the case with fully vouched contingencies, the charges do not come
under the scrutiny of the controlling authority, these duties fall largely
on the drawing officers themselves ; and the responsibility of the audit
officer is therefore proportionately greater, as will be seen in paragraph
593.

592. As to the degree of responsibility imposed upon cogtrolling
authorities under these rules, the following guotation may be made from
a letter by an Accountant General :

“In the case of departments, auch as Jails, Police, and Medioal, the sontingsnt
sxpenditere includea very large auma under Supplica and Services for feeding of prisonsra
and patlenta and tho supply of rations, clothing, arms and accoutrementa to very many
thousands of policemen, and the heads of these deparimoents have practically got subsi-
diary Audit Establishments dnder them to enable them to sxercise a detailed oontrol
aver this very large sxpenditure. Countorsignature in the oase of thesa departments at
any rate doee imply & very large amount of detailed check of which the Audit office
is thereby relieved.”

*

583. General Nature of Contingent Audit.—Audit officers have, * how.
aver, their share of the responsibility, which varies greatly with the
different classes of Contingency. It is least of all in the case of Special
Contingencies ; and very little greater in respect of Scala-regulated ard
Contract Contingencies. Over Countersighed Congingencies, the major
portion of the control is excrcised by the countergigning authorities ;
but audit has certain definite responsibilitips. The responsibilily of
audit is greatest of all in the case of Fully-vouched Cont!nggr_zg;ge.

594. The Audit Office is not required to take up for audit more than
a percentagg of the contingent bilk of lower values; but, for all clagsses
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of contingent charges alike, the Accountant General has the followmg

minimum responsibilities in respect of all bills taken up for audit. He
must sce—

(a) that ench class of expenditnre—
{1} is a proper charge against the grant concerned,
(ii) has received such sunction as is necessary, and
{iit) is covered by n.ppropriat.ion ;
(b) that such vouchers as are required by audit have been submitted ;

(¢) that any certificates which are necessary have been provided ;
and

{d) that no Canon of Financial Propriety is infringed.

The progressive expenditure, as shown on the face of contingent bills,

must be periodically agreed with the figures recorded in the relevant
contingent audit register, if any.

596. The principal duties of audit in respect of these charges are
explained in the following pamgraphs

596. Special contingencies.—Audit is to watch and record the ex-
penditure against the necessary sanction of proper authbority.

897. Contract contingencies.—No details of the expenditure, beyond
such totals of the various contract items as may be required for purposes
of classification, are furnished in the bills. Unless the terms of the
contract provide to the contrary, no sub-vouchers are submitted. Scru-
tiny spplied in audit is generally confined to the four main points specified
in paragraph 594 above,

598. Scale-requlated contingencies.—Contingencies regulated by scale
include such charges as grants-in-aid, rewards for destruction of wild
animals, batte to witnesses and the like. The authority prescrlblng the
sgale lays down the conditions precedent fo its application in each case
making 1t clear whether special sanction of superior authority is neces-
sary, whether bills must be countersigned before or after payment, and
what certificates should support the bills. In accordance with the
conditions ko laid down, charges regulated by scale may become Special,
Contract, Countersigned or Fully-vouched Contingencies, and should be
audited under the rules applicable to the particular class within which
they fall. In addition, the Accountnnt General should satisfy himself
that the charges incurged are i accordance with the scale which governs
them.

589. Countersigned Contingendies.—In this case {unless, as occasion-
ally happeps, the amount is drawn on a detailed bill on which counter-
signature has already heen made), the money is actually drawn on an
abstrict bilk and the approval of the ruperior suthority, as indicated by
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iis countersignature, is subseguently received by audit on the monthly
detailed countersigned bill. Both the abstract and the detailed monthly
bills require scrutiny in audit. The abstract bill 1s scrutinised to see
that it is signed by an officer authorised to sign such bills, that the summa-
tions are correct, and that there is nothing extraordinary or unusual
in it, The amount of the bill is held under technical objection until
the receipt of the detailed monthly bill duly countgrsigned together with
the necessary sub-vouchers. The monthly detdiled bil is checked care-
fully on the principles laid down in para. 594, with a further check to see
that it is duly countersigned, and that the charges included in it cover
the amounts drawn (rom the troasyry on abstract bills.

600. Bills countersigned before payment and fully-vouched contin-
gencies.—The andit of these hills is conducted on the lines explained in
paragraph 594 above. The scrutiny of {ully-vouched contingeficies
should be further extended to see—

(i} that the rates are apparently not extravagant ;
(ii} that the flow of expenditure is not too rapid ;

(iii) that, if the expenditure in the month of March is unusually
large, it does not lead to irregularities.

601. Grants-Pn-aid.—~Among the charges falling underjs_caﬁum;gd
Contingencies, mention has been made of Grants-in-aid. ese items
of expenditure, sometimes of large sums, are inal payments of the nature
of a donation or subsecription to a corporate body, institution or other
authority. These gragtees. may be either indepandent of Government
or under the control of Government. Payments to the grahtees of the
latter class are scrutinised in audit in the light of the general principles
described in this Manual. The following paragraphs apply generally
to the payments made to grantees who are independent of Government,

802, Granta-in-aid may be either unconditional or conditional.
AW applied at two stages as explamned helow :—

(i} Audit of sanclions to grants.—Whether grants are conditionsl or
not, they are subjected to general scrutiny as explained in
Chapter 14 above. When a grant is ganctioned subject to
specified conditions, audit has to see m addition that such
c‘Fﬁmmm Tiave been duly fulfilled, and also :—

(a) that the grant is spent upon the object within a reasonable
time, and o

(&) that any portion of the smount which 13 5ot ultimately
required for expenditufé¥iipon ,that object is duly
sulre .

(il) Audit of payments to the granteem—The audit of these payment
vouchers is confined to the general scrutiny applied to all
treasury vouchers,
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603. Expenditure by grantees from grqnts.—Audit is not concerned
with the manger in which the grant is utilised by the grantee where no
conditions are imposed. Where, however, conditions are attached to the
grant, audit should see that such conditions are generally fulfliled, either
in the course of auditing the expenditure if it comes directly under its
sudit, or by reference to the reports of the Examiner of Local Fund
Accounts if such expenditure comes under his andit. In cases not falling
under the above, the atatemgents and certificates of the administrative
government authorities may be accepted in audit ; but s test check should,
where possible, be applied.

604. Higher Audit.—1It is the duty of audit to challenge any expendi-
ture, which appears to contravene provisions of the Canons of Financial
Propriety. In the case of contingencies, this applies especially to ex-
tratagant rates, prices, or amounts in charge not otherwise objectionable
in character. The auditor should refer for orders any item of expenditure
which is positively objectionable or even of doubtful propriety.

805. Relation between Controlling and Audit authorities.— A compari-
son of the relative responsibilities of the controlling officer and of the
Audit Officer in regard to centingencies shows that ths duties of the
former are more onerous than those of the latter ; it is more difficult to
decide whether expenditure is neceasary than whether it ia unususl,
and whether rates are reasonable than whether they are apparently
extravagant. At the same time the Audit Officer also has to determine
a8 far as possible whether the controlling officer is doing his work ade-
quately, and this is; perhaps, his most important duty in respect of
contingent expenditure. Audit in India would probably benefit if more
attention were paid to the serutiny of contingent expenditure and less to
the minute examination of establishment and travelling allowance bills,
Gazetted Officers should devote particular care to their review of bills of
Rs. 3,000 or over and should also gerutinise some of the smuller billa,

608, Registers used in audit.—Apart from the separate registers
maintained in sudit for record of abstract bills pending their clearance
on receipt of detailed bills, and for the record of special and periodical
charges, no separate registers are required for use in connection with
Contingent audit except those required for the conduct of Appropria-
tion audit. This subject has been examined ix another Chapter.
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CHAPTER 30.
Expenditure on Works.

I. GeENERAL PrRINCIPLES,

607. Volume and importance of Works expenditure—The extreme
importance of this class of expenditure can be gauged from the fact
that the total expenditure in Indis in 1927-28 recorded under the major
heads relating to Civil Works, Irrigation, Railways, Forests, Posts
and Telegraphs, and other Works outlay, amounted to nearly 100
orores of rupees, and the larger portion of such expenditure was’ on
Works. It will not be possible, then, to do more than touch the fringe
of the aubject in this Manual.

608. Need for preparation of estimates before sanclion.—There are
always more demands on the public purse than ecan possibly be mef,
and therefore the advantages to be derived from compliance with each
demand have to be weighed against the probable cost in order to select
those on which Government money can be used to the best advantage.
Now, the direct cost of a new establishment can be calculated accurate-
ly, its indirect cost with reasonable accuracy, and the cost price of
anything to be charged as contingent expenditure will be known within
reasopable limits at the time the purchase is sancdioned. But & build-
ing for, say, a hospital can be erected for one lakh, while 40 lakhs can
also be spent on its erection. Government may be quite willing to apare
one lakh, but extremely reluctant to spend 40 lakhs Thus the Central
Public Works Department Code, First Edition, states in paragraph 58

that “ .,.... it is a fundamental rule that no work shall be commenred
or liability incurred in connection withit until ...... & proj erly detail-
ed design and estimate have been sanctioned....... N

808, The efforts of the Audit Department to enforec the observance
of the rule quoted in the last paragraph are only prrtisily cfuctive,
Each Principal Auditor can watch the measure of his success .u regard
to the works expenditure, under his audit by comparing from yeur to
year the increase or decrease of the percentage of amounts placed under
objection for non-observance of this rule to the total works expendi-
ture of each year. The results of such comparisons will skow that much
steady work on these lines yet remaine to be done by Audit.

610. Basic Rules applicable to Works exeouted By the Pubiic Worls
Department.—Each local Government frames itq own rules governing
the execution of works by the Public Works Dapartment. The Central
(Government have framed the following important rules govem‘ing Centfal
Works executed by the Public Works Department,
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811. There are four main stages in the project for a Central Work,
namely, admjnistrative approval, expenditure sanction, technical
sanction, and the allotment or re-appropriation of funds,

812. These stages are explained below briefly.

(i) Admanistrative Approval.—A work has to be designed so aa
best to fulfil its purpose. Thus the design has usuaily to
be prepaied.in consultation with, and finally to.be approved
by, the authorittes for whom the work is to be erected. This
approval is called ‘administrstive approval’and i, in
effect, an order to the Public Works Department to execute
certain special works, at u cost approximately stated, to meet
the administrative needs of the department requiring the
work. In other words, the administrative experts have to
say—this work meets our requirements, and we do not con-
gider that the cost, as shown in a preliminary estimate
accompsnying the design submitted for administrative sanc-
tion, will be extravagant,

(ii) Expenditure Senction —This means that the expenditure on
the proposed work is sanctioned by the competent asuthority.
Expenditure on works beyond certain limits requires the
previous sanction of the Finance)epartment, while in otber
cases the -act of allotient or re-appropriation of funds
operates a8 sanction to the expenditure,

(iti} Technscal Sanction.—BExcept for petty works, petty vepairs
and repair works for which lump provision has been sane-
tioned, a properly detailod estimate must be prepared 1or
each work to be sanctioned by the competent authority,
This sanction is known as the technical sanction to the esti-
mate. and amounts to no more than a guarantee phat the
proposals are structurally sound and that the estimates are
acourately calculated and based on adequate data. Such
sanction is accorded by the Public Works Department and
should, except in special cuses, be obtained hefore the con-
struction of the work is commenced. I, in working out
the detailed estimates or during the construction of the work,
it is found necessary to make any important deviation from
the design to which administrative sanction has been obtained,
such sanction has also to be obtsined to the deviation,

(iv) Allotment and re-appropria jon.—These represent the provi-
gion of » particular sum of meney to meet expenditure on
a specified object ; such provision is operative only for the
official year ‘or vhich it is wmade.

813. Supplementary and revised estimales.—Even with the greatest
thoughtfulness and accuracy it is not always possible to foresee every
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thing that will be required o1 to frame an estimate which will not be
exceeded. Therefore we have the rules :—' Any developnftnt of a project
thought necessary while a work is in progress, which is not fairly con-
tingent on the proper execution of the work as first sanctioned, must
be covered by a supplementary estimate, accompanied by a full repors
of the circumstances which render it necessary”. (Central Public Works
Department Code. paragraph 96.) “ A revised ’estimate must be
submitted when the sanctioned estimate is likely to be exceeded by
more than 5 pec cent.” (Central Public Works Department Code,

paragraph 69.)

614. But the exira expenditure which has ta be covered by a supple-
mentary or revised estimate is often incurred before sanction can be
obtained to these estimates, This nullifies the value of such estimutes
and, therefors, we have the rule :—*' When any excess over a sanctioned
estimate is foreseen. and there is likely to be unavoidable delay in the
preparation of a revised estimate. an immediate report of the circum-
stances should be made to the authority whose sanction will ultimately
be requiced...... ” (Central Public Works Department Code, para-
graph 97). This rule was first introduced at the instance of the Secre-
tary of State who devoted great attention to this question of excesses
over estimates ; and its importance is manifest.

615. When excesses oceur at such an advanced period in the construc.
tion of a work as to render the submission of a revised estimate purpose-
less, the excesses, if beyond the power of the Divisional Officer to pass,
are explained in the Completion Statement or Detailed Completion
Report which is mentioned in the focllowing paragraph.

618. Finally, a consolidated Completion Statement is prepered
monthly of completed works the actual expenditure on which is in excess
of the aunctioned estimate by an amount which a Divisional Officer is
empowered to pass. But, in respect of completed works on which the
outlay has been recorded by sub-heads, a Detailed Completion Report
for individual works is preparcd, instead of a Completion Statement,
1n the following cases :—

(i) when, if the work was sanctioned by higher authority, the
total estirnate has been exceeded by more than 5 per cent;
and

{i1) when, if the work was sanctioned by the Divisional Officer,

the total estimate has been exceeded by an amount greater
than that which he is empowered $o pass.

617. The consolidated Completion Statement shows for each work
the estimated amount, the outlay, and the excess. In cases in which
the Completion Statement is utilised instead of a Tevised estimate (sse
paragraph 615) the excess is set forth in sufficient detail to sadisfy the
suthority whose sanction is necessary. The Detailed Completion Repart
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gives a comparison and explanation of differences between the quantity,
rate and cost of the work executed and those entered in the eatimate,
The object of the Completion Statement or Detuiled Complet.on Report
18 to enable the superior authorities to scrutinise the excess and to sanc-
tion it where it i8 reasonable.

618. Audit of Works Ewxpendilure—~—Works expenditure is incurred
in the utilisation of matertals and labour. Materials may be supplied
from stores, or bought for the work, or provided by the contractor,
Store accounts are examined in Chapters 18 and 31. Work may be
carried out by daily labour, by pisce-work (that is to say, work paid
for at a fixed rate), or by contract. The last should bein writing and
should contain stipulations as to the quantity snd quality of work to
be done, the time within which it is to be completed, the terms upon
which the payments will be made, etc. Most contract works are carri-
ed out hy petty contractors who cannot wait for payment on comple-
tion of work, and are therefore paid periodically according to work
done up to date. Thns, whether payment is to be made for work on
the basis of a contract or of piece-rates, prompt measurement is essen-
tial ; and, of course, the accurscy of the recorded measurement of work
done is the basis upon which rests the efficiency of the audit of works
expenditure. The check by actual measurement is conducted entire-
ly by the executive. 1t would be impossible for audit to take any part
unless it had a stafl of measurers in every division in India to make the
original measurements, or a stafl in each provinse to tour throughout it
checking measurements. The sole check over these initinl measure-
ments is exercised by the Sub-Divisional or Divisional Officer, or by the
Superintending Engineer, who verifies them either by msaking check
measurements or by inspection. The expert knowledge of an experienc-
ed Engineer enables him in many cases to detect any very gross over-
measurements or overpayments on inspection and comparison with the
recorded expenditure on the work,

618, But executive authorities do not always teslise the extreme
importance of accurate measurement. There is always liable to be a
rush of expenditure in March, the last month of the financial year,
and cases have oceurred in which payments bave been made on measure-
ment reports submitted by subordinates whose journals, in which they
recurd work done day by day, indicate that, on the day or which the
measurements were allegedto have been made, they were miles away
from the site of the work, -Such measurement reports have no value;
and, if Audit detecte such cases at inspections, prompt notice should
be taken of them. ©

* 620, (fdniracts.—The purchase of stores, the execution of work, etc.,
are often done by contract. For this purpose Government enters into
a cuntract, or effects an agreement ‘n writing with the person or body
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concerned. Such a document containa inter alia stipulations as to the
quantity and price of storca to be supplied or work to be done and the
time witlin which it is to be completed. As a general rule, such con-
tracts should only be concluded after competitive tenders have firss
been invited in the most public manner possible,

821. The following penetal principles applicsble to contracts in-
volving expenditure from Central Revenues have been preacribed by
the Governor General in Council for the guidance of authorities who
have to enter into contracts or agreements :—

(i) The terms of a contract must bo precisge and definite, and
there must be no room for ambiguity or misconstruction
therein. ’

(i) As far as possible, legal and financial advice should betaken
in tho drafting of contracts and before they are finally
executed,

(i} Standard forms of contracts should be adopted wherever
possible, the terms to be subject to adequato prior scrutiny.

(iv) The terms of a contract once executed should not be material-
ly varied without the previous consent of the competent
financial authority,

{v) No contract involving an uncertain or 'indefinite liability or
any condition of an unnsual character should be executed
without the previous consent of the competent financial
authority.

{vi) Whenever practicable and advantageous. coniracts should

" be placed only after tenders have been openly invited, and,

in cases where the Jowest tender is not accepted, reasons
should be recorded.

(vii) In selecting the tender to be accepted the financial status of
the individuals and firms tendering must be taken into con-
sideration in addition to all other relevant factors.

{viii) Even in cases where a formal written contract is not made,
no order for supplies, etc., should be placed without at ‘the
least & written agreement as to price.

(ix) Provision must be made in conttacts fo» safe-guarding Gov-
ernment property entrusted to a cqutrjctor.

622, Audit has power to examine conttacts 'and to bring.before the
Public Accounts Committes any cases where competitive tencers have
not been sought, or where high tenders have beeh accepted or where
either irregularities in procedure hive come to light.

H
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¢« 1. ORDINARY WORAS EXPENDITURE.

823. Audit.—The audit of Public Works expenditure falls under
three heads :—

(@) audit in the central office ;

(b) sudit by the Divisional Accountant in the divisional office;
and

{c) test-audit at the annual inspection of the divisional oftice.

624. The audit of works expendifurs in the central office is con-
ducted mainly with reference to—

[(A) the sufficiency of the authority for incwring the expenditure ;
‘(B) the sccuracy of the clussification of the clmrges against the
works, persons, services and heads of accounts concerned;

(C) the proof of payment to the correct individual ; and
(D) the canons of financiul propriety ;

625. The basis upon whick audit relies for exercising,the first check
{A) is the technical sanction to detailed estimates. For this purpose
the sanctioning authorities communicate their sanctions to the Audit
Office either individually or in a consolidated monthly statement, These
are scrutinised as explained in Chapter 14 above and noted in the proper
audit register. Unless, with the concurrence of the Auditor General,
the Government concerned has specially desired this, the Audit Office
is not required to see whether & work has reccived the necessary ad-
ministrative approval, or whether the amount of the technical sanction
does not exceed, without proper authority, the amount of the adminis-
trative approval. Next it should be seen that expenditure sanction
bas been accorded for each work for which technical sanction Lus been
accorded, and that all specinl charges which, under the rules, require
the sanction of an authority superior fo the Divisional Officer are duly
sanctioned by such authority. The expenditure incurred on each work,
month by month, is then posted against the sunction from the monthly
sccounts received from the division, and & comparison is made between
the expenditure sanctioned and the expenditure actually incurred.
Expenditure not covered by, and in excess of, sanction is placed under
objection until the necessary sanction is accorded or the ekpendlt-ure
under objection is otherwise regularised by recovery, etc.

628. The second check (B) consists in seeing (i} that, if the charge
is debitable to the gersonal ‘account of a contractor, employé or other
individual, or is recoverable from him under any rule or order, it is
recorded as such in a prescribed account so as to watch the recovery of
the umoqn‘a due ; (ii) tﬁat the charge is classified to the proper heads of
account ; and (m) that the expenditure is incurred in pursuance of the
pretise oblects for which the detailed estimate for the work was intended
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to provide. The last item cannot be properly checkerl in the central
office as the detailed estimates which define the objects on which ex-
penditure is to be incurred are not available there. Charges are there-
fore examined generally to see that there is no apparent misclassifica-
tion; but the detailed check with estimates ig left to the Divisional
Accountant

627. The personal account of the contractor is an important docu-
ment. It is credited with the value of work done or supphes made by
the contractor and debited with the amount paid or stores supplied to
him. Extracts of the ledger accounts are submniitted to audit with the
monthly accounts. These facilitate the exercise of the first item of the
check mentioned above. Further they ensure that the ledgers main-
tained in the divisions are kept up-to-date, and enable obvious errcrs
to be rectified promptly. The audit of these ledger accounts is not
complete until they are test-checked at local inspectiona.

628, The third check (C) consists mainly in seeing that a properly
receipted voucher is sent for every payment. The responsibility for
making payments to the person entitled to receive payment is left to
the paying officer a8 in the case of almost all payments nut made by the
Audit Office direct.

629. The application of the canons of financial propnety has already
been explained in detail,in Chapter 17,

830. Besides these four checks, each voucher for payment on run-
ning account is compared with the last bill to see that up-to-date and
other figures which are dependent on the entries in that bill are correct.
The arithmetical calculations of the bills are also checked to the follow-
ing extent :—

(i) Final running account bills in yellow form...... cent. per cent,
(i} Other vouchers............10 per cent.

As the arithmetical calculations of the vouchers are checxed com-
pletely in the divisional office under the supervision of the Divisional
Accountant, a percentage check in the central office has been considez-
ed to be sufficient.

63l. The Divisional Accountant and his functions—A trained Divi
sional Accountant is posted hy the Accovntant General to each divi-
sional office to assist the Divisional Officer in the discharge of his respon-
sibilities in respect of the accounts of the divicion® The functiors of

"

the Divisional Accountant are three-fold :— .

{i) a8 accountant, — the compiler of the sccounts of the divi-
sion in accordance with, the prescribed rules and from the
data furnished to him ;

B2
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{ii} a8 primar); auditor,— the representative of the Aundit De-
partment, charged with the responsibility of applyitg certain
preliminary checks to the initial accounts, vouchers, ete.;

(i) as financial assistant,~— the general assistant and adviser to
the Divisienal Officer in all matters relating to the accounta
and Budget estimates, or to the operation of financial rules
generally,

832, The Divisional Accountant is expected tosee that the rules and
orders in force are observed in respect of all the transactions of the
division., If he considers that any transaction or order affecting receipts
or e;cpendlture is such as would be challenged by the Aceountant General
if the primary audit entrusted to the Accountant were applied by the
former, it is his duty to bring this fact to the notice of the Divisional
Officer with a statement of his reasons, and to obtain the orders of that
officer. Tt will then be his duty to comply with the orders of the Divi-
sionel Officer ; but if he has been overruled and is not satisfied with
the decision he should at the same time make a brief nota of the case in
the Register of Divisional Accountant’s Audit Objections, and lay the
register before the Divisional Officer, g0 that the latter may bhave an
opportunity either of accepting the Divisional Accountant’s advice on
reconsideration and ordering action accordingly, or of recording, for
the information of the Accountant (enersl, his reasons for disregarding
that advice. An objection recorded in this reyister is not considered
ag tinally cleared until it has been reviewed by the Accountant General,

633. The Divisional Accountant brings to the Divisional Officer’s
notice all instances in which subordinate officers exceed the financial
limitations placed on their powers by the Divisional Officer or a higher
authority. He may further be required by the Divisional Officer to

undertake, on his behalf, such other scrutiny of the accounts of the
receipts and disbursements of subordinato officers, falling within the
Divisional Qfficer’s own powers of sanction, ag the latter may consider
necessary. He is further expected to inspect the accounts records of
sub-divisional offices 8o as to check a percentage of the initial accounts
and to bring defects to the notice of the Divisional Officer. 7The results
of this inapection are placed on record for the inspection of the Account-
ant General, and any serious financial irregularities are reported at once
to the Audit Office.

834. As a primary auditor, the Divisional Accountant is respounsible
for examining tho acepunts returns of Sub-divisional Officers to see :—

(i) that they havé been received in a complete state ;

(ii)lL that all sums receivable are duly realised, and on realisation
credited to the proper head of account, and also to the
proper perqonal account, if any;
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(m) that the charges are covered by sanctions and a.pproprmtlons
‘and are supported by complete vouchers setting forth the
claims and the acknowledgments of the payees legally en-
titled to receive the sums paid ;

(iv) that all vouchers and accounts are agithmetically correct;

(v) that they are in all respects properly prepared in accordance
with rule ;

(vi) that all charges are correctly classified, those which are debit-
able to the personal account of a contractor, employé or
other individual being recorded as such in s prescribed
account ; and o

{vii) that on the basis of rates sanctioned by competent authe-
rities and of facts (as to quantitics of work done, suppliea
made, eto., or services rendered) certified by responsible
officers, the claims admitted for payment are valid and in
order. It is not necessary that the Divisional Accountant
should check personally the arithmetical accuracy of all
vouchars and accounts, but he is responsible that a cent.
per cent. check is exercised efficiently under his supervision,

835. It is one of the functions of the Divisional Accountant to see
that expenditure which is within the competence of the Divisional Officer
to sanction or regularise is not incurred as a matter of routine under the
orders of subordinate disbursing officers without his knowledge.

638. The Divisional Accountant conducts the detailed audit of muster
rolls, and petty vouchers which are not submitted to the-Audit Office,
and of all accounts of stores,

637. He checks the works expenditure with the estimates to ensure
that the charges incurred are in pursuance of the objects for which the
estimate was intended to provide. In the case of works the expendi-
ture of which is recorded by sub-heads (that is, items of work such as
brickwork, etc.) the Divisional Accountant is responsible for checking
the expenditure on each sub-head with the estimated guantity of work
to be done, the sanctiomed rate, and the total sanctioned cost,so as
to bring to notice all deviations from the sanctioned estimate.

638, Local Inspection—The third heading under which audit is
classified in paragraph 623 concerns the procedure vnder which the audit
conducted in the central office is suppleménted bywthe locai wmspection
of divisional offices. This duty 18 explained in Chapter 35, 'The audit
of Public Works Stores is explained in Chapte's 18 and 31,

II1. Works RECEIPTS.

639, Audit of Receipts.—The pseceding paragraphs dea: with the
audit of expenditure. As regards receipts, much (as for exsmyple the
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Irrigation Revenue). i8 realised by the Civil authorities and adjusted
through the accounts., ln such casges, the ordinary principles Yegarding
the audit of receipts are applicable : See Chapter 13. Of the receipts
realised direct by Public Works Officers, the most 1mportu.nt are the
rents of residential buildings and other services, and it is the duty of
Audit to see, in respect f these, (a) thut the standard rents are correct-
ly determined in accordance with rules 45A end 456B of the Fundamental
Rules, (b) that the rent recoverable from each tenant is correctly cal-
culated, and (¢) that the rents due are. realised.

640. In exercising the first of these checks the Audit Officer checks
the capital cost and sees that the allowance for maintenance and repairs
is atcording to the scale fixed by the local Government, and is reason-
able, In regard to the second check it has to be seen that the rent
assessed i8 either the standard rent or 10 per cent. of the occupant’s
emoluments, whichever is less. 1Inecases in which the 10 per cent. limit
has the effect of lowering the rent realised for the building appreciably
below the standard rent, the, Audit Officer has to satisfy himself that
the scals of accommodation supplied does not exceed that which is
appropriate to the status of the occupant, .

641. In some provinces the accounts of rents are not submitted to
the Audit Office. In such cases the second and third checks are left to
the I)ivisional Accountant, and a test check is exercised at the time of
the annual inspection of the division, The first gheck is invariably con-
ducted in the Audit Office,

IV. GENERAL PRINCIPLEY IN REGARD TO LARGE CONSTAUCTION
ProJECTS,

84%. Accounting principles.—The wccounting rules set forth in the
Public Works Account Code are not intended to cover the requirementa
of large construction projects, The form of the accounts, whether
direct or pro formd, which are to be maintained for these projects (other
than Railways, for which separate rules exist) must be governed by four
main coneiderations :—

(i) The form of the project estimate;

{ii) The requirements of the Engineer-in-charge to enable him to
exercise adequat.e financial control during the construction
period ; o

(iii) The ultimate form of the Capital and Revenue Accounts to be
‘ma.inta.ined fsr the project after construction; and

(iv) The form of vhe report which the Engineer-in-charge will desire
to write alter the completion of the project, deseribing the
‘manner in which the work has been undertaken and the cost
of the maiu items of the work.
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843. As regards item (i), it may be theoretically Possible to pre-
pare proiﬁct estimates in such 2 form that accounts maintained on the
lines of the estimatc would not only serve the purpose of item {ii) but
would also be the basis on which items (i) and (iv) would rest. It is
howaver customary to prepare project estimates in a form which groups
together under the head “ general charges ” all such indirect charges as
Tools and Plant, establishment (other than that chirged to works)
interest, and all other miscellancous charges, instead of allocating them
in advance proportionately to the several units of the project. When
writing his final report, however, the Enginecr-in-charge will desire to
show the real cost of the work under each of the more important units
of that work. For the purpose of his report, the Engineer-in-chprge
may work on the basis of the sub-divisions of the work as they appear
in the project estimate, or of the subsequent sub-divisions a8 determined
by the allocation to revenue-producing units of the capital at charge of
the work. In either case, such a report of real cost by units must neces-
gitate a corresponding ultimate distribution of allthe indirect charges
mentioned sbove. "

644. Tt m.ith be feasible to overcome the difficulty of allocating in
advance most of the * general charges” betwecn the several unmits.
But there are peculiar problems in the way of framing in advance an
estimate, the component items of which shall correspond with the sub-
division of the completed work into revenue-producing units, of the
allocation of charges connected with (a) Special Tools and Plant, and
(D) Interest.

845. Speciel T'ools and Plant.—Where Special Tools and Plant are
used, or any large labour-saving machinery, the question at once arises
of the debit of a proportion of the capital cost to different units of the
project. The capital cost of the Special Tools and Plant will ordinarily
be debited in the first instance to u separate head, and the question of
charging depreciation on such sccount raises difficult issues. It is in
some cases held to be impossible to calculate the depreciation, and to
determine the relative utility to individual items of work, with sufficient
accuracy to justify an attempt to clear this separate head by debit to
units of the work. On the other hand the Engincer raay desire that the
cost of Special Tools and’ Plant should be written off against the several
works on°which they are used, so that he may lmow the real cost of the
works and also exercise proper control over expenditures This cannot
be done without the determination of suitable rates of depreciation on
account of Tools and Plant and a reasonable estirgate of their residual
value on the completion of the work. These have to be fixed by the
Executive in consultation with audit. , .

646. In regard to the following matters the executive will consult
audit, though the final decision rests with the former :—

(a) What items of plant are to be regarded 'as * ordinary ” and
what as “ special”.
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(b) What ftems of plant are to be depreciated and distributed an
what are to be charged finally to Special Tools gnd Plant.
In the latter case the sale-proceeds will, of course, be ¢redit-
ed to the same heed.

(c) The life of the plant, the rate of depreciation and the residual
valug, * +

(d) The method of charging off depreciation, whether on & time or
on an output basis.

647, Interest charges.—The interest.charges on capital outlay are
ordinarily met from General Revenues and adjusted periodically by debit
to the accounts of the project, In exceptional cases, when the size of
a Project necessitates a delay of many years before it can begin to be
productive, special sanction may be accorded for the adjustment of
interest during the construction period by an increase of the loan capital
at charge, In either case, the adjustment of interest as between the
units of the project will follow the same lines as the adjustment of the
capital at charge, for the purpose of determining the allocation as be-
tween thoso units for the purposes of the Capital and Revenue Accounts.

848, dudit.—A consideration of these general principles will make
it clear that the initial accounts of such a project muat follow the form
of the project estimate, and that audit must follow the same lines in
order to ensure that financial control is being exercised by a comparison
of expenditure with.the relevant figures in the project estimate.

649, At the same time it is essential that, as soon as possible after
construction is started, a decision should be reached regarding items
(iil) and {iv) mentioned in paragraph 642 above, namely :—

(¢) the ultimate form of the Capital and Revenue Accounts which
will have to be opened when the work has been comstructed
and comes into operation ; and

{b) the form of the report which the Engineer-in-charge will desire
to produce on the termination of his work.

650. Accounting will have to be so ordered as to prepare the material
in & suitable form for both these purposes. Bo far as the latter is con-
cerned, this is essentially work done on behalf of the Executive and is
therefore subject to the orders passed by the Executive. For'the former
the Auditor (Greneral has a definite responsibility. For the fulfilment of
that responsibility, Audit must in this case also follow the form of the
Accounts, to enablg the Awmditor Genersl, on the completion of the
project and the closing of the Accounts, to satisfy himself as to the
correct allocation of the capifal at charge as between the separate work-
ing units, ¢
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CHAPTER 31.

Stores and Stock Accounts.

651. Responsibility for Audit in respect of Storesand Stock Accounts.—
The necessity for maintaining Accounts of Stores and Stock arises, as
has been explained in Chapter 18, from the need for ensuring the safe

custody and proper utilisation of articles held on charge for use in the
public service. '

852, The Auditor General is not statutorily responsible for the audit
of such accounts unless and until he is required by the Governor Geperal
in Council to undertake it under rule 12 of the Auditor General’s Rules.
This responsibility is discharged through the Tndian Audit Department.

663. Priced and Unpriced dccounts,—Dractically every depariment
of Government has charge of articles purchased with public money
These articles may be broadly divided into (3} unpriced and (#1) priced ;
and the responsibility of audit is as a gerteral rule confined to the latter
class,

654, Unpriced articles comprise those articles of stationery, furniture,
office equipment, cte.. which are required for the administrative pury.oses
of an office. They are purchased in the first instance and stored in the
office for use as occasion demands. The accounting procedure is simple,
as only a numerical account is maintained of cach class of article, and
{save in the exceptional duty of verification of Furniture in the Resi-
dences of High Officials) audit is not concerned in this matter except as
regards the initial charges, in regard to which the procedure has been
explained in Chapter 29.

655. With few exceptions, all articles fall under the head “ P’riced
Articles "’ which are required for the activities of a Department in cages
in which they are either purchased or manufuctured and their cost is
charged to a * Suspensc Head " which in turn is relieved as arlicles are
consumed. The accounting methods are somewhat complicated in view
of the fact that they include two sets of accounts, namely (¢} numerical
accounts, and (i) priced ‘accounts ; and these two sets of accounts are 1
many cases mainteined by different persons.

656, The general principles of audit of stores and %tock accounia
bave been explained in Chapter 18. 1t remains now to explain the systcm
of accounts maintained of the various claseds of stores and stock in respect
of which the Auditor General is required to arrangg lor sudit. In this
Manual it is only poseible to deal with a few of them by way cf illustra-
tion. The examples chosen for this purpose are .-

(I) Public Works Steres.



202

657-661 1 STORES AND STOCK ACCOUNTS. [ Crar. 31,

(II) Stores and Stock Accounts of State Railways.

(ITT) Stores‘2nd* Stock Accounts of the Telegraph Branch of the
Indian Posts and Telegraphs Department. .

A briet account is also given of the working of the Indian Stores

Department which serves these three and numerous other departments
of tovernment.

(I) PuBLic Works SroRrEs,

857, Administration and Control,—The general administration of all
the stores of a Public Works Division, ubder the headings, stock, tools
and plant, and road metal, is vested in the Divisional Officer, on whom
primarily devolves the duty of arranging, in accordance with the rules
of ths Government concerned, for (i) the acquisition of stores, (%) their
custody and distribution secording to the requirements of works, and
(##i) their disposal.

658. The accounts of these stores are based on the fundamental
principle that the cost of their acquisition should be debited direct to the
final head of account concerned or the particular work for which they
are required, if either of these can be determined at once ; otherwise,
it is kept in a suspense account pending clearance, as the materials are
actually issued, by charge to specific heads of account or works.

659. Maintenance of steck.—The stock of a division ia sometimes
kept in a single godown or yard in the charge of a storckeeper, or each
Sub-divisional Officer fnay have a separate stock in his charge, cither
at his headquarters, or scattercd over the sub-division in the dircct
custody of subordinates or other sectional officers. Agsin, the stock,
although scattered over the entire division, may be in the general charge
of a single officer, and the Sub-divisional Officers may merely indent
upon him, he keeping sll the accounts.

660. Stores Accounts maintained by the Executive.—Briefly tho follow-
ing is the account procedure followed by Sub-divisional Officers who

hold charges of stock. The Divisional Officer follows s similar procedure
in regard to stock in his own charge.

861 Two registers of stock are maintained, one for receipts and
another for issues, in which the transactions are posted as they occur.
The receipt and issue transactions are thon abstracted mont#ly in the
“ Abstract of Stock Receipts ”” and “ Abstract of Stock Issues,” showing
the sources from which the articlea are received and the account head
or work to which the issues are to be charged. Thess are then submitted
to the Divisional Officer, the entries being firet posted in. the Half Yearly
Balance Return, wlich+is closed as soon as the entries of the last month
of the half gear have beerl made. Thess Registers and Returns represent

only quantily accounts, the value accounts being ordinarily maintained
of the Divisional Offise.
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862. These abstracts of receipts and issues are completed in the
Divisional Office by valuing the quantitics and incorporating adjust-
ments on account of manufacture operations and’incidental charges,
such as titose for carriage, loading and unloading of stock materials.

863. lalf-Yearly Register of Stock.—The monthly transactions of
stock of the Sub-divisions as brought out in the monthly abstracts of
receipts and issues, together with those of the Pivisional Office, if any,
are then posted in the Half-Yearly Register of Stock. This register
is divided into three parts. In the first part arc posted the quantities
and the aggregate values of the total receipts and issues for each sub-
head. The closing balances of*the aggregate values of sub-heads are
struck at the end of each half year. Their reconciliation with the
accounts is effected through Part (1I) of the register. Part (III) of the
rogister is used for the review by the Divisional Accountant on the state
of affairs of the stock accounts and for the orders of the Divisional
Officer.

684. Pricing of Arircles.—All articles of stock are priced at the time
of their acquisition, and a rate fixed at which they are to be issued.. In
fixing the issue wate the following factors ark taken into account, subject
to the proviso that the price should not exceed the market rate :—

(z) the original price paid ;
(%) the cost of carriage, ete.;

(142) the expenditure on work-charged establishment employed
on handling 2nd keeping the initial accounts ;

(tv) the expenditure on the custody of stock ;

{v) the expenditure on the maintenance of the store godown or
yards ; and

(vi) losses from depreciation or wastage.

The intention is that the issue rate shall be such that thersis no
ultimate profit or loss in the stock account. At the time of closing the
1akf-Yearly Register of Stock the Divisional Officer takes opportunity
to revise the issue rate of the articles of stock on the basis of the rates
prevailing in the murket) and this necessitates the adjusiment of the
differencesin the values of stock as worked out at the existing issue rate
and the issue rate fixed for the future.

665, Stock Verification.—In order to ensure that the stock consista
of efficient and necessary articles, and tifat the guantity balances as
shown in the accounts are correct, the articles are vgrified periodically,
and any discrepancies are brought to the notice o the Divisional Officer.
Necessary adjustments are made on receipt of the orders of thécompetont

suthority.
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666, Accounts of Tools and Plant and Roal Mctal.—The accounts of
Tools and Plant and of Road metal are comparatively simple as only
numerical accounts' are maintained, their value being charged to the
final heads of accounts or works immediately after their abquisition.
In respect of Tools and Plant, the Sub-divigional Officer in charge of the
articles maintains two accounts for recording the receipts and issues
reapectively of these articles. The transactions appearing in these
accounts are copsolidated monthly in & yearly Register of Tools and
Plant., At the saume time thé Divisional Officer maintains a register of
Tools and Plant for each sub-division, which is posted from the monthly
returns received from the sub-divisions. Anmually a reconciliation is
eflected of the closing balance in respect of each kind of article as worked
out in these two registers,

467. In respect of road metal, the Sub-divisional Officer maintains
a quantity account of receipts, issues and balances. A copy of the
account is submitted monthly to the Divisional Officer.

868. Audit.—The Divisional Officer submits monthly to the Audit
Office an account of the Storea transactions of the month, The andit
of these stores accounts consigts mainly in sceing :—  «

(+) that the accounts of receipts of stores, whether purchased or
otherwise acquired, and of their issnes and balances, are
correctly maintained ;

(#) that the articles are periodically counted and™’otherwise
examined sto verify the accuracy of,the quantity balances
in the books ;

(#1) that steps are taken to dispose of unserviceable and surplus
-.stores ; and

(1) that the system of stores verification adopted by the executive
authorities is adequate and proper.

688. The detailed check in respect of (i) ig left to the Divisional
Accountant. The accounts of materials borne on stock are scrutinised
further to see ;:—

{e) that the balance in hand does not exceed the maximum limit

prescribed by Government and is flot in excess of require-
ments for a reasonable period ; .

(6) that the materials are priced with reasonable accuracy, snd that
the current issue rates are reviewed from time to time, and

revised when neceseary 8o a8 to keep them within the market
rates ; an

. .
{c) that action has Geen ¢aken for the adjustment of profits and
Mosses due to revaluation, stock-taking, or other causes, and
that these are not indicative of any serious disregard of rule.
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870. The Registers of Stock and Tools and Plant are sudited in the
audit office unless the Local’ Government prescribes otherwise. In the
latter case the detailed check is left to the Divisidnal "Accountant and
test checks are applied at the time of annual inspection. The scrutiny
of the accounts of road metal is entrusted to the Divisional Accountant,
and is similarly test checked at inspections,

[ ]
(IT) STORES AND STOCK ACCOUNTS OF THE STATR RAILWAYS,

671, Administration und conirol.—The administration and control
of the stores of a Railway are conducted by the Stores department of the
Railway, under the supervision df a Controller of Stores. On him
devolves the duty of ascertaining the needs of the Railway in the matter
of materials and stores, and of arranging for procuring them in the wost
efficient, economical and expeditious manner possible. He is responsible
for their receipt, examination and distribution to the various depots,
for their custody while in charge of the Stores Department, and finally
for their issue on requisitions received from authorised officials. Each
depot is in charge of a store-keeper who is assisted by ward-keepers in
charge of each 'ward or section of the stord depot.

672, The Storcs department is not required to keep any general
accounts of the stores transactions of the Railway. [ts duties in this
respect are limited to the maintcnance of numerical records of stores
in stock and to the preparation of the initial documenta of receipt and
issue.

873. Supply of Stores.—Articles of stock are procured either (i) by
purchases in India, (%) by manufacture in the Railway Workshops, o1
(#44) by indent on the Steres Branch of the office of the High Commis-
sioner for India.

674, Indian Purchases.—As regards the purchase of Stores in Ind:a,
special rules have been framed by the Railway Board regulating the
claas of articles whose supply must be arranged through the agency
of the Indian Stores Department. Otherwise an Agent may arrange,
by advertising for tenders, for the supply of stores required for the use of
the Railway.

675. Manufacture.—Gertain classes of materials required for the use
of a Railway, as for example, castings, duplicates, signal fittings, ecc.,
are manufactured in the Railway Workshops and brought on to stock.

876. English Purchases.—Articles of European manufacture ave
obtained on indent on the Stores Branch ofithe office of the High Cum-
missioner for India. ¢

877. Funds for Stores purchases.—1t joust be r®membered that all
Railway Stores are in the first instance brought on the Capigal Accopnt
of the Railway, so that, if indents are submitted for stores fdt revenue
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purposes, funds for them should be prov:ded from capital in the first
instance.

878. Issue of Stotes—When Stores are supplied by the Store depots
on indents, an issue note is prepared showing full particulars of the Stores
supplied, the officer served, etc., and is receipted by the officer supplied.

679. Numerical Account in the Store Depot.—The transactions of
receipt and issue are posted, as they take place, in & numerical record
called the * Card Legger A separate card is maintained for each
class of stores. The receipts are posted from the Purchase Orders,
Advices of despatch of English Btores, etc., while issues are posted from
the issue notes.

880. Stores Transaction Returns to the Cim;f Aecounts Office.—At the
end of each day’s work, & memorandum is prepared of the day’s transac-
tions and is submitted with the supporting documents to the Stores
Accounting Section of the Chief Accounts Office.

681. Revenue Mawmienance Material —For the purpose of ordinary
maintenance, each Permanent Way Inspector is provided with an imprest
of materials, the amount and nature of which is fixed by the Chief
Engineer. v

682. District Sub-Depots.—The aggregate of the Imprests in each
District forms the District balance of materials, for which the District
Engineer must account. Further, where local cond.ltlons such as distance
from a regular stores depot, render it desirable, a sub-depot may
be established at the headquarters of the District, where a limited supply
of materials is kept, sufficient to carry on normgl maintenance and to
make recoupments of the District Permanent Way Inspectors’ Imprests,
The balance in these sub-depots forms part of the District balance of
materials. -.

683. The District Engineer arranges that a certain number of items
are verified by actual count each month, 8o that the whole District stock
1s verified at least once every six months,

884. District Material Accouni.—The Divisional Engineer consoli-
dates these imprest accounts and sub-depot accounts in an abstract
and submits to the Stores Section of the Chief Accounts Office & monthly
District Balance Return of ’ermanent-way Materials, Separate returns
are sent for new and second-hand materiald, Separate numerical
accounts are maintained in respect of materials obtained from she Store
Depots for speqfic work,

685. Unserviceable Stores.—After Stores become unserviceable owing
to depreciation, or arg of obsdlete pattern, or become surplus, they are
not sllowed to remuin long in stock. They are, if possible, adapted to
present reqmrements bhg, when such action is not practicable, a special
repart of alleuch stores is made by the Controller of Stores to the Agent,.
whose orddrs are faken as to the most economical way of disposing of
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them. An Account of such ‘of the surplus stores as thg Agent considers
to be of sufficient importance is kept in a surplus’stores list, and such
Stores ase retained for not longer than two years, before the end of which
period they are either sold by auction or scrapped. All other unservice-
able articles are either sold by auction or scrapped as soun as possible
after the Agent passes orders. )

686. Duties of the Chief Accounts Office.—It has been explained in
paragraph 672 above that the responsibility of the departmental authori-
ties in regard to the Stores Accounts is limited to the maintenance of
numerical records of stores ii steck and the preparation of the initial
documents of receipts and issues. All other accounts work in connec-
tion with the stores transactions, as for example, their valuation, alloca~

tion of expenditure to works, etc., is carried out in the Chief Accounts
Office.

687. The work is done in a separate section called the Stores Acconnts
Section, which is located at or near the general stores magazine and the
office of the Controller of Stores. This section is responsible :—

(i) for tRe maintenance of priced stores ledgers ;
(#7) for the'scrutiny nnd payment of all bills for purchases of stores ;

(#i7) for the regular periodical reconciliation of figures in the different
connected sets of books ; and

(v) for the maintenance of a regular and effective system of stock
verificatiors and proper investigatiod of all discrepancies
which it brings to light.

688. Pricing of Articles.—The receipts into stores are priced from the
bills or invoices, while the issues from stores are priced from the published
price ljsts of the Stores Department. The price entered in the lists for
any article is always based on the average price of that article as shown
on the receipt side of the priced ledger. But that average price—other-
wise called the Book Rate—will vary with every fluctuation in purchase
price ; and, as it is impossible to revise the published price list according
to every fluctuation of the Book Rate, a revision is made whenever the
variation in price is serious.

680. Stores Priced Ledgers.—The Stores Accounts Section maintaing
Priced Ledgers in which a separate account is opened for each ivem ot
stores for which a separate card ledger is kept in the depot8. The postirgs
in the ledgers are made daily,—(a} as regards receipts,—from the Lccal
Purchase Order Forms, the English Distributéon Statements, the
Advice Notes of Returned Stores, and from Igsue,Notes for transfers
between depots and receipts from workshops, and,—(b) as regards
issues,—from the Abstracts of Issue Notes. The ledgers &r¢ balarced
after each day’s new postings as regards quantities, and as frequently
a8 18 considered necessary by thg local authorities in ,respect of
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values. The balancing at the end of each month is completed as
regards quantities, rates and values,

880. Reconciliation between Card Ledger and Priced Ledgers -1t has
been explained that the Chief Accounts Officer maintains priced ledgers.
in respect of all the Stores of the Railway. It is, therefore, necessary
to secure & complete reconciliation of the balance in stock as shown in
the card ledgers with “thit shown in the priced ledgers maintained by
the Chiéf Accounts Office. How this is done is explained below.

691. As each card ledger for an item of stores is filled up, the Depot
Storekeeper, or the Ward-keeper in chargt of each section of the depot,
counts the balance of the items in stock and records the actual balance
as the last entry on the card, for example “ balance by actual count
475" Any excess is brought on a8 a receipt and any deficiency entered
as an issue, A new card ledger is then opened for the item of stores
and the balance by actual count is brought forward. The completed
card ledger is then sent to the Stores Accounting Section of the Chief
Accounts Office for reconciliation with the priced ledgers. In the case
of articles of stock where the.transactions are few, and long intervals
eiapse between the completion of each card, the verification by actual
count is done at such intervels as the Controller of Stores considers
aavissole. In such cases the result of ithe verification of the balance
is recorded on the card ledger whick is sent to the Accounts office for
verification,

692. Stock Verificatlon.—Each class of .stores in the custody of the
Stores Department is verified once a year by a staff of stores verifiers
who are under the administrative control of the Chief Accounts Officer,
This verification is independent of and in addition to the periodical
counts made by Ward-keepers. These stock verifiers also verify, at
intervals of not more than two years, all Engineering materials with
Permanent-way Inspectors and District Engineers, and, at intervals
of three years, the Tools and Plant of all departments of the Railway.

683. Audit of Stores Account.—It is the function of statutory audit,
which is of the nature of supervisory audit as explained in Chapter
32, to see ;—

L]

(¢) that the acquisition of stores has been effected in the most
economical way and in accordance with orders ;

{is) that the quantity accounts of receipt, issnes and balances of

articles womk up to and agree with those shown in the Priced
Ledgers ;

{w) thaj the value accounts are correct, and that the allocation
'?f debits 1o the various heads of account for the cost of stores.
issued is cotrect ; and
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(%) that the internal system of checking the stores and the Store
Accounta is satisfactory. ’

894. Audit has specially to see that the balances in the accounts
represent all stores in hand, whether in the custody of the Stores Depart-
ment or of other departmments, and that stores are not unnecessarily
charged off to works with the object of reducing the stores balances.
Not only may such charging off of stores to wdtks present an inaccu-
rate picture of the stores transactions of the Railway, but also, in the
case of & Company-managed Railway, such action may affect the surplus
profits due to the Company, and, jn the case of a State-managed Railway,
it may affect the contribution to the depreciation fund, and thereby
the contribution to the general revenues under the convention for the
separation of Railway from General Finance,

{(III}) STorES AND STOCK ACCOUNTS OF THE TELEGRAPH BRANCH OF THE
Inp1an PosTs anp TELEGRAPHS DEPARTMANT.

695. Administration and control. —The purchase of the stores of the
Telegraph Braneh of the Indian Posts add Telegraphs Department,
and their custody prior to their issue for consumption, is entrusted to
the Stores Branch, supervised by the Controller of Telegraph Stores,
who works under the direct administrative control of the Chief En-
gineer, Telegraphs,

696. The Department has a head depot at Aliporg, two branch depots
at Bombay and Karachi,"and sub-depots at other places, These depots
work independently as regards stores accounts, and submit direct to the
Audit Office their vouchers and returns relating to transactions in stores, «

697. Accounts.—The Controller of Telegraph Stores is responsibie
that proper accounts are maintained in respect of transactions of receipt
and issue of stores, and that the prescribed returns are submitted to the
Audit Office.

698, As in the case of the Railway Stores, the executive officers in
charge of Telegraph Stores maintain numerical accounts of the stores
in their custody, while the value secounts are kept in the Audit Office,
It must be borne in mind*that whereas, in the case of Railway Stores,
the Accounss Office is separate from the Audit Office, in the case of Yosts
and Telegraphs the Audit Office is responsible for accounting duties
also. The numerical accounts maintained by the executive officers
consist of a series of stock cards, one being rpaintained for each descrip-
tion of stores. [Each receipt or issue of stores is supported by & voucher
of receipt or issue in the proper form. These transactiobs are then posted
and the balance struck in the stock cards, *The Youchers relatiug to the
store transactions of each day are submitted to the' Audit Office’on the
second following day.
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899. Pricing of Articles.—The isene rotes, that is to say the rates
at which articles of*stock are issued to works, are revised from time to
time, on the initiative of the Stores Accounting Branch of ¢he Audit
Office, as may be necessitated by important fluctuations of the Market
rate, and are notified by the Controller of Telegraph Stores.

700. When a revised rate comes into force the Stores Branch of the
Audit Office revises the rate of the articles as entered in its books, and
makes a book adjustment for the difference.

701, Stores and Stock with the Divisional Engineers—The Divisional
Engineers and Sub-Divisional Officets also maintain stores constituting
Maintenance Stock, and stores obtained for use on, and released from,

works.

702, Except for such stores as may be purchased locally, all stores
are obtained from the Controller of Telegraph Stores, and their value
is charged off direct to the works or services concerned by the Stores
Branch of the Audit Office. Consequently, the value of stores in the
Division does not appear in any initial accounta of the Division except
when they are purchased lodally. ‘

703. The Divisional Engineers maintain numerical accounts of the
receipts, issues and balances of all stores forming part of the Maintenance
Stock, and of stores obtained for the execution of works,

704, Unserviceable Stores.—Unserviceable and obsolete stores consist
of (i) those releasedfrom worka or offices, etq,, and (4%} those which
become unserviceable while in stock in Store Depots. The bulk of the
former are sold locally by the officers in charge of works, and the accounts
-of such sales form part of and are audited with the accounts of works,
A few kinds of line material and all Apparatus and Plant are, however,
returned to Store Depots for disposal. A Scrapping Committee is get
up to deal with unserviceable or obsolete (¢} instruments received from
Divisions, and (¢¢) line material, or apparatus and Plant, borne on stock.
‘On the recommendations of the Scrapping Committee the articles are
-either sold by auction or sent to the workshop as scrap.

705. Audit.—A Branch of the Audit Office has been established in
the Alipore Store-yard to deal with the accounts, initial and fina), of the
Store Depots. The funetions of the Audit Officer in charge ofthis store-

yard are three-fold.

706. It has already been explained how, in his capacity as Accounting
‘Officer, he values the receiptd, issues, and balances and maintains valned
accounts corresponding with the numerical accounts maintained in the
Store Depots, and links,up acd proves these valued accounts with the
firancial abcounts of the money spent in the acquisition of stores, and
-of the value of storeg consumed in the works constructed and services
rentiered ky the Department.
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707. Secondly, he acts as the financial adviser to the Controller of
Telegraph Stores in all mattet of Stores aceounts and geperal finance,

708. Finally, as an independent auditor, he is reafmnsible through the
Accountaht General, Posts and Telegraphs, to the Auditor General, for
the due discharge of the statutory responsibilities of that authority
in the matter of the audit of expenditure and of stores accounts,—that
all stores transactions that are reported to him through the various
accounts and vouchers are subjected to & vigorouk and searching serutiny
to agcertain whether all rules and orders of superior authority in the
incurring of expenditure, realisation of receipts, and in respect of receipt,
custody and issue of atores, are,fully observed,

709. Stock-taking and stock-verification.—In order to secure efficiency
in store-keeping, a continuous or progressive stock-taking is carried out
by officers in charge of stores in such a manner that all stores are com-
pletely verified in the course of the year. The stock held in the Store
Depots is also verified once a year by a stock-verifier working under the
orders of the Audit Office.

710. Discrepancies noticed in the course of stock-taking are reported
to the authorities concerned and their orders obtained for the adjust-
ment or write-off of the value of the excess or deficiency in stock,

Tug InoiaN SrorEs DEPARTMENT,

711. Activities of the Indian Stores Department.—It has been ex-
plained in the foregoingegparagraphs how the accomfts of stock are main-
tained in certain Government Departments and how they undergo audit
serutiny. These and other departments consume a considerable quantity
of stores ; and, in order to precure these stores in the most economical
way, a technical department called the Indian Stores Department has
been estublished in India. A similar department is also established in
London under the High Commissioner for India.

712. The Indian Stores Department effects purchases for all Depart-
ments under the Central Government, and for Minor Local Governments.
Provincial Governments may also utilise the services of thiz Depart-
ment to purchase the stores which they require.

718. The department hlso purchases stores on behalf of the Indian
States and Public Bodies on the condition that the cost of the stores
(including the departmental charges) is deposited with the Government
in the first instance.

714. The function of the purchasing brinches is to receive inderts.
and to arrange for compliance with them by placipg contrasts with
supplying firms. Orders are placed in accordauce with the “ Rules
for the supply of articles required to be purchased for the Public See-
vice.”
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715. The Tndian Stores Department hglds no stock of stores of any
kind. On receipt of an indent, supply is arranged in one of two ways—
either by placing a separate order for the stores demanded, or by com-
bining the demand with others for compliance under a * rundfing ” or
* rate *’ contract.

718. There are also Provincial Purchase Officera located at Clalcutta,
Bombay, and Karacki., These Officers receive indents up to certain
monetary limits ®lirect from .ndentors, and comply with them from
sources within their local areas,

717. The effect of the purchase of stores for the various departments
of Government by this department snay be broadly summarised as

follows :—
{t) They are procured in the most economical way.

{#7) The locking-up of capital in stock is minimised,
(#33) The wastage of articles, which would otherwise be counsider-
able, is much reduced,

718. The Audit Officer, Indian Stores Dopartment.—Payment for
gtores obtained through the Indian Stores Department is made by the
Audit Officer, Indian Stores Department, Delhi, who is both Accounting
Officer and Auditor of the Department. Indenting Officers may not
make payment direct to the suppliers; but the Audit Officer informs
the consignee of the payments made for the atores purchased on his
behalf, so that the latter may take cognizance of the liabilities for the
purpose of exercising Yinancial control against provision of funds.

719. Adjustment of Accounts.—In his capacity as Accounting Officer,
the Audit.Officer, Indian Stores Department, raises debits for the cost
of stores purchased through the Indiaw Stores Department by Govern-
ment officers (and also for the departmental charges which are levied
by the Indian Stores Department for purchase and inspection conducted
.on behalf of Provineial Governments or for Army and Commercial depart-
ments) against the Accounts Officer of the consignee in the account of
the month in which the suppliers’ bills are paid, and he sends to the
Accounts Officer concerned, at the beginning of the second month after
that to which the transactions pertain, exchange accounts showing all
such transactions. The Accounts Officer accepts the debit against the
account of the indenting officer and notifies the latter that he has done so.

720. Audit.~—~The payments mentioned in paragraph 718 above are
made by cheques after the bills have been pre-audited. The ordinary
principles governing the sudit of expenditurs (Chapters 13 to 17) above
are applicable to these, payments, special attention being paid to the
audit of sanctions (Chapter 14) the scrutiny of contracts {see para-
graphs 620 to 622), certificates of inspection, and certificates from the

.consignees for their agceptance of stores,
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CHAPTER 32.
Accounting and Audit of Railway Receipts and Expenditure.

1—GENERAL ORGANISATION.

721. Railways—A Central Subject.—Under the Reforms of 1919,
Railways in India were classified as a central subject. As an exception
to this, certain light and feeder Railways and extra municipal tramways,
{as detailed in item 6 (d) of Part IT of Schedule I to the Devolution
Rules), administered by Provincial Governments, were classified as
Provincial subjects. This Chapter deals with those Railwaye orily which
fall under the head * Central subjects”.

722. Of the Railways in India owned by the State, some are worked
by Government and some by Companies, Under both systemsof work-
ing, the Government of India have a financial intereat in the results.
In its Railway eystem, the Government of India possesses an extremely
valuable property, which earns a large but variable net profit on the
considerable Capital invested in it. This annual net profit forms part
of the general revenues of India ; but, as will be explained, & convention
has been established under which Railway revenues contribute annually
an amouns (fixed by a formula) to Genernl Revenugs, the balance being
taken to the Railway Reeerve Fund.

723. Railway Finance.—This convention, which was approved by the
Secretary of State, and accepted by the Legislative Assembly, is tanta-
mount to a separation, with effect from the accounts for 1924-25, of the
finances of the Indian Railways from the general finances of the Govern-
ment of India. The most notable features of this separation were, firstly,
the fixation of a definite annual contribution from Railways to general
revenues, calculated with reference to the capital at charge of the Rail-
way system and the profits earned by it ; and, secondly, the establish-
ment of Reserve and Depreciation Funds for Railwaya. This departure
waa accompanied by considerable changea in the accounting system.
Three of the most impoftant of these were as follows. (f) The head
Working Bxpenses was debited, in respect of renewals and replacemeits,
with the amount transferred to the Depreciation Fund during the yéar,
instead of with the actusl cost of renewals effected. (¢4} At the sama
time, an important change was made in tho allocatipn between revenue
snd capital of the cost of replacing assets. Under the arrangement
previously in force, Capital had contribute tha..t shafe only of the cost
of replacement which represented an actual unprovement in the eflective-
ness of the asset, the balance being a charge againdt revenue. The new
arrangement sllows the debit to Capital of the fll amount by which
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the replacement cost exceeds the original'cost of the asset whether or
not improvement is effected.® (i4) The third radical change affected
the head Interest. The price of certain Railways purchased by
(Government is in process of repayment by means of annuities, which
naturally include elements both of principal and of interest. The whole
of these annuities hgd previously been debited to revenue under the
head interest ; but, with effect from the year of separation, the element
of principal was taken as a charge agoinst general balances and not against
Railway revenues. '

724, Financtal control.—At the time when the separation of Railway
Finance was under discussion, the question was raised whether such
separation would have the effect of weakening the control of the Finance
Department (Ordinary Branch). The answer to this lay in the fact
that the Financial Commissioner, Railways, in his capacity as Financial
Adviser, is the representative of and subordinate to the Finance Depart-
ment, Nevertheless, the difficulty still remained that his control was
to a large extent hampered by the fact that the Accounting Officers on
the Railways were in no senge subordinate to him. Thus there arose
on the Railway side s problem similar to that which, in its relation to
Civil Accounts, has been discussed in Chapter 4 ; and an experiment
was therefore made of the separation of Railway Accounts from Audit,
on the lines explained in the following paragraphs.

726. Sepuration of Accounts from Audit,—In 1925, the Legislative
Assembly passed a regolution containing recomn&cndations to the effect
that :—

(@) *“ The Auditor Geuneral in India shall be responsible for audit
. alone. He should no longer be required to maintsin the
"accounts of Railways or to control their accounts staff. Such

control should pass, not to the Railway Board as such, but
to the Financial Commissioner of Railways. On each Rail-
way system the uccounting staff will be under the orders
of the Financial Commissioner of Railways for the purpose
of appointments, promotions, transfers, etc.,, reporting
however, to the Financisl Commissioner any differences
that may arise from time to time between himsclf and the
Agent. Such differences shall in dde course be made avail-
able for inspection by the Standing Finance Committee for
Railways.

(6) “ The accounts staff under the Financial Commissioner of
* Railways, shall perform duties practically identical with

those hitherto undertaken on State-managed Railways by
the accbunts and audit staffi under the Auditor General,
Vhere the ladter exercised an audit properly so called, the

;‘b_l';;n.—'l‘hi;u chaoge agplies only t.o .‘.i;lte-mnnged Railways, end not to Company .
mandged Roilwave,
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new agency will conduct sn internal chet':k; but the nature

®and extent of the scrutiny will be approximately the same in
both cases.

(¢) “ The Auditor General shall, in order t7 enable him to fulfil his
statutory responmsibilities, be provided %ith a sufficient staff

to make a satisfactory andit of the work “of the Account
Oﬁces.)’

728. The system was introduced a8 an experimental measure on the
East Indian Railway with effect from the 1st December 1925,

727. The results of the experiment proved to be satisfactory, and ¢he
Government of India sanctioned, with the approval of the Secretary
-of State for India in Council, the continuance of this system as a perma-

ment measure. Thesystem was by degrees extended to other State
Railways.

728, The Financial Commissioner, Railways, in his capacity as the
representative of the Finance Department, took over the responsibility
for the compilation of all the accounts for the Indian Railways from the
Auditor General with effect from the 1st April 21929, From this date

a headquarters accounts establishment under the Financial Commis-
sioner was created.

728, This separationssecured, firstly an internal’ check—the primary
function being to assist the executive—and secondly an external test
check, called Statutory Audit, conducted primarily on behalf of the
Secretury of State in Council, and sccondarily to aid the Executive in
their financial control and to assist the legislature.

730. Sysiem prior to separation of Accounts from Audil.—Before
effect was given to this separation of Accounts from Audit, the account-
ing and audit of receipts and expenditure of Railways owned and worked
by Government was performed by the Indian Audit Department. In
all account and audit matters relating to Railways, the Aecountant-
General, Railways, was immediately subordinate to the Auditor General
and was responsible to him for their efficient disposal.

731. Subordinate to the Accointant-General, Railways were, {(a}
the Chief Auditors of Open Lines of State-worked Rafways. (b} the
Audit Officers of State Railways under construction or survey by State
Agency, and (¢) the Government Examiners of Railways Accounts.

732, The Chief Auditors of those State Railways which were werked
by Companies, thoagh no5 directly subbrdinate te the Accountant-
General, Railways, were responsible for carrying out all instructions
issued by him, and for preparing and submittingsall accounts and, re-
turns required by him. The function of the Government ®xaminers



216

783.737 ] ACCOUNTING AND AUDIT OF RAILWAY RECEIPTS [ CmaP, 32

AND EXPENDITURE.
'

of Ruilway Acc'oun{;s, mentioned in the last paragraph, was to exercise
a supervisory audit in the form of a test-check of the sudit wdrk carried
out by the Chief Auditors of the Company-worked Railways.

783. Statutory Audit after the Separation.—As a result of the separa-
tion, tho Auditor Genaral i3 no longer responsible for the compilation
of the Railway ccounts; but he incorporates in the Finance and Re-
venue Accounts of the Government of India the compiled accounts of
Railways prepared by the Railwsy .Accounts Department in such form
a8 he may prescribe. His responsibility for the audit of the accounts
of Railways is briefly as follows :—

(i) It extends, in respect of expenditure transactions, to all exe
penditure incurred in India ;

(ii) In respect of receipts, it includes receipts of State Railways,
whether under construction or open to traffic, and whether
nnder the direct administration of the State or of the Agency
of & Company, including receipts relating te accounts of
manufacture. It includes also the receipts of Company-
owned Railways to the extent covered by the terms of their
contracts or agreements ; and

(iii} It includes stores and stock accounts, to the extent explained
in Chapter 31.

734. The Auditor-General also scrutinises, o behalf of the Legisla-
tive Assembly and the Finance Department of the Government of
India, the correctness of the Railway contribution credited annually
to General Revenues under the convention for the Separation of Rail-
way from General Finunces mentioned in paragraph 723,

785. It may be mentioned that, so far as Railway Accounts are con-
cerned, Audit has no power of surcharge or disallowance, but is bound
to bring to the notice of the Account Officer concerned all payments
which are irregular or inadmissible, It is for the latter to initiate aotion
in order to regularigse the expenditure or to effect retrenchment.

738. The audit work which is summarised above is now entrusted
to the Director of Railway Audit, whe is, in addition, respensible for
the* preparatian of the Report on the Appropriation Accounts of
the Railways compiled by the Railway Accounts Department. He also
supervises the staff of the Audit Offices subordinate to him and the
work performed in those offices.

737. This Statutory -Audil 1s 2 supervisory Audit, the main object
being to efisure that the system of accounts used by the internal check
suthority of State-mgnaged Railways, and by the auditors of the Cor-
padv-managed Railways, is correct, that the method of check applied
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at every atage of the accounts is sufficient, that thd accounts are main-
tained aMd the checks applied with due accuracy, and that arrange-
ments exist in the Accounts Offices to ensure attention to the financial
interests of the Railwaye on the part of all concerned. This object
is secured by a percentage check to be applied to the vouchers and con-
nected accounts records of the Accounts Offich and by inspaction on
the spot of initial records and documents in the offices in which the
transactions originate,

738, For the eificient condnet pf Statutory Audit, the Audit Officer
must acquire a detailed knowledge of the working of the whole financial
gystem of Railways, and in particular of the Accounts work and of the
methods of internal check as applied by the Accounts Officers. This
knowledge can only be gained by personal experience of the work;
but certain of the main principles of Railway Accounting are sum-
marised in this Chapter in order to indicate briefly the main features
towards which the attention of a Statutory Auditor should be directed.

739. Finangial and Audit Control.—All receipts and expenditure of
Railways owned by Government, whether State-managed or Company-
managed, form part of the revenue and expenditure of the Government
of Tndia, and are subject to the same principles of financial and audit
control as other revenues and expenditure of the Central Government,

II.—ACCOUNTING AND INTERNAL CHECK.

740. Main divisions.—The following paragraphs explain briefly the
general principles under which the accounting and internal check in
regard to—

(AY Capital Expenditure ;

{B) Revenue Expenditure ; and

(C) Receipts ;
are conducted by the Accounts Department in Railways owned and
worked by Government.

A.+Expexpirure oN CoNsTRUCTION OF NEw RalLways,

741. Provision of Funds for Capital expenditure.—~The main solrces
from which funds are provided for capital expenditure on Railways
ATe (—

{¢} Loans from current surplus general revenusa or cash balinces
accruing from previous surplusts ; «
{b} Amounts borrowed in the open market ; and



218

742-745] ACCOUNTING AND AUDIT OF RAILWAY RECEIPTS [CHAP, 32.

AND EXPENDITURE.
t

(¢} Debenture loans raised, with the approval of the Secretary of
State, by Companies managing State Railways.

742. Programme of Capital Expenditure.—The following procedure is
followed in determining the programme of capital expenditure on Rail-
Ways, The entire afpount required for Railway construction expendi-
ture in any year, whether on State or Company worked lines, is set out
in an annusl estimate the limits of which are determined on the one
hand by the funds which can be made available from the sources men-
tioned in the preceding paragraph, gnd on the other by the capacity
of the Railways to spend the money profitably and economioally within
the year. Some time before the preparation of the budget for the next
official year, & careful forecast 1z made of the probable requirements
under these three heads ; and the amounts which it is necessary to boi-
row in England and in India, respectively, are then settled in corres-
pondence between the Government of India and the Secretary of State.
The amount for which the programme is to be prepared being decided,
the apportionment of this amgunt between the scveral Raﬂways whether
State or Company worked, and irrespective of the sources from which
the funds sre fo be provided, is then settled by the -Railway Depart-
ment on estimates in which the Railway Administrations intimate their
requirements for the ensuing year. The programme of capital expen-
diture is sctuslly prepared on a three-year basis, but the provision
required for each year of the triennium is cons1dered geparately in fixing
the programme of the year,

743. All proposals for expenditure on the construction of new Rail-
ways are submitted for the sanction of competent authority supported
by estimates ; and ordinarily sanction is not accorded till such estimates
are received snd considered. .

784. Check against construction estimale.—The construction estimate
for a new Reilway, after it bas received the sanction of Government,
becomes the authority for the Chief Accounts Officer to pass expendi-
ture on the project up to the amounts sanctioned under the several
heads and sub-heads of the estimate, and it iz his duty to bring to the
notice of the Engineer-in-Chief, or other administrative officer in charge
of the work, the fact that the provision under any head or sub-head is
being or is likely to be exceeded immediately this becomes apparent.
For'this purpose he keeps & register in which is recorded from month
to month the expenditure actually incurred aguinet the sanctioned pro-
vision under each hegd and shb-head.

?45. The Eng'meer-m-ohjef has power, subject to certain limitations,
to transfer anticipated caviogs under certain heads to meet probabla
exsesses yrider others.. If any excesses occur which csnnot be regularised
by the Engineer-in-Chief, or if the Engineer-in-Chief is satisfied that
therw ia regsonable probability of sitch excesses occm'ringl & reference
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must m:uﬁedmtely be made to the Railway Board, accompanied it neces-
sary by a revised estimate, with a full explanation of the causes which
have led to the excess,

748, It is important that this should be dque as prompily as pos-
sible, as the excess may require the sanction o?nt-he Secretary of State,
and any delay in obtaining this might result in the stoppage of work
and consequent loss to Government, or in the Secretary of State’s sanc-
tion being anticipated, a course fo which he, as the supreme autho-
rity in whom is vested by statute the control over all expenditure, is
much opposed except in cases of real emergency.

747, Check ogainst Budget Provision.—In addition to the control
exercised over the total construction expenditure on a Railway by
means of the construction estimate, there is the further control to be
exercised over the expenditure in any year with reference to the budget
provision for the year, As in the case of central expenditure generally,
section 6TA of the Government of Indis Act, which provides for control
by the Indian Legislature over such expenditure, applies. Funds for
the year for capital expenditure on all Railways are allotted to the
Railway Board which distributes them among the several Railway
Administrations.

748. Distribution of funds between England and India.—The tutal
provision for construckion expenditure on & Rallway is divided into
two parts—

(o) allotment for expenditure in India ;
(1) allotment for expenditure in England,

748+ The latter is hypothecated to meet the expenditure to be in-
curred in Kngland by the Secretary of State, the High Commissioner
for Indis, or the Home Boards of Indian Railway Compenies, on the
purchase of stores, for which indents have previously been sent forward
or are likely to be sent forward during the year. 1t is recessary to
control sirictly transfers between the English and the Indian allot-
ments, because of the affect such transfers have on the cash balunces
available in England and in India. Consequently transfers between
these allotments cannot be made without higher sanction.

750. The English allotment placed at the disposal of each Rallway
is divided into two classes, (s} works, and (b) general purposes. The
former provides for expenditure debitable to works for whick estimtes
are required to be prepared ; the latter provides fcr all other expendi-
ture on stores required for the general purpesessof the Railw?‘y;: including
maintenance and repairs. Further details in regard to tHin are con-
tained in Chapter 31. v

751. Conirol over Capilal Expedditure—There are two niain ob;ecta
in the close watch over expenditure against psovision of fundé under
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the Capltal account, namely to ensure on the one hand that the total
provision for all Rnﬂwaya shall not be exceeded, and on the other to
minimige the lapses on the allotments of all the Rallwa.ys combined.

762, The Chief Accounts Officer accordingly sees that the amount
allotted to the Rgilway is not exceeded, and assists the Agent and the
Heads of Departments in the matter by issuing warnings to them es
soon 8 the records show that there is a possibility of an excess over
the ssnetioned allotment, or that portion of it entrusted for expendi-
ture to the Head of the Department concerned. He also brings to the
notice of the administration the likelihood of any portion of the allotted
amount not being spent during the year, in order that the amount no
longer required may be definitely surrendered to Government to be placed

at the disposal of some other Railway which is in urgent need of addi-
tional funds,

753. The means by which this object will be attained are a frequent
and critical examination of— -

{a) The compiled accounts of each month, and any, earlier approxi-
mate figures that may be available.

(b) The progress of expenditure in HEngland against indents sent
forward for compliance,

The responsibility for keeping the expenditure within the grant
rests with the authority administering the grant.

754, Check of expenditure in a construciion division.—The expendi-
ture brought to account by a Divisional Officor of a Railway under
construction is audited on lines which approximate very closely to those
which have been indicated in Chapter 30 above in respect of expendi-
ture brought to account in an ordinary Publie Works division.

B.—ExPENDITURE ON OrEN LINES,

766. Sanction, and provision of funds.—As in the case of lines under
construction, before any payment can be mafle, the work in respect
of which the claim is put forward must have been sanctioned by com-
petent authority, and funds must exist in the budget estimates of the
year to cover the charge,

766. Expenditure,on new works and improvements on open lines
chargeable to capital is incurred against the construction estimates of
worka the cost of which pmounts to Ras. 18 lakhs and over in each case
and againse ordinary detailed estimates for works costing less than
Rs. 18 lakhs each. A lump sum provision divided into allotment for
expenditure in India and allotment for expenditure in England is made
for each Railway Administration to meet the capital expenditure dwring
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the finandial year on all the works, and audit against provision of funds
is performed in accordance with theYprinciples described in Chapter
15.

757, As regards ordinary revenue expenditurs  from the total sum
voted by the Legislative Assembly for expenditare on all the Railways
during the financial year, a budget allotment is made by the Government
of India to each Railway Adwinistration to cover outlay of all descrip-
tion during the year against which the Agent i8 competent to authorise
sll outlay subject to the condition that specific sanction of competent
authority must be separately obtained to items of expenditure on es-
tablishment or on works where under rules such sanctions are necessary.
The fact of a charge which requires a special sanction having been in-
cluded and passed in a budget is no authority for its payment.

768. Payments, and Accounting.—The system of accounting for
expenditure on open lines of Railways arises from the fact that depart-
mental officers have no concern with actual payment, which is done
in the Accounts office after pre-check of the bills. Thus the duties
of departmental bificers on open lines are as a rule confined to seeing
that claims are correctly prepared both as to quantity and quality of
work done, that proper records are kept of the initial transactions,
and that bills are punctually submitted to the Accounts officer for check
and payment. .

?

759. The hills received from departmental officers, consisting of
bills for pay and allowances, muster rolls, and contract certificates
(or bills}, for payments to staff, labourers, contractors, etc., are subjected
to check in much the same manner as such bills in non-separated Audit
and Accounts Offices are audited when received.

760. In Railways in which the Divisional S8ystem has been introduced,
the checking of these bills is entrusted to, and payment of them is made
by, the Divisional Accounts officers.

781, There is a modified form of check of Railway establishment
bills, but the difference is,not sufficiently important to warrant detailed
explanation.

762. Before submission to the Accounts office, the bills, so far as they
relate to Revenue charges, are posted into departmental allocatior
registers ; and so far as they relate to Capital expenditure, into the de-
tained works registers maintained in district or ditisional engineening
offices. The object of these registers is to keep Heads of Departments
informed of the progress of expenditure aghinst the estimates and allot-
ments, and they are required to be sent to the Accountas offics once’a
month for reconciliation with the corresponding ollocation and works
registers maintained in that office, which are posted from tLe checked
billa,
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763. Workshop expenditure.—Workshop expenditure is recorded under
suspenso heads of the Capital account, whick is relieved only when actual
issues are made to Capital and Revenue works and services. The pri-
mary business of tbe workshops is to repair Locomotives, Carriages
and wagons ; some of the shops also manufacture spare parts, under-
frames, etc. The actual cost of manufacture, is ealculated and is trans-
ferred to the accounts of the consuming department concerned. Here
the essential functions of internal chpck-are to ensure the correct calou-
lation of the cost of each job and to watch the recovery of this cost
from the department or person for whom the work is done.

764. All work done in a workshop except ordinary maintenance
and repairs must be carried ouf against a duly sanctioned estimate such
as is required in the case of engineering Capital and Revenus works.
The estimates are, of course, treated purely as estimates, the actual
cost of the work being charged to the departments concerned. When
work is undertaken for private parties, the amount of ths estimate must
be deposited before the work is taken in hand. Estimates for petty
jobs are not necessary within certain limits fixed by the Agent.

765, Every requisition for work is accompanied by a Workshop
order, so that the first essential account form is a Work Order
Register, showing work undertaken, the time taken in the completion
of the job, and what the job has cost. The register is maintained by
the Accounts officer attached to the workshop.

768. Workshop expenditure falls under two heads—
(a) Labour ; and

{b) Btores drawn from stock to be used in the process of manu-
facture. ‘

767. For the accounting of payments to labour, a daily muster
roll, an allocated abstract of labour, and a register of unpaid wages
are kept. The muster rolle or labour pay-sheets are submitted to Ac-
counts for payment, and the amounts due are carried into the allocated
abstract of labour which shows the total dally expenditure against
each particular job, The stores consumed in the process of manu-
factlire are in ¢ similar manner carried into an allocated abstract of
stores used on each particular work.

768. The charged against each job are collected together in what are
known as Outturn Statements,

768. In addition to the direct charges for labour and stores, there
are certain items of expenditure of a general nature, known as “ general
charges ”’ such as wages of mechanics, apprentices, mistries, bhisties,
sweepers, gatekeepers, etc., which cannot be directly allocated to any



%23

Crap. 32.] ACCOUNTING AND AUDIT OF RAILWAY RECEIPTS [770-778
AND EXPENDITURE,

particular job. Expenditure of this nature is distributed properticnately
over the s#veral works entered in the Outturn Statement.

770. These statements are then “ accepted ” by the departments of
the Ruilways, or private parties, as the case may be, and the value of the
work done is credifed to “ Workshop Suspense ” on the authority of
such acceptances,

771. The Account Officer attached to the workshop submits to the
Chief Account Officer monthly an Account Current showing the state
of affairs of the workshop, that is, what the shop owes and what is owing
toit. In order to carry the entries from the aceount current to the gene-
ral books of the Railway, the transactions are passed through journak
entries which are known as Capital Journal Entries and Revenue Joufnal
Entries.

?72. The balance of this Account Current represents  the cash and
stores expended on jobs awaiting adjustment, This balance must be
analysed and full details posted in a register to facilitate a regular and
systematic clearpnee of the *“ Workshop Suopense ”’ Account. The proof
of the balance must be complete at the end of each year and & certifi-
cate to this effect’given in the Finance Accounts.

773. The check of recoveries is comparatively simple as the vaat
majority of these are from other departments and the recovery in such
& case i8 made by book adjustment in the Account Office. The rule of
prepayment for work done for private persons simplifies the check of
cash recoveries.

C.—Ranway Recrrrrs.

774. Sources of Revenue.—The revenue of Railways is earned almost
wholly {rom the transport of passengers and merchandise, and is realised
through the agency of booking and goods clerks employed at stations
where the initial transactions are brought to account, Other sources
of revenue are of minor importance,

775. Tn the preparation of Station Accounts, and Returts of Earn-
ingg, it may be mentioned that the Railway day commences and ends
at midnight, The calendar month begins at midnight on the first,
and ends gt midnight on the last day of the month, The main £tation
Acoounts Toturns are compiled for the complete month ; but to admit
of the work of internal check being kept up-to-date and distributed
over the month, certain subsidiary retu.rns snd documerts are com-
pleted up to and submitted for intermediate® periods »f the month, namely
(i) first to twelfth, (i) thirteenth to twenty-fourth, and (ii} twengy-
fifth to the end of the month,

776. The rates and fares in accordance with which tra,iﬁc 1 accepted
have to be kept within certain maxima and minima fixed by Govern-
ment.
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777. In return for payments received, Railways issue tickets or
vouchers, differing in form according to the description of traific carried,
which entitle the holders to the services of the Railway for the
conveyance of passengers or goods. These vouchers form the basis of
the Railway accounts of receipts.  Only one payment is made even
if the services of more than one Railway are utilised,

778. Accounding of Revenue.—The Account Officers have to see—

{i) that the person to whom the sgrvice is rendered pays the proper
amount ; "

(ii} that the Railway servants receiving payment correctly account
for the same ; and

(iii) that, if more than one Railway renders the service, the receipt
is properly distributed between them,

779, Check that correct amount s paid.—In the case of passenger
traffic, the first duty is facilitated by having the fare printed on the
ticket in most cases. In the Chief Accounts office a’certain percen-
tage of the amounts entered on the blank tickets and on the goods vou-
chers are checked. It is further necessary, however, to ensure that
10 passenger travels without a ticket, that he does not travel in a car-
risge of & class higher than that for which he has paid, and that no
goods arc allowed to be removed from the Railway until the cost of their
carrisge has been paid. These have to be checled by travelling ticket
inspectors and by officers inspecting stations. The former on some
lines are under Accounts, on others they are under the Traffic Depart-
ment of the Railway.

780. Check that payments are duly brought to Aeccount.—The second
duty above-mentioned is performed by an elaborate system of account-
ing. In the first place the tickets supplied to stations by the Chief
Accounts office are, as & precsution against fraud, machine-numbered
in progressive series. The station master or booking clerk is held per-
sonally responsible for the stock of tickets in his custody and all mis-
ging numbers which cannot be properly accounted for are placed to his
debit,

781. The most important original record at a station is the Trains
Cash Book from which all other returns are compiled. Payment is
made at the time of issue, either in cash or by credit note, for tickets
isgued by station masters. The amount so collected is entered in the
daily cash book of the station, the receipts being classified under the
vafious description$ of‘coaching traffic. When the cash book is closed,
the cash isgplaced in the safe.

782. Except in the case of stations which are required to remit their
cardings direot to the local Treasury, the entire collections of the day
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represented by coin, cheques, currency notes, etc., a.;e gent to the Cashier
of the Railway by the first train passing the station in which a travel-
ling cash safe may be conveyed after the day’s work is finished, and no
balance of cash may be retained by a station master without special
orders. The money is sent under cover of a rergittance note and the
Cashior’s acknowledgment is recorded with the station counterfoil of
the remittance note.

788. Parcels Traffic—In addition to the ‘ Trains Cash Book * &
** Parcels Inwaxds ”’ book is kept up to record all parcels received at a
station for delivery whether the parcels are ““ Paid” or “To Pay ”.
The receiving station is respousible for the recovery of all undercharges
on parcels before delivery and the entry of the recoveries in the Cash
and Parcels Inwards books. '

784. Coaching Returns.—The principal coaching returns submitted
to the Accounts office are—

(1) Classiﬁqation of Passengers.
(ii) Conching Balance sheet.

786. The monthly Classification of Puassengers shows the receipts
of the month on account of passenger fares collected. It iz checked
with the collected tickets sent to the Accounts office, the main object
being to see that the station has accounted properly for all tickets,
The check is made by comparing the opening numbers of the current
month’s return with the closing numbers of the previous month’s return.,
The highest number of each class of tickets issued is then obtained from
the collected tickets, and the difference between the opening numbers
and the highest numbers represents the number of tickets for which
the station has to account. As regards the entries of blank card and
paper ticketa, these are compared with the reports of the ticket exa-
mining staff at junctions and other stations and with the collected tickets.
The credit taken for non-issued tickets, and for half tickets remaining
unissued at the close of the month, is verified by comparison with the
tickets and half-ticketa sent in daily and monthly respectively by sta-
tions. Finally the rates are verified and the amount due is calculated
with referemce to the number of chargeable ticketa,

786, The Conching Balance Sheet enables a watch to be kept over
the prompt realisation of outstandings. The debits consist of traffic
earnings of the month, under charges, excess booking#, and miscellaneous
transactions as detailed in the various returns submitted by the atation,
and the credita of the cash sent to the Cashier, #nd any specigl creditg,
The baiance represents the amount of outstundings to be colleeted by
the station, such as freight and demurrage charges cwundelivered parcels,
ete. All errors discovered in checking, and the correct bahnce’, are

I
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intimated to the Station Master ; and the next balance sheet of the sta-
tion has to open with the “ checked * or correct balance. *

787. Goods Traffic.—Although the forms used and returns prepared in
accounting for goods receipts may differ from those used for coaching,
the principles remain thesame. The money collected for freight is entered
in the Goods Cish Book. Goods are despatched under * Invoices ”,
and the station is required to keep up “ Goods Qutwards and Inwards ™
books in which full particulars of invoices are entered. From these
primary booke returns are prepared and submitted to Accounts together
with the monthly *“ Balance Sheet ., The principles to be observed in
checking Way-bills, Parcels, Returns and the Coaching Balance Sheet
apply equally to the checking of Invoices, Goods Returns and the Goods
Balance Sheet.

788, Local and Through Traffic.—The internal check of all earmings,
othes than those arising from foreign traffic of the State-managed Rail-
ways and of the Bombay, Barods and Central India Railway, is conducted
in the Chief Accounts Office’ of the Railway concerned. This traffic ia
termed “ Local”, Traffic interchanged amongst these Railways is
terined “ Clearing House traffic ”, and i8 checked in"the office of the
Director, Railway Clearing Accounts Office, Delhi. Traffic interchanged
between the above-mentioned Railways on the one side and all other
Indian Railways on the other side is called “ Foreign Non-Clearing House
traffic 7, and is also thecked in the Clearing Accounts Office.

789. In respect of the local traffic, each station appends to its balance
sheet, and submits periodically to its Accounts Office, the following
returns and documents in support of the entries in the Balance sheet :—

For goods traffic.—Abstracts and summaries of goods traffic for-
warded. Abstracts and summaries of goode traffic received
together with copies of the invoices received from the
forwarding stations,

For parcels traffic.—Abstracts and summaries similar to those render-
ed for goods traffic, and also the copies of the received parcels
way-bills.

For passenger traffic.—Classification and summaries of tickets issued,

For misosllaneous (raffic—Such returns and documents as are
appropriate.

The station also submits to the Clearing Accounts Office, Delhi, similar
statements in respect- of the Clearing House traffic and Foreign Non-
Clearing Bouse traific.

790, Railway Clearing Accounts Office—The function of the Rail-
way Clearing Accounes Office is to conduct the internal check of the returns
from Stations of State-worked Rallways in respect of through traffic,
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and the aﬁrt'onment of all traffic interchanged between such Railways,
It deals also with the apportionment of traftic interchanged with some
Company-worlked Railways,

791, Briefly the detailed procedure followed in that Office is ae
follows :—A separate card is prepared for each imvdice gnd is * punched *
to show, inter aliy, the totul weight, the rate-mileage due to each Railway,
and the total freight of the invoice. By sorting thess cards on a basis
which expresses the fractions of weight and rate-mileage due to each
Railway in convenient units, varying from 1 to 9 for the purpose of
multiplication, the Hollerith or Powers machines tabulate the freight
due to each Railway for the total traffic originating from each station,
or each group of stations treated ae one station. All cards of the same
single digit and relating to one station, or group of stations treated as
one, are passed through the machine at one operation, and the machine
records the total number which is to be multiplied by each single digit,
Thousands of cards of the same single digit are often handled in one
operation. . ’

792. The above procedure provides information which secures recon-
ciliation of the traffic apportioned in the Division Sheets prepared by
the Clearing Accounts Office with the entries in the accounts statement
rendered by stations. This enablea the Railway receiving Division
Sheets to satiafy itself, should it wish to do so, that the entire traffic for
the period to which the Division Sheets relate has béen included in them,

783, The Clearing Accounte Office exchangea Division Sheets on behalf
of the Ruilways party to it with the Account Offices of those Railwaya
which have not joined the system of joint clearing accounts.

794. The Clearing Accounts Office also snbmits monthly to the
Account *Officers of those Railways which are party o it statements
showing the amounts creditable as revenue, for inclusion in their respec-
tive Traffic Books. .

795. Traffic Book.—The Traffic Book is maintained separately for
coaching and goods, and brings together, through the summary at the
close of the month, the whole of the traffic earnings of & Railwsy, both
Local and Forcign, under the several prescribed heads of accounta,
namely Coaching, Goods, Steamboat, Telegraph and Suudries. Tt
ghows alse the opening and closing balances of the Home line stations
and of the Chief Accounts Office with the various debits and credits of
each, and it records the progress of adjustmertt of Threugh traffic transac-
tions with the lines with which it clears trafiic. It further snows the
unadjusted balances on these accounts, which should be susceptible of
verification with the balances in Registera of unaccounted Inwbices ansd
Way-Bills. From the Traffic Book the figures of receipta under the
prescribed heads of account are carried into the Joufnal, and finaliv itto
the General Books of the Railwaj,

| -1
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796. The Traffic Book consists of four distinct parts namaly, A—the
Cash or Balance Sheet part; B—Adjustment or Division’Sheet part; C—
the Ledger account of all the Home line; and D—an abstract of earnings
and statement of balances. The ltems comprised in the first part, re-
presenting amoynts “for the realisation of which the Home line is re-
sponsible, are— -

(6) The entire Local Coaching and Goods Traffic.,

() Outwarde “ Paid " and Iawurds “ To Pay " Foreign Traflic as
under— '

(i) Passengers.
(ii) Luggage, Horses, Carriages and Dogs.
{ii) Parcels, OQutwards *“ Paid.”
{iv) Parcels, Inwards ““ To Pay.”
{v) Goods, Outwards ““ Paid.”
{v1) Goods, Inwards “ To Pay.”
{¢) Telegraph traflic,
{d) Sundries,

79%7. The postings in Part A are made from Station Balance Sheets,
The Local and Foreign traffic entries are made against the station con-
cerned in the columhs for the varioua classes of traffic {(Coaching, Goods,
ete.).

798, Part B deals with the apportionment of all Foreign traffic and is
posted from the Inwards Division Sheete and the Summary of the Out-
wurds Division Sheets, The realisation on account of through traffic,
comprising the proportions due to Home and Foreign Railways, are credit-
ed to the Suspense head ** Foreign traffic for apportionment ** in Part A
and are distributed between the Home and Foreign Railways in Part B,
Tt should of courss be seen that the credits and debits balance each other
and that the Suspense head is cleared.

788, Purt C,—The opening balances in this Part are brought forward
from the previous month’s Part C and the debits and credits to Foreign
Railways and Private Companies are brought forward frém Part B,
The payments to and receipts from Foreign Railways and Companies,
either in cash or by transfer, are posted from the Register of Accounts
Current, and the bzlances worked out. The opening and closing balances,
and debits and credits to Traflic Account, Account Office balsnce sheet,
classified according to Headn of Accounts, are brought forward from the
Account Office Balapce Bheet. With the transfer to Part C of the totals
of Part B, the postings in the latter are completed and the grand totals
under Cqaching, Goods, Telegraph, Sundries, Foreign Railways, Private
Companies and Trg.nafer transactions, etc., are faken t2 Part D from
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which the monthly Journal entry is prepared for incorporation in the
Genera] Books. '

800. Part D.—The first portion of this Part is described in the previ-
ous paragraph. The other portions show the comparison between the
balances under *“ Traffic Account, Foreign Railwa$s and Deposits Private
Companies ” a8 brought out in the Traffic Book and $he General Books.
Differences should exist under Traffic Account only as the result of cash
in transit, that is to say, station cash for which credit has been allowed
to stations in one month but which has been received and included in the
General Books in the next menth. The balances in favour of or against
each Foreign Railway are also detailed and compared with the gorre-
sponding balances in the T. A.-6 and T. A.-6A Registers.

801. Travelling Inspectors of Accounts.—The check exercised by the
Chief Accounts Qffice is limited to an examination and comparison of the
returns, etc., sent in by stations. In order to exercise a check at stations
over the initial accounts which do not come under the scrutiny of the
Accounts Office a special staff of Inspéctors is maintained. These
Inspectors are copstantly moving along the line and ure required to devote
their attention to seeing that the books and records are kept in a proper
manner, that the cash arrangements are in order, and that irregularities
taken up receive prompt attention.

- R — ¥ ]

1I1.—STRUGTURE OF RAILWAY ACCOUNTS,

802, Main Headings of Ruihway Accounts,—The Accounts of Rail
WAYS comprise :— !
(1) Account of net gain or luss on the working of State Railways
+ as g whole;
{it) Account (a) of Railway contribution to (eneral Revenues, and
{b) of amounts accruing to Railway Reserve Fund ;
(i) Capital Account ;
(iv) Revenue Account ;
(v) Account of Intgrest charges ;
(vi) Depreciation Fund Account ;
(vii) Railway Reserve Fund Account ;
(vili) Account of Miscellaneous Railway Receipts ; and
{ix) Account of Miscellaneous Railway expendtture,
These are explained in the following paragraphs. ¢
803. Account of net gain or loss on the working of State Ratiways,—
This is the main account, and all other accounts work up %o it. It
brings together the capital at charge of each RailWay which is financed
by Governmgnt and the net revemub receipts of the year, and’ from these
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deduces the percentdge return on the capital at charge. The final net
gain or Joss to Government on the financial resnlta of the year’s working
is then worked out for each Railway ; and lastly the final net gain for
all Railways, and the contribution to General Revenues, , ~p#&™

804. Acoount of Contribution to General Reovenues, and of amounts
acorusng lo Raihohy Reserve Eund.~This account sets out in detail the
method of calculation adopted for arriving at the amount contributed to
General Revenues, and to the Railway Reasrve Fund, under the conven-
tion for the separation of Railway finunces from General finances.

805, The main points in the constitution of this contribution and of the
Resérve Fund are :—

(a) The General Revenues receive a definite annual contribution
from Railways, which is the first charge on the net receipte of
Railways.

(6} The contribution contprises a percentage on the capital at charge
of Commercial Lines (excluding capital contributed by
Companies and Indian States) at the end of the financial year
next but one preceding, plus one-fifth of any surplus profite
remsioing after payment of this fixed return, subject to
certain conditions in the event of Railway Revenues being
insufficient to provide the percentage in any given year on
the capital at charge. The interest on the capital at charge
of, and the loss in working, Strategic Lines, are borne by
General Revenues and are consequently deducted from the
contribution so calculated in order to arrive at the amount
payable from Railway to General Revenues each ysar,

(¢) Any surplus remaining after this payment to General Revenues
is transferred to a Railway Reserve, subject to certain Jimita«
tions if the amount available for trausfer to the Railway
Reserve exceeds in any one year three crores of rupees.

808. Capital Account.—~This account sete out in deteil the capital
expended on the construction of Railwaye from funds provided in the
Railway Programme, whether on the direct responsibility of Government
or againab capital contributed by Companies and Indian States, and to
this is added the expendityre separately met from (lemeral Revenues,
working to the totdl construction expenditure on Railways. Finally it
deduces the capital at charge of each Railway, on which the percentage
of the return of net Rovemfo Receipts is calculated. The Account of
cdpital st charge is brought up to date every year by the inclusion of

actual expenditure incurred against the year’s programme of capital ex-
pedditure,
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807. Revenue Account.—This account shows in detail the grpss
RevenuelReceipts, Working Expenses and Net Revenue Receipts. The
main sources of revenuelhave already been indicated in this Chapter.
The working expenses comprise all expenses not chargeable to Capital
Account ; and include the total figure of interest on Capital outlay as
worked jout in the Interest Account. The contribution from Railway
Revenue to the Depreciation Fund, andthe expenditure incurred from
that Fund on renewals and replacements, are exhibited separately under
Working Expenses. The latter, ag an appropriation from the Deprecia-
tion Fund, is deducted to bring out the final charges to working expenses
on account of depreciation during the year,

808. The difference between Gross Revenue and Working Expenses
represents jthe net revenue.

809. Account of Interest Uharges.—This Account bears the liability
for interest, etc., on the entire capital at charge of Railways. It shows :—

(i) The interest on debt, that is, on specific loans raised by the
Government of India or the Sécretary of State, and on the
outlay that has been met from non-specific debt or from
Revenus or from other sources ; and

(i) The interest on Share Capital! and Debentures contributed by
the Working Companies. .

The total amount undgr this account is finally cliarged to the Railway
Revenue Account as explained in paragraph 807.

810. Depreciation Fund Account.—On the separation of Railway
from General Finances, a Depreciation Fund was started with effecs
from 1st April 1924, to provide for the cost of renewing certain umts of
wasting'assets, The Depreciation Fund Account sete forth the amount
received into and withdrawn from the Depreciation Fund during the
year, and alse brings out the balance in this Fund at the close of the year,
{ See also paragraph 807.) .

811. Reserve Fund Aocount,—This Account sets forth the amounts
received into, and withdrawn from, the Reserve Fund during the year,
and also brings out the balance in this Fund at the closs of the year,
The receipts are obtained in the manner explained in paragraph 305
above. Amounts may be withdrawn from this Fund in the eveul of
current net revenues being insufficient for the payment of the anuual
contribution to General Revenues ; to provide, iIf necessary, for arrears
of depreciation and for writing down and writing off of capital ; and to
strengthen the financial position of Railways in-order that the service
rendered to the public may be improved and rates and fareagnay be re-
duced, ' ’

812. The Railway Reserve may also be used for $emporary borrowjngs
for the purpope of meeting expenditare for which there is no yrovision or
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insufficient provisiod in the Revenue Budget estimates, subject to the
obligation to muke repayment of such borrowings out of the revenue
budgets of subsequent years.

813. Account of Miscellaneous Reoeipis.—This account sets forth the
intereet aceruing on the balances of the Railway depreciation and Revenue
Funds and other, Miscellaneous receipts which cannot be allocated to
specificd Railways,

814. Accourt of Miscellaneous Expenditure~This account sets forth
the expenditure incurred by Government on certain items which cannot
be allocated to spocific Railways, such as outlay on surveye which will be
transferred to the capital account on the line being constructed ; and
the ‘net cost of the control exercised by Government over Companies
through the Railway Board, the Director of Railway Accounts, etc.,
a8 reduced by recoveries made from the Companies in respect of the
same.

IV.—-RELATION BETWEEN GOVERNMENT AND COMPANIES
WORKING STATE RAILWAYS.

818, Original Contracts.—We have so far considered the Accounting,
internal test check, and audit of the transactions of State-managed Rail-
ways. It now remains to consider those State-owned Railways which
are worked by Companies, and their rolation with Government.

818. The first Railways built in India were constructed and worked
by Companies under a firm guarantee irom theSecretary of State of b
per cent. on the Capital and a fixed rate of exchange. In return he was
1o take & half share in the surplus profita.

817. The guaranteed interest and rate of exchange resulted in con-
siderable losses to Government. Advantage was accordingly taken of the
provisions of the contracts under which these lines could be purchased,
either by cash payment or by means of annuities terminable after a
number of years, and all such Railways are now the property of the State.
Some of the purchased lines are being worked by direct State agency ;
while the management of the others has been entrusted to working Com-
paniea constituted under contracts the conditions of which are much
more favourable to Government than those mide with the earlier Com-
panies. The position of Government with respect to these Companies ia
that Government are the owners and lessors of the lines, and the Com-
panes are the working agents or lessees.

818, Existing condracts.—The broad features of the contracts conclud-
ed with such Companies are :— .

(i) That the Company shall bave a small amount of share capital

‘in the congern, on which interest at rates varying from 2 to

3} per cept. is guaranteed by the Secretary of State out of
the revenues of India,
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—

(ii) ;That the Company shall receive & share of the surplus piofits
earned by the Ruilway after mesting all payments for interest
on the Capital at charge, such share being based either on
some fixed proportion, or on the amount of Capital contributed
by Government and the Company, respectively.

(iii) That oll sterling transactions shall be talken to account in
rupees at & definite rate of exchange.

(iv) That the Company shall keep the undertaking, its rolling stock.
ete., in thorough repair. and in good working condition, to
the satisfaction of the Secretary of State.

(v) That on the determination of the contract Government will
repay to the working Company the amount of its share capital
at par.

819. Points on which Government have to prolect thetr interests.—
These conditions govern the nature of the comtrol to be exercised
by Governmerd over the operations of such Companies. The Government,
in addition to their interest in the correct division of profits, are concerned
to see that the property, of which they are the owners. 18 kept in good
condition and repair, and that all fresh capital put into the line is profit-
ably and economically spent. The Companies, on the other hand, are
concerned merely in making the most of the Railway as a dividend earning
investment during the limited period of their tehure.

-

820. A close check and supervision is accordingly required on bekalf
of Government in the following directions :—

(6) To ensure the proper upkeep and maintenance of the Ruilway,
+ 80 that, on determination of the contract, it may be handed
back in a8 good condition as when it was made over to the
Company.
(b)) To examine all proposals for fresh expenditure of capital, and to
check any tendency to extravagance in that direction.

(¢) To watch the proper application of funds to Capitai purposes
for improvements, and to Revenue purposes for upkeep and
maintenance.

(d) To verify the correctness of accounts and of the division of
profits.

821. The first of these checks is exercisea vnrougn the Government
Inspector, whose duty it is to carry ouf a periodidal inspection of the
permanent way, works, rolling stock, etc., and to certify at.tha close of
each half year that the undertaking has been kept in thorough repair,
and in good working condition. Such an inspectlon is primarily requis-
ed in the interosts of the public sdfety under the Railways Act, but the
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certificate then giveh also serves the purpose of the clauses in the con-
tracts relative to the maintenance and upkeep of the undertaking.

822. The second check is jexercised through the examination of esti-
mates, to ensure that sanctions have been accorded by the competent

authority.

828. Dwties of fiovernment Examiners.—The third and fourth checks
are exercised primarily by the Government Examiners of Railway
Accounte. {See paragraph 732.) The sphere of Government Examiners’
duties was strictly limited froma the yesr 1915, when a considerable re-
duction in the scope of Government Examiners’ functions was effested
by requiring them to restrict their activities as much as possible to those
points at which the interests of the Government diverged from, or were
antagonistic o, those of Companies.

824, Little or no irregularity of a serious character was thus brought
to light in the case of the Conipany-managed Lines, Indeed, thiz was
only to be expected in view of the fact that Company Auditors are not:
allowed to exercise higher audit functions, or (as it has buen expressed)
“‘ to criticize the administration to which they are subg¢rdinate”, This
became noticeable in recent years, and it was felt that the time had come
for an enlargement of the scope of statutery audit in those offices.

825. An extended audit was then applied to certain Company-manag-
ed Lines a8 an experime¢ntal measure, and the results fully estahlished the
necessity of extensive audit on behalf of the Secrétary .of State, and the
incorrectness of the assumption that, where the interests of the Companies
snd those of Government coincided, the internal check might be left
almost entirely to the Compsanies’ Auditors,

8268, The principal feature of the extended audit by the Govemment
Exzaminers bas been the provision of a minimum amount of continuous
test check at headquarters and at all workshops and stores depéts, and
more close attention to the inspection on the spot of initial records and
documents in the offices in which the expenditure originated ; or in other
words a considerable extension of local audit, accompanied by a reduction
of central audit. The system has since been expended to all the Com-
pany-mansged Lines,

827. The Government Examiners are still especially required to watch
the interests of ‘Government where such interests are divergent from
those of the Companies. This applies in particular to the correct allo-
cataon of expenditure Between bapital and Revenue, on which too much
stress cannot be laid,singe improper loading of the capital account means
that the Com'pa.ny gets an advaittage on the Revenue side at the expense
of as permgnent burden cast upon Government, Again, it sometimes
happens that there may, be a conflict of opinien between the Government
Exanfiner and the Company’s officers.as to. the interpretation of some
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clanse in the contract which is obscurely worded. In all these matters
he is the immediate representative of Government, who have to rely
largely upon him for the due safeguarding of their interests. Thus his
task is a very responsible one.

V.—RELATION BETWEEN GOVERNMENT AND PRIVATE
COMPANIES.

828. Branch Line Companies.—A eimilar but less stringent audit
control is exercised by Government over the transactions of Branch Line
Companies, which are privately owned. These transactions do not pass
through the Government accounts at all ; but Government is indirectly
interested to the extent of the guarantee of interest on rebate, a sharein
the surplus profits, and a right to purchase the line on expiry of the period
for which the contract is to run. The sudit on behalf of Government
is therefore confined to a periodical test of the Company’s accounts, and
s scrutiny of all estimates for Capital expenditure.
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CHAPTER 33

Posts fmd'Tt-legraphs Accounts and Audit.

820. Audit of Ezpenditure.—Much of the expenditure in the Indian
Posts and Telegraphs department is on account of pay and allowances,
contingencies and works ; and the audit’ procedure deseribed in the
relevant chapters above applies to such expenditure in this department
also. [This Chapter deals with those branches of the work of the depart-
ment which are distinctive.

830. Audit of Receipts.—The major portion of the receipts of the
department is derived from postage and message revenue which accrues
chiefly from the sale proceeds of stomps. Stamps are sold at Civil
Treasuries, either direct to the ,pullic or to vendors, and the necessary
oredits are afforded to the department through the Civil Accounts.
Lump sums representing the local Governments’ shares ¢f the value of
unified stamps used for revenue purposes are transferred annually to the
credit of the Provinces under the head *“ VII-—Stamps”. The duty of the
departmental officers is confined, therefore, to sceing that stampa of the
proper value are sffixed to letters, parcels, and telegrams, and that all
stamps are properly defaced with date stampas so that they may not be
available for use again. In the case of the Telegraph Branch, however,
the Check Office at Calcutta undertakes a test audit of the messages
transmitted throughout India and Burma to see that stamps of the proper
value have heen affixed and properly defaced.

831. Postage on postal articles and State telegrams is, subject to
certain conditions, also paid by means of impreasions of franking machines,
An account is maintained with each licensec of a franking machine show-
ing the amounts of postage paid by him from time to fime, in respect of
postal articles or charges on state telegrams or both. The executive is
reaponsible for seeing that the postal articles and state telegrams have
been franked by the licensee and that systematic under-payment is not
going an. .

832. In some large Telegraph Offices where National Cash Register
Machines have been igstalled for rapid booking of telegrams the cost of
telegrams is collected in cash,

¥ L]

833. In cortain cuges,mtelegrams are accepted without prepayment,
Private teleframs may be booked without prepayment if the sender has
deposited with the Telggraph Office an amounat varying with the number
of hth messpges and the intervals af, which the accounts are settled.
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A similar provision exists for Press telegrams. the case of private
telegrans, bills are prepared by the Telegraph Office, copies of which
are checked by the Telegraph Check Office. In the case of Press messages,
the bills are prepared by the Telegraph Check Office iteelf. Officers of
QGovernment may under ordera of the Director Genersl, Posts and Tele-
graphs, send State telegrams on credit. Billg, for such telegrams are
prepared by the Telegraph Office and copies of therp are checked by the
Telegraph Check Office. 1In all these cases, an additional feé is levied for
the upkeep of the account, and bills are paid in cash.

834. There are several other heads under which revenue is received
in cash. Thess are commission on money-orders, receipte from other
Posts and Telegraphs Administrations in settlement of message accounts,
rents for wires and instrumenta leased to Railways and Canals, rénts and
royalties for telephones, trunk call fees, recoveries from guarantors,
gent of residential buildings, ete.

835. Apart from Money Order, Cash Certificate and Savings Bank
‘transactions, the special duties summagised in the following paragraphe

areundertaken by Audit in connection with Posts and Telegrapha
Accounts.

(A) TELEGRAPH BRANCH.

836. (3) Dues Bn the * Settlement Account’ with other Telegraph

Administrations which exchange messages with India are calculated
in the Telegraph Check Office,

(b) The Telegrapk Branch constructs and maintains all the tele-
graph and telephone lines and wires which run alongside the Railway
lines and Canals. The wires necessary for the Railways for their own
administrative telegraph system are leased to them, and rents are
recovered from them at a fixed annual rate per mile of wire. Instru.
ments for the use of Railway and Canal offices are also supplied by
the Telegraph Branch on payment of rents. The executive officers
supply details of thg wire mileage, and also of different kinds of instru-
menys supplied, to the Audit office, which calculates the rent and ur-
ranges for the recovery of the Revenue either in cash or cheyues, or
by book transfer with the Railway and Civil Audit officers concerned.

{c) Telegraph offices are also opengd at the instance of a local Govery-
ment or Administration, Indian State, or Private person or body of
private persons, on an snnual guarantee,to sprotect the Department
against loss in working and maifttainiag them. Bills sre prepared
annually by the Audit office on data furnished by tHe,execusive, and
are adjusted by book transfer or recovery in cash as the case may be
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(d) Payment for telegrams is made nearly always by stamps, except
in places where National Cash Register Machines are installed ; and the
same kinds of stamps are affixed both to telegrams and to letters,
The stamps are issued from treasuries as postal s{amps; and, apart
from the portion creditable to local -Governments (as explained in
paragraph 830), it is igpgssible to maintain an accurate account of the
use of such stamps as between postal and telegraph work., Thus Revenue
obtained from the sale of such stamps is credited, in the first place, to
the Postal Branch ; and, in. order to work ouf the amount of Stamp
Revenue which ought to be transferred from the accounts of the
Postal to those of the Telegraph Branch in respect of such stamps, the
Check Office cstimates the message revenue for the year from an actual
count of the value of the messages despatched for two selected weeks
for each half-year as indicated by the stamps affixed to them.

(¢) Telephone systems are expanding rapidly ; and, in order to work
out the financial result of each telephone system, a detailed Profit and
Loss Account js maintained in the Audit Office. The Branch Audit
Offices conduct the audit of telephone 1levenue appearing in the
accounts of Divisional Kngineers and of Telephone Revenue Account
Officers, and in addition undertake local inspections of Revenue Ac-
counting offices. But the most important audit of the telephone
revenue accounts of Call offices, Divigsional offices, Exchanges, and
Revenue Accountingjoffices, is that conducted locally by Inspectors of
Telephone Accounts worlting under the orders of the Deputy Account-
ants General,

(f) Bome private companies have been permitted by the Government
of Indis to establish end maintain telephone communications in certain
big cities in India end Burma. These companies pay to the Govern-
ment royalty at a fixed rate on the revenue, and a test check is con-
ducted at the Companies’ offices by the Branch Audit Office, to sce
that the royalty has been correctly calculated.

(¢) The Stores Branch of the Audit office at Calcutta deals with the
account and sudit of the receipts and expenditure of the Indo-European
Telegraph Department which is under the administrative control of
the Director-in-Chief, India Office, London, acting under orders of the
Secretary of State for India in Council,

(%) It also deals with the account and audit of stores and workshops,

{B) PosTaL BraNcH.

837, Receipts on account of premia for Postal Life Insurance Policies
are checked in a epecial branch of the office of the Deputy Accountant
General, Posts and Telegraphs, Calentta. Audit is responsible for
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seeing that policies are issued strictly according te rdles, that rates for
premias are fixed in accordance with Government orders and are regu-
larly recovered, that the rules governing lapses are followed, and
that final claims are fully audited before payment.

838. Money Order Transactions.—In the Cgsh Accounts received from
Head Post Offices, Money Order transactions are enered in lump under
special debt heads, the figures relating to payments being classified
according to the month of issue. A detailed account of them is prepared
in the Audit Office under a spegial procedure. Audit consists in seeing
that for every money order paid there is a corresponding cregit at some
office of issne, and that there are no excess or double payments. Every
head office sends periodically an Issue List in which the money+orders
which it issues and the commission thereon are entered in detail. The
commisgion entries in the issue lists for a few days in a month are fully
checked in audit. The total of the amounts of money orders as shown
in the Issue Lista is checked by casting an independent total on a Compto-
meter Machine. Paid Lists are also sumitted periodically in which all
payments made are entered and supported by payees’ receipts. The
amount of each order paid is not compared with the entry in the Paid
List, but the amounts shown as paid in the money orders are totalled on a
Comptometer Machine ; and, if the total reached on the machine agrees
with that in the Paid Liats, the entries in the Paid Lists are taken as
correct.

839, The enormous number of Money Order transactions renders it
necessary to divide the vouchers into snitable compartments, for facility
of audit, and to enable the balances outstanding to be verified with some
degree of certainty. This is secured by regarding each month’s isshies
as a deparate unit. The payments, too, made in any month are separated
according to the month of issue, and so separate Paid Lists are received
according to months of issne for the payments of the month. There are
thus twelve separate receipt and payment heads in the ledgers, and the
credits on account of money orders issued in one month in a given circle
{form a distinet compartment in the accounts, and the payments or debits
are classified against . The balances of each month’s iesues are thus
workedout. The work may be said to have been satisfactorily performed
when the particular money orders composing this balance can be identified.

840. The vouchers received with each Paid List are sorted and
arranged according to the office of issie and ssrial number, snd then
debit checking is undertaken. This consists in marking off in the Issue
List every money order for which a zeceipt®of payment is available.
After the payments for two months have been thus debit-checked against
the Issue List of any month, the outstanding unpaid items afe extracted,
The totals of these items, if the work were done accuratelv, shoulgd agree
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with the balance‘on the books for that month. In practice, however,
there are always differences which are usually due to misclassifichtion of
money ordera against monthe or circlea of iasue, or to errors in totalling,
Steps are taken to secure a further agreement, and any differences that.
continne after a year are written off with the sanction of the Government
of India. A large staff %am formerly employed for the reconciliation of the
differences in the Balances ; but, as the cost of the establishment was
considerable, and as the reconciliation was never complete, this pro-
cedure has been stopped. The unexplained differences are small when

compared with the volume of money order transactions, and are now
written off.

84]. A money order remains current for the month in which it is
issued and for the following month ; thereafter it becomes what is
technically called “ void”, It can be re-issued for payment to the party
concerned under the authority of the Audit office. The value lapses to
Government if it remains unclaimed for 3 official years.

842. Money orders are alse exchanged with foreign qountries and
many Indian States through certain specified Head Post Offices known
as offices of Exchange, and the accounts of such foreign money
orders are adjusted by the scversl Postal Audit offices.

843. Savings Bank Transactions.—The Savings Bank transactions,
like those in respect of Money Orders, are entered in the Cash Account
under a debt head ; and, the work of accounting is, carried out in ac-
cordance with a special procedure. The transactions are very numerous,
In the year 1927-28, there were more than two and a half million de-
positors with an aggregate balance of over tbirty-two and a half crores
of rupecs.

844, The principel account of Savings Bank trarnsactions received
from a Post Office is the * journal ”” in which every case of deposit or
withdrawal is shown in chronological order. All the withdrawal entries
in the journal are supported by warrants of payment, and the majority
of deposit entriea are supported by vouchers in the form of duplicates
of deposit acknowledgments, Index Cards, efc.

845, The Audit Office maintains a separate ledger account of each
Savings Bank account opened in apy Post Office. These accounts are
maintained according to the Card Ledger System under which & separate
card has to be kept for each account, and every monetary transaction,
whether of deposit or withdrawal, or credit of interest, is recorded ib the
proper ledger card a8 sopn as inttination is received of its occurrence. The
entries in the card are made by Remington Book-keeping machines
which are fitted with Hevices for totalling the amount of all transactions
posted in therledger cards. As the number of Savings Bank accounts.
is very largd, the ledger cards are divided into series, each series consisting
of abut 400 accounts'
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84@. After the transactions affecting the accounts in any series of
ledger cards have been posted, the total amounts for deposits and with-
drawals are transferred to a master card, of which one is maintained for
each series. When all the transactions of a Ilead Post Cifice, including
its subordinate offices, are posted completely ip dhe ledger cards and
abstracted in the master cards, the totals of the amounta appearing in the
latter give the grand total of all Savings Bank transactions of that office
and are agreed with the corresponding amounts appearing in the Savings
Bank journal,

847. Agreement with the Detail Book.—A preliminary comparison is
made hetween the amount appeating in the journal and in the Cash
Account, and a final reconciliation between the total amounts of the
ledger cards and the amounts appearing in the detail Book ie made
through s system of Control Accounts, of which one is maintained for each
Head Post Office.

848, Audit.—The journals of Savings' Bank transactions received
from the Post Offices are checked to see that the transactions are covered
by rules and orders issued by competent suthority, that vouchers or
other documents have been submitted for every entry appearing in the
journals, and that the vouchers have been prepared according to rule
and constitute genuine evidence of the transactions having occurred as
detailed in the accounts. .

848, Annual Closing.—A statement of interest and closing balances
on the 3lst March is prepared annually from the ledger caids. To
facilitate agreement a separate statement is prepared and totalled for
each serjes of ledger cards. The correctness of the total closing balance
of each series is verified by working it out independently from the figures
for the opening balance of the year and the transactions of the series
as recorded in the monthly master cards. This work of annual agree-
ment is of great importance as it secures the correctness of the accounts
of individual depositors.

850. Trienniol Examimation of Ledger Cards.—At the end of every
three years the ledger cards are examined, and the accounts i respect
of which there have been no transactions from the beginning of.the
immediately preceding financial year are transferred to a register known
as the Dormant ledger. Of these accounts, those which show no transac-
tions for the past three years are classed as Dead dnd notified as such
to the Postmasters. No deposit or withdrawal,is Jermissible in the

se of & Dead account unless its reopenmg is formslly sangtioned by
ﬁe Postmaster. A dormant account, if a fransaction relating to’it
s.ppears in the journal within three years, is retransferred to a ledges
card.
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851, Government Securities.—To facilitate the investment of Bavings
Bank deposits in Government Securities, the Indian Post Office, acting
as agent to the Government of India, undertakes the purchase, sale and
safe custody of securities on behalf of Savings Bank Depositors. The
Accountant Generak [osts and Telegraphs, exercises on behalf"of the
Auditor General in India the same authority in respect of the audit
of Government Security transactions as in the case of Savings Bank
transactions. The audit and accounts work in connection with Govern-
ment Securitiea is conducted in the office of the Deputy Accountant
General, Posts and Telegrapha, Calcutta.

852, Cash Certificate transactions.—The transactions relating to
Cash Certificates are entered in the Cash Account under a separate head
and accounted for by a special procedure. The Audit Office maintaina
a Stock and Issue Register of cash certificates by denominations in re-
epect of each Head Office. On receipt of the duplicate copy of the invoice
for supply of cash certificates to the Post Office, the serial number of
each cash certificate is enfered separately in the register. From the
weekly lists, received from the Post Office, of cash cerfificates jssued and
discharged, the week of issue or discharge as the case may be is posted
against the particular number appearing in the register. The issues
and discharges as posted in the register are then compiled in monthly
proof sheets and the figures agreed with those shown in the Head Office
balance sheet in wHich the monthly transactions of Head Offices are
entered in lump.

853. Andit_consists in seeing that details of the lists of cash certifi-
cates issued and discharged, received weekly from each head office,
work up to the totals entered in the monthly cash accounts, that all
discharges are supported by vouchers, that the amount payable on
discharge has been correctly calculated with reference to the date of
issue, and that the issue registers show, that the cash certificates were
not previously discharged.

I854. The balances of cash certificates issued but remaining undie-
charged on the 31st March of each year, as shown in the balance sheet
for each head office, are verified with the actual outstandings in{the issue
and safe custqdy,registers, and all differences reconciled. -

856. Accounts—General.—The finances of the Indian Posts and Tele-
graphs Departmenteform pa¥t of the general finances of the Government
of India. It is hpweyer a Commercial department in the sense that it
is expected to meet its Jiabilities from its own revenues. The net profi
os loss gf*the year, after meoting all liabilities, merges in the generaT
balance of the Centrgl Government. The department is allowed a rebate
of ‘interesﬁ charges in respect of any surplus that it may earn, after
meetixg ol charges. On the other hand it has to pay interest to general
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revenues on the amount of any deficit on the workidg of any year until
such timesas a surplus becomes available to cancel this liability.

856, Reorgamsation of the Accounts on Commercial lines. —With effect
from the 1at April 1925 the accounts of the Indian Posts and Telegraphs
Depastment have been reorganised on 4 commeroial basis and the im-
portant changes made aa a result are :—

(i) The institution of a capital account to exhibit the value of
the assets.

L]

(ii) The institution of a Depreciation Fund on a Sinking Fund plan
built up from contributions charged to the Revenuea of the.
Department,

(iii) The institution of Suspense Accounts linked up with the main
Government Account, in which are recorded the transactions
relating to the purchase and consumption of stores, and the
transactions relating to manufgctures, etc., undertaken in_
Depuartmental Workshops,

(iv) The opefiing, in the Government Ledger, of a head {o exhibit-
the true or commercial profit or loss on the working of the
Department. As s corollary to this decision it has been
ruled that the Department should bear all charges incurred
on its account in other Departments and should be entitled
to receive credits for all services renderedjby it to other
departments.

857. Capital Account.—The capital outlay of the department, in-
cluding that on renewals and repiacements, is recorded under the msjor
head * 8-—Posts andTelegraphs—Capital Outlay not charged io revenue™
outgide the Revenue Accounts. Such portion of the outlay on renewals
and replacements as may be chargeable to the Depreciation Fund is
subsequently transferred to the Revenue Account to which is credited
sn equal amount transferred from the Depreciation Fund. The re-
constituted Capital Account started with the depreciated values of the
assets existing on lst April 1926 and includes the total subsequent
capital ouilay on the acquisition or construction of new assets, and the
total of interest-bearing advances obtained from General Revenues for
the rebabilitation of assets existing on Ist April 1925. The porticn
of capital expenditure which the Government of India decide n each
year to meet from Revenue is deducted in lump and transferred to a
capital major head ** 18—Capital Qutlay obargea to Revenue ” in the
Revenue Section of the Accounts.

858. Interest is payable on the total at charge of the capital account
whether financed from Loan Fundg or from Revenue.
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859. Accurafe namerical records of all capital assets are maintained
by the executive, and the Audit Office also maintains a series of financial
registors connected with the Capital Account.

880. Depreciation Fund Account.—The Depreciation Fund Account
for the renewals and replacements of wasting assets is included in Sec-
tion © P—Deposits and Rdvances ** of the Government Account. CTedita
to this Fund are made in accordance with the Sinking Fund principle,,
and comprise the annual provisions set apart from the Revenues of the
Department and interest accruing on its balances, The debits consist
of the appropriations made to meet the cost of making good depreciation

of asseta,

861. Revenue Account.—Revenue realisation and revenue expendi-
ture (other than interest charges) of the Indian Posts and Telegraphs
Department are booked under the major head * XV-—Posts and Tele-
graphs ” which is divided into a series of abstracts and sub-divided into
a number of detailed heads. The portion of the capital expenditure
chargeable in the Revenue Sgction of the accounts is explained in para-
graph 867 above. It is important to note that a large amount of revenue
expenditure of the Department relates jointly to two or, in common,
to all the three branches, namely (i) Post Office, (ii) Tefegra.phs including
‘Radio, and (iii) Telephones. The arrangement of the account is such
that receipts or expenditure relating solely to one branch are exhibited
separately, while those relating to more than one branch are isolated
for subsequent apportionment between the branches concerned.

882. The revenue account bears charges on account of contributions
to cover depreciation and pensionary Lability in respect of the employees
of the Department.

883, Interest Charges.—The interest on capital at charge of the
department is recorded under the major head * 17—Posts shd Tele-
graphs—Interest on Capital Outlay™.

864, Profit and Loss Account.~In order to show in a concise form
whether the working of the department shows a Commercial gain or
loss, the Profit and Loss Account of the department is prepared annually
taking into account the gross Receipts and Working Expenses and also
intet-branch adjustments, interest on capitfl outlay, ete. It shows
the results separately for the different branches, namely (i) Post Office,
(ii) Telegraphs including Radio, and (iii) Telephones. With effect
from the accounts for 1929-30 the Profit and Loss Account of the non-
commercial activitigs of the Radio Branch are to be exhibited separately.

865. Indo-Eurgpean Telegraph Department.—The Indo-European
Telegraph Department, is cencerned with traffic passing through lines
apnd Offieds situated jn foreign territory, and performs two independent
functions. It contrgls the system which links up the Indian Telegraphs
with the Buropean svstem, and is also responsible for part of the internal
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telegraphic communications in Persia, Its system of telegraphic lines
is divided *int> two portions, called the Persian Gulf Section and the
Persian Section, each under a Director stationed at Karachi and Teheran
respectively. The head of the Department, the Director-in-Chief, is
stationed in London and works under the direct control of His Majesty’s
Secretary of State for India.

868. The receipts of this department are of three classes—{a} the
receipts from local traffic over the departmentally-owned cables in the
Persian Gulf and lines in India ; (Q) the share of foreign traffic from Persia
to Europe ; and {¢) the receipts i donsequence of the Joint Purse divi-
gion of total receipts of the Indo-European Telegraph Department, the
Indo-European Telegraph Company and the Eastern Telegraph Com.
pany, from foreign traffic between India and Europe. All receipts from
local traffic in Persis are paid over to the Persian Government. By

far the most important item in the income of the department is that
mentioned against item (¢) above.

867, The expenditure on the working expenses of the Department is
gimilar to that of the Telegraphs Branch of the Indian Posts and Tele-
graphs Department, but the position is complicated by the fact that
the Department maintains and uses under various agreements eome lines
which are the property of the Persian Government.

868. A further charge on revenue is the annual debit of a fixed sum
as amortisation of the part of the capital expenditureincluded in the
capital account of the Department either because it is irrecoverable
from Persia or becanse it will cease to yield revenue after 1945 when
the present agreement with Persia will cease.

889. The accounts of this department also are meintained on the
lines explained in paragraphs 855 to 864 above.
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CHAPTER 34.

Commerciel Accolming sxd Auditing, as applied to Goveriment
h Concerns.

890, FPolicy of Gorary ment—The policy of the Government of India
and of Provincial Governments in regard to their commercial enterprises
it in the majority of cases not the earning of a profit. Many commercial
urdertakings are startcd to ascertain whether the articles proposed to be
n apufactured can be manufactured in India and turned out &t a price
which would comjare favourably with imported articles of a eimilar
type. Other concerns are in the pature of service departments which
distribute their outturn at cost to Government depsrtments.

§71. The majority of Goverrment commercial enlerprices are manu-
feeturing undertakings. They purchase raw materisls for conversion,
alter perbays going through many piocesses, into finished articles for
jstue to other Government Departments or for esle to the public. The
raw materials differ 50 much in foom thet ro stercotyped system of
accounting can be laid down as being applicable to all cases.

872. Initiation of commercial accounts.—The responsibility for ihe
iptroduction of a commercial accounting system rests with the Fipance
Depariment of the Central or Provincial Government. When such
action is proposed, whether on the advice of the Accountant General or
otherwise, the Director of Commercial Audit is usually consulted.

873. An accounting system to be of ihe greatest use must be framed
in such a manner as will provide the management of these conéerns with
information s to the details of the traneactions of the concerns as well
a6 upon the results of the operations. Such information will be of pri-
mary value to the administration,

878. General Principles of Accounting.—Commercial accounting is
the art of recording in books of account correctly and in & regular and
gystematic manner transactions relating to cakh and stores.

876. The objects are :—

(i) to have permanent records of all transactions, and

(ii) to show the effect of each transaction and the combined effect
of all transactions upon the financial position of a comumercial
concern. *

876, The Genera! Ledger is the most important book in eommercial

accounting, Portinns of the ledger called the Cash Book and Day Book
are almest invariebly tound up in separate tooks for the sake]of



247

CHar. 34.] COMMERCIAL ACCOUNTING AND AUDITING, AS [ 877880
APPLIED TO GOVERNMENT CONCERNS.

convenisnce, though the totals of the accounts in these books are brought
into the accounts in the ledger proper. The whole of a concern’s
transactions are entered from the books of original entry, namely Day
BookeYnd Journals, into the Ledger, but-in a summarised and classified
form. The Ledger is further sub-divided into :— ¢

{a) Creditors’ ladger, recording the transactions of the concern with
ita creditors for purchasgs ;

(b) Debtors’ ledger, recording the transactions of the concern with
its debtors for sales; .

(0) General Ledger, containing accounta recording fized and floating
assets such as buildings, plant and machinery, fixtures, etc.,
liabilities, reserves, control accounts and accounts recording
profits or losses, working and overhead expenses, and other
items of income and expenditure,

877. At the end of every trading period a Trial Balance is prepared.
This consists of a elassified list of balances appearing, at a given date, in
the ledgor or ledgers before the closing entries have besn made. In
extracting thia list of ledger balances the debit and credit balancea are
separated by being placed in their different and appropriate columns,

878. From this Trial Balance the Manufacturing; Trading and Profit
and Loss Accounts, and Balance Sheet, are propared.

879. A Manufacturing Account is an avcount drawn wp to ascertain
the cost of manufacture and deals with :—

(i) Lost of raw materials;

{ii) Cost of bringing these materials to the factory ;

(ili) Cost of labour employed in converting these materials into
finished goods ;

(iv) Expenses such as rent, rates and upkeep of factory :

(v} Repairs to, uplepp of, and depreciation on, buildings, plant
and machinery ;

{(vi) Motive power.

Iterns (i) to (iii) represent prime cost of production.

Ttems (iv) to (vi) represent Works on-cost.

880. A Trading Account is a statement of acgdunﬁ‘prepared for the
purpose of showing what is the gross profit realised on goods #old after
charging the cost of rendering such goods markefable, such cdst con-
sisting of production and distribution expenses, Goods produced aee
transforred fron the ManufacturingsAccount to the Trading Alcount at
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cost, the theory being that production exists solely for the benefit of
sales and that the selling department therefore takes over the factory
output at actual cost price,

881. A Profit,and “Idss Account is 2 statement designed to show the
amount of net proﬁt earned* This account is credited with the grosa
profit carried from the trading account, plus items of revenue such as
Interest, corumission and cash discount earned, and is debited with
general administration and office chirges, plus interest on capital.

882. A Balance Sheet is a classified summary of the debit and the
credit balances remaining in the ledgers after the Manufacturing and
Trading and Profit and Losa Accounts have been prepared. On one side
it confaina the assets of the concern, and on the other the liabilities,
capital, reserves and the balance, if any, at the credit of Profit and Loss
Account. Assets and Liabilities are usually stated in the Balance
Sheet in the order of permanence, the fixed assets and liabilities taking
precedence over the floating assets and Habilities.

883. In addition to the records mentioned above, I is necessary for
every manufacturing concern te maintain Labour records, Stores
accounts and Cost accounts,

884. Relation between Government Commercial and General Accounts.—
In those cases where'the detailed accounts of Government concerns are
maintained commercially, the details of the transactions do not in all
cases appear in the regular Government accounts. In the case of those
concerns-which work under the rules in Chapter II of the Account Code,
pro formd accounts are rmaintained outside the regular Government
accounts, and the particulars taken from these pro formd accounts to
the regular accounts are determined by rule. In the case of other con-
cerns, it i8 determined in each case what details of the transactions and
workings shell appear in the regular sccounts.

888, Commercial Audit.—Under Rule 9 (ii) of the Auditor General’s
Rules, the Auditor General is responsible for the efficiency of the audit
of expenditure in Indis ‘rom the revenues of India, but heis responsible
for the audit of receipts only when he is required by the Goverror General
in Council to undertake it under Rule 12 of the Auditor Gleneral’s Rulea.
In the case of Government commercial concerns the Auditor General
exercises his statutory responsibility through the Director of Commercial
Audit,

886. The duties of a commercial auditor commence when those of the
accountan? have been completed. The accountant and his staff write
up the kooks of account and prepare therefrom the half-yearly or annual
statements krown av the Manufacturing, Trading and Profit and Loss
Accounts, and the Balance Sheet, which are eventually placed before
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the auditor. In cases where the sccountant is not campétent to perform
this works the auditor is usually called in to render assistance ; but the
auditor’s work in assisting the accountant is quite distinct from his
duty as auditor. It is impossible to lay down rules or regulations which
are agplicable without exception to all audite ; and auditors must, there-
fore, use their own judgment whether the general xles given in text books
are applicable to the audit in which they are engaged.

887. An auditor has frequently to accept the results of what is known
a8 ‘ Internal Control . The followfing are examples of what are known
as internal checks :—A periodical examination by the Superintendent
of a concern of the cash book, vouchers or petty cash vouchers, including
the additions of the cash book and petty cash book, and the balancing
of the cash book periodically with the bank or treasury pass book ;
a periodical examination of the debtors’ accounts ; the calling over of the
postings of the Day Books and Journal into ledgers by clerks who have
no duties connected with the writing up of thess books and the postin ;
of them into ledger accounts ; a system of r;ontmuous stock verification ;
or the checking of pay rolls by clerks who are in no way connected with
the preparation ef the rolls.

888. It is an important part of an auditor’s duty to scrutinise the
system of internal control to see that it is adequate in itself and as inde-
pendent in character as circumstances permit, and to assure himaelf
that the system is beirg applied efficiently. The extent of the scrutiny
to be applied should depend on the adequacy of the system of internal
control and on the completeness and accuracy with which it is being
applied.

889, Allocation of responstbility between the Accountants General and
the Direotor of Commercial Audit.—In cases in which the civil Aecoun-
tant General and the Director of Commercial Audit both participate in
the audit of accounts, the responsibility of each of these officers is deter-
mined by the application of the following two main principles :—

{i) Duplication of work should be reduced to a minimum; and

(ii) The audit work should be so distributed between the Civil
Accountants General and the Director of Commercial Audit
that each undertakes that which he is best scited to perform.

880. Use of Manuals and Test Bookso—The sybject of commerciul
accounting and auditing is so vast that it is impracticable to deal
further with the subject in this Manual ; and for-a detailed study of the
subject a reference should be made to "the M2nual of the Lormmercial
Audit Branch of the Indian Audit Department, and to the varlbus
recognised text books.
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CHAPTER 35.
“Test Audit and Inspection.

801, Objects of Inspections.—Test eudit and inspection undertaken by
Audit fall under two main headings ;— |

(A) Local inspection to assure a Principal Auditor that the original
data, on which the accounts and his audit work rest, are
accurate, and to apply a test check to such of the vouchers
and documents as are not audited centrally ; and

(B) Local inspection to conduct a test audit of sccounts falling
under Rule 12 of the Auditor General’s Rules.

The necessity for undert.king inspections, and the procedure fol-
lowed ip such inspections, are explained briefly below.

{(4) INSPECTION TO TEST THE ACCURACY OF ORIGINAL RECORDS,

892. Necessily for Inspection.—It has been explained in Chapter 10
above 1—

() that the accounts and supporting documents submitted for
sudit consist partly of the original records and partly of
*. copies of the original records ; and

(i) that the audit conducted in a Central Office is largely dependent
for its efficiency on the degree of care exercised by depart-
mental officers over the accoracy of the original records from
which the public account is built up.

893. In order (i) to review such original records as are not]received
by audit, and (ii) to test the degree of care exercised by departmental
authorities over the accuracy of such records and to see that they are
properly maintained in the prescribed forms, audit undertakes to inspect
them, periodically. Opportunity is also taken at this time to apply
8 test audit to such accounts, vouchers, etc., as are not audited centrally
or cannot be checked completely except at a local audit.

C

884. Offices coming under this class of inspection are Treasuries,
Public Works Divisions, Post and Telegraph Offices, etc. Part of the
work of the Outside Audit Department of an Accountant General’s
Office (wllich is treated under heading (B) in this Chapter) also fall
strictly under the present heading (A).
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898. Inspection of T'reasurles.*—Briefly the inspectign of treasuries
by the Accountant Gianeral is coniucted as follows ¢—

(i) The proselure obsarvel ia the eximination of claims for
payments of all kinds is examined to ses whether the varioua
proseribed chocks are exercisad strictly and with intelligence,
whether the presoribed registers arp sproperly maintainsl,
and whether the Treaaury Officer himsslf exercises the
necessary checks for which the rnles hold him responsible.
At treasuries which bank with a local head office ur branch
of the [mperial Bank cf India, it is seen that the procedure
prescribed for observance by the Treasury Officer is followed
correctly,

(ii) 1t should also he seen—

(a) that arrangements for handling cash jand other vouchers
and stocks of forms of bills, cheques and Public Works
receipt books, are strictly in acoordance with rules ; and

(b) that the arrangements for déﬁng with tenders of money
and claimants for paymenta are businesslike.

896, If, under the orders of the Auditor (Gleneral, the central audit
of any class of vouchers paid at tressuries is relaxgd and a test audit
on the spot has been prescribed, this is conducted at the inspection.
For this purpose, the original vouchera and other accounts documents
requiring examination or verification are brought from the Audit Office,
and the check of these documents, previously exercised by the Treasury
Officer, is completely reviewed., ,

'« 397, The scope of the inspection of treasuries is extended to see, on
behalf of the Controller of the Currency, (i) that the orders issued under
Rule 16 of the Devolution Rules regarding the custody and handling of
treasure and the control of the balances are duly observed, (ii) that the
standing orders of the Controller of the Currency relating to coins,
currency, and remittances of treasure are clearly understood by the
Treasury Officer and his staff, and duly observed in practice, and (iii)
that the registers and forms prescribed for recording the receipt and
disposal “of 8ecurities are correctly maintained.

898. Inspection of Public Works Divisions.—The prucedure followart
for the conduct of inspection and test audit of the accounts of Public
Works Divisions is briefly as follows :— °

(i) The accounts of one month are test and#ed with the initial
accounts, and other account “records kegt in the
divisional office, detailed estimates a.nd contract mgreemEntu.

*Norz.—3s9 also qtnpt.er § oa the aubiuu
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(i) The in’tial accounts of cash and stock, the measurement books,
muster Tolls, detailed accounts of works, transfer entry books,
contractors’ ledgers, and other account records for the entire
period since the last inspection, are inspected and examined
generally,

(iii) The accounts«of one or two selected works are examined in
detail* from the sLommencement, and all transactions are
analysed, and. if necessary, compared with the details of
sanctioned estimates, and with contract agreements, measure-
ment books, accounts of stores. vouchers and other relevant
documents.

+(iv) The results of the Divisional Accountant’s inspection of sub-
divisional offices, objections recorded in the Register of
Divisional Accountant’s Audit Objections, and generally the
results of the Divisional Accountant’s scrutiny as a primary
auditor, are reviewed,

899. In some provinces the accounts of rents and of stock and tools
and plant are not submitted to the Audit office. In such cases thess
accounts are also test checked at the inspection.

900. The inspecting officer does not confine his atfention to the audit
and inspection work detailed above. He avails himself of the oppor-
tunity of assisting the officers of the Public Worke Department with
his advice in matters affecting the accounts or the financial regularity
of transactions. He also finds scope for making valuable suggestions
to the Accountant General in the direction of economy of the public
money.

801, Inspection of Posts and Telegraphs Offices.—The Deputy
Accountants General in charge of Branch Audit Offices undertake &
periodical inspection and test audit of the accounte of all disbursing
officers under their respective jurisdiction. The inspection is
conducted mainly to see that original accounts and papers
represent facts, and that audit rules and requirements (specially 1n the
matter of retrenchments) are carried out. To this end onemonth’s
accounts selected by the Deputy Accountant General are test audited,
but the cash book is examined generally in all its details in respect of
the entire period which has elapsed since the last inspection.

902, The procedure prescribed in paragraph 896 above regarding the
test audit locally of certain classes of vouchers is also followed by the
inspection staft of this'department.

003. While inspecting Telegraph Engineering Divisions the inspecting
Officer has to analysa completely and examine the accounts, since the
comimencergent, of any one major wark or two minor works aelected by
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the Deputy Accountant General. For this purrose the inspecting officer
takes with him the schedule dockets and vouchers relating to such works.

{E} TEST AUDIT OF ACCOUNTS FALLING UNLER RULE 12 OF THE
s AUDITOR GENERAL'S RULKS.

*

804. Necessity for imspection.—The main purpose of the inspection:
by Audit of offices falling under paragraph 891 (B) above is to,conduct
& test check of the accounts far a particular period, in the discharge of
the responsibility imposed on the ‘Auditor General under Rule 12 of the
Auditor General’s Rules.

805. Test audit by the Outside Audit Department of an Accountant
General’s office, snd test audit by the Examiners of Customs?Accounts
and of Government Presses, com«. under this category.

908, Inspeciion by the Outside Audit Department.—The Accountant
General undertakes locally the audit of the initial accounts maintained
in many Government institutions and offices in cages in which central
audit is not feasible. X¥or this purpose he has under him peripatetic
perties which travel about the country and conduct test audit. The
Province is divided into circles, one circle being sllotted to each
Inspecting party. Each party is in charge of an accountant who is
responsible for the test audit of the accounts ih the circle allotted to-
him.

807, The classes of accounts with which this staff deals are so varied
that, before taking up an inspection, the inspection stafi has to study
the system of accofints and books preacribed, to sce why they have been
prescribed, and how far they fulfil the desired end.

908. A study of Appendix 14 of the Audit Code will show that a large
number of the audits conducted by the outside Audit Department fall
under Rule 12 of the Auditor General’s Rulea; but it skouk] be noted
that the same staff is employed also on audits falling under heading (A)
of this Chapter.

909, Inspection by the Ezaminer of Government Press Accounts—
The Examiner of Government Press Accounts is reaponsible for the aud:t
of the accounts of the Government Iresses, ?tationery Offices in
Calcutta, Madras, Bombay, Bankipore, Rangoon and Peshawar, and
Books Depbta (except Bengal).

910. Each of the audit parties under him 36 in charge of a senior
Auditor assisted by Junior Auditors Test audit is applied to the
accounts of any one month selooted by the Senior Auditor.
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911. The apdit of Press Accounts inbolves the following items of
work which are petuliar to this branch of audit and are additional to
those of an account office in the ordinary line :—

(i) System of Cost Accounting;

(i) Overtime and sttendant audit;

{iii) Price apditf" .

(iv) Audit of outeide printing work;

(v} Audit of annual accounts of Presses including pro formd and
Depreciation Fund Accounté,

812. The audit of items (i) to (iv) requires & special knowledgp of the
working of the different branches of Presses in all their details. The
Btote accounts also have special features and their audit requirés corre-
eponding special knowledge. The practical methods employed in the
different Government Presses vary in some respects according to the
view of the Superintendent in charge, and these have to be studied with
reference to the varying locel conditions. The Manuals,of the various
local Presses also have to be studied as these lay down the system of
working, the rates of payment for the different clafises of work, and

the kmethods of commutation of the value of the several items of
work,

813. Test Avdit by the Ezaminer of Cusioms Accounts.—Whereas
the audit of expeépditure of Custom Housesis canducted by the local
Accountany Genera) that of receipts, whick under Rule 12 of the
Auditor General’s Ryles hae been entrusted to the Audit Department,
is carried: put by the ¥xaminer of Customs Accounts.

914. The Examiner Yisita each of the major ports once in twe years,
and conducts on the spdy a statutory test audit of receipts. This test
sudit comprises & check oNa percentage of the various classes of receipts
including refunds and drdwbacks, an examination of the procedure
intended to safeguard the reNenue, and a review of the concurrent audit
done by the local Audit BrAnch under the Collector of Customs., A
report is made to the Central Bpard of Revenue on the results of the test
audit of each®Custom House.

915. The above procedure dodp not, however, apply to the Cslentta
Custom House. ' As an experimen in connection with the Separation of
Accounts from Audit, & Pay and Adounts Office has been constituted in
that Custom House. * The audit of expenditurs, as well as the test audit
of receipts, is condncteqd there by Assistant Examiner of Customs
Accounts who works undar the superfjsion of the Examiner. His test
audit of recéipts i3 on the same lines as\phose adopted by the Examiner,
but it is done concurrently and embraceg a greater percentage of the
receipts. ¥ The results of the audit are comiunicated through notes and
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objection meryorands, and agy points on which the Examiner and the
Collector of Cystoms fail to agree are reported tq, th® Central Board
of Revenue for\ orders.

916. The test\audit conducted by the Examiner of Customs Accounts
is of & technical nagure, and the staff has to acquire an adequate know-
ledge.pf the Sea Customs Act, of the important cases decided thereunder,
of the rulings of the Government of India and #the Central Board of
Revenue, and of the procedure, both executive and ffice, in Custom
Hoyses, as well as some kipwledge of trade and commercial practice,
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CHAPTER 36.

Separation of Accounts from Audit in Theory and Practipe.
o,

017, Separalich in s relstion to Audit.—It was explained in para-
graph 65 that the separation of Accounts from Audit was advocated on
two main grounds. That relating fo the requirements of financial con-
trol was treated in Chapter 4.

918. The main features of the procedure, where the work of Ac-
-counting and Auditing are still combined, have been described in.Parta
I1 and III and in the preceding Chapters of Part IV. Havifig now
studied the main principles and methods of Audit, we are in a better
‘position to consider in this Chapter the arguments for and against Separa-
tion from the Audit point of view, Before considering these, it is desir-
able to give a brief outline of the general principles under which work
is conducted in the separated Accounts Offices,

919, Working arrangements,—The arrangements described below
are given mainly in the form which the Separation Scheme takes in a
Governor's Province ; but the same general principles apply to Central
Departments also,

(o) To each large’Department and to each Group of smaller De-
partments is attached a Pay and Accounts Office, the head
of which 18 a Gazetted Officer entitled the Pay and Accounts

*- Officer.

(by Theae offices are placed, as far as possible; in or within &XBy
reach of the office of the head of the Department concerned.

{c) Bills for payments debitable to the Department, instead of
being presented at the Treasury, are sent to the Pay and
Accounts Offiger who scrutinises them before paying the
amounts by cheques, at the same time debiting the charges
in the accounts of the Department. The Treasury then
becomes merely a counter for the receipt and payment of
money.

(d) The ongmal compilation of the accounts of each Department
is made by its own Pay and Accounts Officers, and the
compilation of the aceounts of the whole province is carried
out in a Central Accounts Office under an Offices who the
gnmedmte superior of the Pay and Accounts Officers, Whis

ficer in turn being directly subordinate to the Finance
Departmentr of the local Government.
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(e) The Budget and the Revised Estimates of each Department are
prepared by the Pay and Accounts Offiter of that Depart-
ment, and are then sent to the Finance Department which
is responsible for their check and final acceptance and for
the preparation of the Demands for Grants.

¢f) The Statutory sudit of these sccounts is,garried out under the
control of the Auditor General by an offices of the status of
an Accountant General (designated the Director of Audit)
and a gazetted and a non-gazetted staff working under him,
The audit is carried qut partly in the Pay and Accounta Offices
%ntg partly by local inspection of the subordinate Executive
ces.

920, Arguments against Separation.—The arguments against a separa-
tion and in favour of the retention of the combined system may be
summarised as follows :—

N

{a) The system of scrutiny before payment described in paragraph
919(c) cannot be universally applied. For example, in the
case of contingent expenditure, such scrutiny must generally
be limited to & check of lump sum imprests paid to local
officers ; and in the case of the Public Works Department
and of certain Central Departments (as for exampla the field
parties of the SBurvey of India) there are difficulties in
enforcing scrutiny before payment except where the unit
whose billa tequire payment is ceuntralised in a limited area.

(b) The compilation of accounts in an Acocountant General's office
could be, and in fagt has been, speeded up in such a way
that figures of progresgive expend:ture can often be read
for use within a fow weeks of the date of payment, and this.
would be sufficient for the greater part of the year.

{¢) The system of separation must inevitably involve an increase of
expenditure. Accounting work as carried out in a number
of Pay and Accounts Offices will probably cost as much as
tha total staff of an Accountant General's office which carries
out both accounting and auditing duties, and the cost’ of
the super-imposed audit under a separation scherne is th

© fore an additional item of cost.

(d) The separation involves two processes of audit,’the first beihg
the prior scrutiny in the Pay and Accounts Offices and the
second the test-audit by the siatutory eudit ataff,

{¢} The test-audit ataff, being less in touch with the Executive
than voder the present ysten, wilb be less advantageously
placed than at present for the condust of highet audit in-
vestigations.
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(f} The acoounting stafl under separation will be entirely provin-
cialised and will be controlled by the Provincial Government,
There is a risk that, if they are the servants of the lucal Gov-
ernment, the Accounts Officers will be less free to criticise
the Executive and to check extravagance than the present
Accountant General’s staff which is independent of the local
Governmenit and under the sole control of the Central Gov-
ernment,

{g) The help which the Accountant General is able to give, under
the present system, in the preparation of budgets and revised
estimates, is adequate,

821, Argumenis in favour of Separation.—The arguments put for-
ward by those who favour separation cen best be stated by contrast-
ing them with the arguments given in the last paragraph against separa-
tion :—

{(a) The eystem of ecrutiny before payment has certain essential
advantages over, the present system :—(i) It provides a
check of accuracy of claims before money is disbursed, and
(i} Tt makes available for accounting purnoses the figures
of dishursement at the time the cheque is issued. Even if
scrutiny cannot be universally applied before payment,
{which i& a point which can only be settled after further
experiment), the benefits of the system should be reaped
wherever such preliminary scrutiny is possible in practice.

(b) Where scrutiny is carried out before payment, the figures of
compilation can be worked out on the basis of the cheques
issued, and there is therefore no delay at all in the compila-
tion &f up-to-date figures of expenditura The introguction
of machine-accounting methods makes it possible to pre-
sent daily compiled accounts including all the transactions
of the previous day. The system of preliminary scrotiny,
therefore, eliminates the delay in the collection and com-
pilation of bills from all treasuries in the Province.

(¢) Additional expenditure ia an inevitable corollary to the increase
of power and responsibility granted to local Governmente
under the Reforms, The present accounting system is
incohsistent with the new constitution of India; and the
inerease of expenditure ‘which is required to ensure to Pro-
vinces a proper dégree of contiol over their own finances is
only ong of many such increases which result logically from
the principleg invo'ved in the Reforms. "

(d) Admittedly separation involves two processes of audit. The
alternative, however, if the departmental authoritier are
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to exercise proper financial control, must involve two pro-
cesses of acoounting. It is argued that the latter is wasteful
whereas an increase of effective audit is never wasteful and
(whether in its tangible results, or in its moral and prevent-
ive effect), is calculated to produc. $avings which to some
extent pay for its own cost. Moreover eeparation ensures
an independent check (which at present does not exist) on
the efficiency of the system of accounts and on the accuracy .
of accounting ; suclt independent check on the accounts them-
selves beilg as necessary as an independent audit of the
vouchers from which the accounts are built up,

{¢) Audit will be more efficient when it is relieved of the large araount
of routine work which is at present contingent on its res-
ponsibility for the compilation of accounts, and is placed in
the theoretically desirable position of a eritic of the complet-
ed work of others, It can then concentrate on more im-
portant enquiries and investigations, and on the efficiency
of the system of internal check by the accounting authorities.
It is kept in touoch with the Kxecutive through the local
inspections whichk are an essential feature of the scheme,
and by its close contact with the Pay and Account Offices,
which largely identify themselves with the Executive.

L]

{f) The accounting staff under separation works immediately under
the control of the Finance Department, whose function it
is to check extravagance snd to control the expenditure of
the Executive. It is therefore not reasonable to argne that
a Pay dnd Accounts Officer under the new system might
be tempted to abstain from his duties of criticism and check.

(9) The Pay and Accounts Officers, having each to deal only with
their own departments, are more closely conversant with the
needs and difficulties of those departments, and can there-
fora prepare their Budget and Revised Kstimates more
affectivel; .

922.E of the Ezperiment.—Tt is claimed that, where the ex-
periment of\Separation has been eflectively tested, the beuefits theo-
retically profounded in the iast paragraph have attuslly been realised

in practice. In fact, the larger the bulk of the transactions, the great-
er has been proved benefit of tne SBeparation in enabling Audit to
effect radical ifgprovements by concentrating on the larger 1ssnes ; und

it is in recognitiyn of this fact that the Secretary of State has accepted
finally the Separgtion of Acocounts from Audit in the Army and'the
Railway Deflartménts.

X2
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$23. On the Civil side, however, the Separation, where it has been
introduced, i %till “ experimental ” both in Provincial and Central
arcad ; and it mngt continue to be so until the lines of the further Con-
stitutional development of India are determined.

924. Tt therefore Yoinains only to consider briefly the extenf and
nature of the sudit applied in the Separated Audit Offices.

925, Exlent of Audit in Separated Offices.—The extent of such audit
"must be sufficient to enable the Auditor General to carry out his statu-
tory responsibility for the efficiency of the audit of expenditure in India
from the Revenues of India. It has, however, been explained that
the internal check applied in the Separated Accounts Offices ought to
and does effect an improvement in the accuracy of the bills, vouchers
and accounts generslly, and in securing a greater degree of compliance
with financial rules and requirements.

926. 1t follows therefore that, with the progress of such improvement,
it ought to be feasible to rednce the Auditor General's audit by degrees
to quite & small test-audit aimed mainly at enabling the Luditor General
to certify to the efficacy of the internal check conducted.

827, Nature of Audit in Separated Offices.—The nature of the sudit is
therefore so designed as to test in turn, as far as possible, the whole
range of the activities of a Government or Department in such a way
that, unless the internal check is thereby found to be defective, the
acouracy of the specimens tested may be taken a3 adequate evidence of
the accuracy of the whole. This will best be shown by giving a brief
account of the nature of the audit conducted in some of the Govem-
ments and Departments in which separation has been introduced
either experimentally or finally.

028, The system of separation of Accounts from Audit has been
applied experimentally on the Civil side to the accounts of the United
Provinces, the North West Frontier Province, and certain Civil De-
partments of the Government of India. In the case of the accounts
of the Railway and Military Departments it has passed the experimental
stage and has been finally accepted.

928. Nature of audit applied by the Director of Audit, Uptited Pro-
vinces,—The audit applied is in the nature of concurrent test audit of
a percentage of the accounts transactions each moxnth, The test-audit
i8 conducted on the lines applicable to the audit of expenditure in
general, as explained in Chapters 13 to I7.

830. The systeh of applyjng the audit checks is not stereotyped,
angd new wethods are tested from time to time. One of the tests is
designed"to ensure a Yairly full audit of the accounts of one month in
cach half year, coupléd with & full audit of the transactions of the March
Final pnd ‘subsequent transactions.*
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831, Nature of audit applied by the Director of Railway Audit.—The
nature ahd extent of the audit applied by the Director of Railway Audit
has been explained in Chapter 32.

932. Nature of Audit applied by uﬁwﬁm
expefiment which led to the present system of*®tatutory Audit of the
accounts and financial transactions of the Military® Department was
different both in its genesis and in its development from the experi-
ments on the Civil side and in the Railway Department. This difference
was the result mainly of the preexisting Military Accounts system, in
which there were no cdmbined offices of Audit and Accounts subordinate
to the Auditor General. The whole of the Accounting and intgrnal
audit work was conducted by the Military Accéunts Department ; and
Btatutory Audit was merely superimposed upon this orgenisation in
order to enable the Auditor General to carry out his statutory duties in

regard to the audit of the”Amw,.Ma Jand Military Works expendi-
ture.

833. Prior *to 1926, the experiment was in the following form.
There were threp Deputy Auditors General for Military Audit duties,
one at Army Headquarters, one for the Northern and Eastern Com-
mands, and one for the Southern and Western Commands. The work
of the Deputy Auditors General of Commands consisted in an exhaust-
ive inspection, and test audit of the work done in each Command and
District Office of theeMilitary Accounts Deparfment in turn. The
Deputy Auditor General at Headquarters audited the smnctions of the
Government of India in the Army Department and controlled and watch-
ed the progresz of audit in the Coramands,

834, From_ the year 1926 onwards, the test-audifof these neceunts
has been condu by i y Audit assisted by two
Deputy Dize Assistant Directors, the latter four Officers,

being allotted to the four mands.

935, TheDiseotor-oiemy—tuditlin addition to conttolling the
work of his:?-puim-on@.&ssistants. audits all sanctions of the Army,
Marine and Military Finance Departments, scrutinises all Coces and
Regulatiohs issued for the use and guidance of the Military Accounts
Department, and, prepares annually a Report on the Appropriation
Accounts of theimmwww
ohd--bre—Maring.. Departmaide-

836. The audit in the Co nda is conducted eoncurrently to see
that the accounts of th as includel in the Finance agd Revenue
Accounts, are s correct Presentation of facts, ard that they wepresbnt

money that has really been spent in the manner in which it is shown to
have been spent.
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937. The test audit may be broadly divided into Ti) Btationary
Audit, and (i) Locsl Audit.

938. In the office of each Controller of Military Accounts.tbere is
stationary audit staff which testé¥*the work done by the office of the
hﬁmﬂer The test £bdit is applied to the Accounts of one morfth of
each of the Yeadd of the aceounts, different heads being selected for
different monkhs,

939. It willbe clear that the examination of all the heads of avcount
in turn, togethdy with the tracing and Scrutiny ,of the vouchera from
which they havd been compiled, and the pursuing of the accownting
through the Bectiynal and Consolidated Compilations to the final Com-
pilation of the Arfpy Accounts, must ensure that all classes of original
vouchers and of ackounting processes are in turn test-audited.

940. The detq;h(\ procedure for the audit of any one head of account
is briefly as follows :

The first stage of test autht.u 7Ehe verification from tho vouchers of
4he figured in thg\nhccounta‘books of the office of the Controller of Mili-
tary Acoounts. The pipoess of thig, vitification is agefollows :—

(i) The verification ‘pf the consolidated figure against the sectional
conpilations ;
{ii) The tracing gnd bbtaining of the vouchers from which the
sectional compildfions have been podted ;
{iii} The distribution of\those vouchers to the Routine stafi’; and

(iv) A complete verificaljon of the sectional compilation figures
against the youchers.

941, The second stage 13 e audit of vouchers sgainst rufes and
orders. These require sp study ; and the audit staff should there-
fore have detailed lcnowl ge of e following, in addition to the Codes
detailed in Chapter 23 :—

(i) Pay and Allowances Reg\ti}ntions, Parts I and II.
(i) Military Account Code.
(iii) Military Engineering Servicey Account Code.
{iv) Regulations for the Army in Ndia.
(v) Regulations for the Military Engineering Bervicea
(vi) Financial Regulations for the Ay in India.
(vii) Passage Hegulations
(viii) Military Audit Code,
(ix) Royal Warrant.
(x) King’s Regulationa,
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(xi) Indian Army Act”
(xii) Army Act.
(xiii) Cost A ting Jgstructions.

(xiv) ¥ Instructions (Igdia) and India Army Orders issued from
time to time,

842. Teot-auditors should also zcquire a sound ‘knowledge of the
nature of the expenditure which they are test-auditing, of the con-
stitution and fynctions of the Military Accounts Departinent, and of
the genera) orgdhisation of the Army. Tt is at this stage of audit that
the opportunity d¥cuts for the application of higher audit principles.

943. The duty which falls to the test audit staff when condycting
audit locally is to visit combatant units, arsenals, supply depots, re-
mount depots, dairy farms, hospitals, and other formations, and to
test those of their original accounts records which gre not submitted to
the Controller of Military Accounte but are chwkM&lly by a stalf
deputed by him for the purppse. This work resembles that done hy the
local inspectiqn staff of a Civil Accountart Generaly, as déseribed in the
preceding Chapter, with this difference that t ML i
Stafl not only rviews the work of the units and forinations themeelves,
but slso conducts a statutory audit fest-check of the non-statutory audit
which has already been conducted by the Military Accounts Depart-
1oent.

944, Conclugion.—Jt is interesting to note >that, where separated
Audit has been introduced in India, ite working approximates fairly
closely the procedure in England. Within each depariment the
officials concerned with finance may be grouped generally us (i) the
collectors, (ii) the spenders, and (iii} the finapcial controllers and ac-
countante. These ‘three groups are interdepeMent, and often overlap
each other. Outside this departmental, organisation there exista an
independent awuthority, the Comptrolier and Auditor General, who
conducts & test audit of the tranractions of the spenders and reviews the
internal financial control exercised over them within the department
and the correctness with which their financial activities are brought to
sccount, The position Wa, where separation has beer effected,
is closely parallel with the exception that the dccounts in India are wsin-
tained, not by departmental accounting officers, but by officers who are,
primarily at any rate, servants of the Finance Depatrtment.
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PART V,

The Accounting Processes leading up to the Finance
and Revenue Accounts and to the Technical
Accounts,

CHAPTER 17.
Allecation of Expenditure bstween Capital and Revenue Accounts.

945. Accounting processes in the Account Office.—The general processes
of the preparation of initial accounts and their submission to the Account
Office have been described in Part II ; and it is pow necessary to deal
with the accounting processes in the Account Office. The essential
preliminary to the accounting of Government transactions ie the clasai-
fication of eacH item of receipt and payment according to the official
head of account to which it relates ; and the general principles and pro-
cedure of classification have been described in Chapter 11.

946. Capital and Revenue Accounts.--SBome departments of Glovern-
ment, such as Railways, and Indian Posts and Telegraphs, are conducted
on a commercial basis, while the operations of other departments of the
Administration sometimes include undertakings of a quesi-commercial
character, such as an industrial factory or a dairy farm. To indicate
adequately the financial results of such undertakings, the maintenance
of Capital 23 well*as of Revenue Accounts is®necessary ; and it is an
important part of classification to allocate transactions correctly as
between these two categories. The present chapter deals with the
principles of such allocation.

947. Preliminary tnvestigations —Just as a merchant will not embark
on any new venture until he is satisfied that it is going to pay him, so
it is incumbent on the respousible officials of Government, before decid-
ing on sy large acheme or project of a purely commercial nature, to
“ count the cost ” and satisfy themaelves that the revenue to be derived
from its working, after meeting all expenses connected with its opeta-
tion, maintenance and upkeep, will suffice, at least. to repay the interest
on the capital expended on 1t.

948. An essential preliminury tq embarking on such & project, then,
is an estimate of the capital expenditure to Be incurred 1y connection
with it, and of the probable gross revenue which will be realised from
it after it is started This information enables he authority whe has
power to sgnotion the scheme te determine whether sanctisn shodld or
should not be accorded,
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948, Distinction between Capital and Revenue Ezpenditure.—The
success of a commercial undertaking is determined by the percentage
of the net profits to the capital expenditure. It is essentinl then to
distinguish correctly empenditure which is debitable to Capital and to
Revenue Accounts respectiveln. To make this distinction correctly
15 one of the most important dutios of the sccounting authority, as
any error in this respect will falsify the whole of the results of commer-
ail accounts. Mr. Dicksee, in his Trestise on Auditing, draws this
distinetion as follows 3— - s -

“ Shortly sbated, she question can in any event be anawered by finding the snawer
to the following guestion} Has the partioular expenditure inourred in any individual
case beon innurred for the sake of improving the earning capacity of the undertaking ?
X the angwer to this question is in the affirmative, then, and to that extent, the expen.
diture in question is Capital e::‘pan.diture. But if it has only had the effect of pubting
the esrning capacity of the undertaking upon the mame footing an that which had pre-
viously obtained {and whioh has ainos declined by the ordinary l};:::om of wear and tear,
ur the sffluzion of time, in respect of whioch no provision has been made) it must be
charged agaunst Revenue. The precise meaning of this latter qualifidation is that the
mere renawal of wasting assots, not otherwise provided for, cannot be called Capital
expsnditnre, but that any estension, or the ecquiring of fresh aasets, in in the nature
of Capital expenditure.”

950. Eaxperditure of a Capital nature.—It is obvious, then, that the
whole of the untial expenditure in connection with the formation of a
sheme prior to 1ts bemng opened for regular working must be reckoned
ns Capital expenditure, but that the Capital expenditure on the scheme
does not gease with the closing of the Project Estimate,) That estimate
morely provides for the formation of the scheme and’ the ¢ nt
construction or acquisition of aggets to meet the needs incidental to
1ts working, as anticipated at the time of its opening, but does not take
into nccount the adgil;ional expenditure required for the extension of
the scheme or for the acquiring of fresh assets. Ehus for example.
in the case of a Railway, as the traffic expands, the need for additional
facilities increases, and, the process being in the majority of cases con-
tinuous, the itg] account of the Railway is never actually closed.!
but additions are made to it from time to time in respect of extensions,:
alterations, and substantial permanent improvements whick add to
the original value or durability of the property.

951. Expenditure ,chargeable to Revenue Accouni—With effect from
the date of the opening of the business of an undertaking, a_separate
set of Revenus ac«lchunfaq has. etg be;gemp }n addition to the Capit.a}
agGouts previously mentioned, an reafter in the preparation o
estimates, pt:he allozation of bills, and the final record %E E?rpendilsure
o the accounts. & cléar distinction has to be drawn between expendi-
ture of a Cupital nature, such as is ffentioned above, and gxpguditure
chargeable to the Fevédnue account] which mav be said to consist of
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expenditure ourred in replacements, repairs, reflewals and deprecia-
tion of fixed asscts, and aleo_the current expenses for carrying on the
business, auch as salaries of establishment employed on earning revenve

and other incidental expenses. such as rents, rates, carriage, insurance,
ato,

952. Hard and fast rules impossible.—The foregbing statement? of
the case gives only the general principle, which is applicable to all Gove
ernment Commercial Departments or undertakings. It is quite impos-
sible to draw a hard and fast line hetween what is debitable to the Capital
and what to the Revenue Account. Cases may arise in which a work
of replacement partakes of both a capital and & revenue nature; and
this makes the question of allocation specially complicated,

953. Rules for Raslways.—In the case of Railways, the practice, which
was until recently followed in allocating between Capital and Revenue
the expenditure on renewals and replacements, was based on the prin-
ciples and rules promaulgated in the Secretry of State’s Despatch No. 17,
dated 9th March 1864, the relevant portions of which are quoted below :—

{a} * There can be no doubt that the expenscs of an additional length of Reilway,
of the doubling of an existing line, of the original construction of any work
inoluding that of thosa intended to be only temporary, as well as of ull addi-
tions tu exieting worke, onght to be charged to the Capitel account.”

(¥} " When new lines form a junction with an existisg Railway, the expense of
the junction, aRd all its concomitant applisnces of stations, sidings, signale,
etc., is properly chargeable to Capital account and the cost should te di-
vided, in such proportion as may be feir, between the iwo Railways for whoee
mutual end joint benofit the junciion is made.”

{¢} * The cost of additional stations and of any important building, not previously
contemplated which is added to an exisling station, shouid be charged to
Capital socount,”

{2) “The cost of maintaining in & proper condition the works when completed
must be charged to the Revenue account, but if any extraordinary casnalty
should occur such as the desiruction of a bridge by flood, the case must be
regarded as exceptional, and the cost of construction or replacement must
be charged to Capital or Revenus, or divided betweon them, as ray be deemed
progper, acoording to the circumatances of the case.™

{¢} " In relaving raile. if the original rails have proved too light and additional
gtrength in  weight of iron or etee] be required, the Capital accourt should
®bear the differonce between the comt of the new and improved raila and that
of replacing the old raila by rails of eimilar character, Revenue being ¢harge.
able lor relaying and all other expenses. The same principle should be ap-
plied to replacing by iron eleapers those of wood originelly laid down.”

1f) ““In the locomotive stock,"Capital ought to bear the¥rst expense of any addi-
tion which may be made to the existing stock and of any important itrprove.
ment or alteration which may kg made in the dure?as well aa of mac inery
which is abaolutely new, and not merely in placement of oJd dut 4ll re-
pairs and lesa importent alterations of the existing stock of ¢pgines,s car.
risges or wagons already paid for and handed over for working purposes
should be charged to Revenue. The rolling séhek and plant, after ein!
rnee paid for Srom Capital, mugt be kept by Revenue to ite ful] complement
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{g} * In no oase sholld the coat of mere appurtenances of stock, after the open-
ing of a line, ar of a charge puch aa the substitution of ono mode of lighting
for another, whether in engines, carrisges, stations, or signal lampe, the cost
of whivh has olready been paid for out of Capital, be ndmitted as capital
expenditure. These propetly belong to the traffic Revenue account.”

§54. The actual opration of the sbove principles has since ‘been
frequently discuss&d and the ryles have, on occasion, been elaborated.
and modified. In the cuse of company-worked Railways, their strict
application has sometimes been relaxed to meet the terms of contracts,
Formule were devised for measuring thetextent of betterment and the
consequent proportion of the charge for replacement which should be
met from capital funds. As developed and applied in practice, the
broad principle has been that revenue should pay for the cost of re-
placing and renewing property to the sawe standard of eflectiveness
a8 was firat provided out of capital funds ; and that the cost of genuine
betterments only, whether determined by a formula or by more general
considerations, should be met by capital,

855. Depreciation Fund.—The question of allocation was again
brought to the front during the consideration of the scheme for estab-
lishing & Depreciation Fund for Indian Railways as recommended by
the Railway Finance Committee of 1920. It was found at a very early
stage of the discussions on this matter that the creation of a Deprecia-
tion Fund founded, ngt on the originul cost of the property, but on
the expenditure which would have to be incurred at some future date
to replace the property in a like standard of effectiveness, involved
difficulties and complications which would render the working of the
fund all bit impracticable. This led to the adoption of a principle of
allocation based entirely on the original cost of the, property to be re-
placed. This has greatly simplified the problem of allocation and the
establishment and maintenance of & Depreciation Fund, This prin-
ciple of ‘ original cost ' is not inconsistent with the canons of commer-
cial accounting, as the cardinal requirement of such accounting is that
Revenue should pay or provide a fund for the adequate replacement
of all depreciation of property.

856. On the separation of Railway from genersl finance, asRailway
Depreciation Fund was established with effect from the 1st April 1924,
to provide for the cost of renewing all wasting assets with the excep-
tion of formations. fencing and ballast ; and revised rules of allocation
based on the * origifisl cost ” principle ave been promulgated from
that date, Under these rules, when an article (or work) is replaced at
more than the original eost, the extra cost is charged to capitsl; and
conversely When an article is replaced at less than the original cost,
capital is reduced by phe difference between the original cost and the
cosL*of replycement. In both cases, ghe full original cost is charged to
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revenue, the actual charge to revenus being spread Bver the period of
the asSumed normal life of the asset by means of the annual contribu-
tion on its account to the Depreciation Fund. The aunual contribution
to the Depreciation Fund is a final charge against the revenues of the
year, irrespective of what the payments from the fund may be. The
effect of this rule is that, when an asset is #placed or abandoned or
discarded before the expiry of its assumed normsl Mfe, the cost a¢ debit
of capital is written off to the Depraciation Ifund which continues to
lrifeueiva credit on its account until the expiry of its assumed normal
e,

f£957. The now rules of allocativn of expenditure on renewals and
roplacements, and the arrangement for the Depreciation Fund, could
not, however, be introduced in Stato Railways worked by companies
80 long as the present contracts remain in force. In these Railways
the actual expenditure on renewals, etc., is charged against Working
Expenses.

858. Mingr works, and temporary und erperimen'al works.—-A8 an
exception to the general rule, the cost of any work estimated to cost
not more than a stated sum, as well as the cost of all temporary and
experimental works, are charged to revenue,

059. Capital recgipts.—Capital receipts arise wainly from the sale
or disposal of assets already charged to the Capital accounts, and are
therefore treated as a reduction of capitul expenditure. In the case
of Railways, thess consist mainly of Capital raised by Companies work-
ing State Railways towards outlsy on those Railways.

980, System in Indian Posts and Telegraphs Department.—A “com-
mercial system of accounts has been introduced in the Indian Posts
and Telegraphs Department with effect from the year 1925-26. Block
accounts have been prepared showing the present value of existing
assets. The valuation Reports revealed that the amount of ‘ expired
capital outlay * on April 1st, 1925, wae very considerable, and that asseta
represgnting an appreciable amount of expenditure have been lost or
abandoned in the past. A Depreciation Fund, contributions to which
are made on & Sinking Fund plan, has also been instisuted, but the Fund
bears the cost of replacements to the extent of the depreciation ascru-
ing after April 1st, 1925,%0nly, while ke balamce of expenditure which
corresponds with the expired capital outlay on Apnl lst, 1925, 13_met
by interest-bearing advances from Genera! Béventes.

961. Special rules for Irrigation works, etc.—As regards” the projects
for Trrigation, Navigation, Embankment and Drainage Wonks, the
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following rules are obae:ved in deciding whather an item of expendltu:e
should be charged to Capital or to Revenue sccount :—

{a) Capital bears all charges for the first construction and equip-
ment of a project. as well as charges for maintenance on
sections not ppened for working, and charges for such sub-
sequent addthions and improvements ss may be sanctioned
under rules by competent authority It may also bear
charges on account of restoration of damages caused by extra-
ordinary casualties. such 88 flood, fire, efe., and such charges
ate separately recorded as “ extraordinary replacemanta »

(5) Revenue bears all charges for maintenance and working ex-
pensee which embrace all expenditure for the working and
upkeep of the project, and also for such renewals, replace-
ments. additions. improvements or extensions, as under
the rules in clanses (¢) and (d) below are chargesble to the
Revenue account,

(¢) In the case of renewals and replacements of exiSting works.
if the cost really represents an increase in the capital value
of the system and excoeds the coat of the original work by
Rs 1,000, or such other limit a8 may be fixed by the local
Goverument, the cost of the new work is divided between
Capital and Revenue, the pertion debited to the latter ac-
count being the cost of the original work, which is estimated
if the actual cost is not known, the Bulance being charged
to Capital. In other cases, the whole cost of the new work
is, charged to Revenue. Thus & remewal which does not
represent s substantisl improvement of the original work,
but is in all material essentials the same as the latter, al-
though it may exceed the cost of that work by more than
the prescribed amount, is not charged to Capital but to the
Revenue account,

() When the construction estimate of a8 project for whioh a sepa-
rate Capital account is kept, is closed, the expenditure on
works of extensions will be charged thus :—

(i} Estimates exceeding Ra. 1,000, for (1) works which are in
themselvea directly remunerative, such as new distribu-
taries, mills or yorks for increasing the canal discharge
and (2)*worke which are neoeasary for the full develop-
ment of a project, but are not in themaelves directly
remunerative, shdll be ‘charged to the Capital account.

(n) Kstimates amountirg w Re. 1,000, or under shall be
charged fo the Revenue account.
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(ii) All estimates for works which are neither remunerative iv
themselves nor considered necessary for the develop-
ment of the project shall be charged to the Revenue
account.

962. How the Capital and Revenue Expenditure 7% met.—The revenue
expenditure of quasi-commercial projects is generally met from the
ordinary revenues of the country, but the capital expenditure is met
mainly from the follpwing sdurees :—

(@) Current surplus revenues or cash balances accruing from pre-
vious surpluses ;

(b} Any balances available from Savings Bank or other Deposita;

and

(¢) Sums borrowed in the open murket or from the Provincial
Loans Fund.

The question whether the capital expenditure on a particular work
or project is to be met from revenue or from other sources, is purely
& question of finance. The capital expenditure on the Northern India
Salt Revenue Department is charged in the Revenue Section of the
accounts.

863. Local Govermuents’ powers [of borrowing.—As to (c) above,
large powers have now been conferred on Governors’ provinces to raise
loans required for their needs under the Local Government {(Borrowing)
Rules, Local Governments can thus raise loans for any of the following

purposes i—

(e} to meet capital expenditure on the construction or acquisition
(including the acquisition of land, maintensnce during
construction and equipment) of any work or permanent
asset of a matertal character in connection with a project
of lasting public utility, provided that—

(i) the proposed expenditure is so large that % cannot
reasonably be met from current revenue ; anc:

(i) if the project appears to the Governor Genera! in
Councjl unlikely te yield g return of not less thane
such percentage as he may from time to timie by
order prescybe, arrangemersts are made fore the
amortization of the debt”;

w) to meet any classes of expenditure qn irrigation " which have
under rules in force,before the passing of the, Act b&%n met
from Loan Funde;
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(c) for the giving of relief and the establishment and maintenance
of relief works in times of famine or scarcity ;

{d) for the financing of the provihcia.l loans account ; and

{e) for the repgl}nn:nt or consolidation of loans raised In accordance

with these rules or the repayment of advances made by the
Governor General in Couneil,
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CHAPTER 38.

Compilation of Accounts,

984. The Several Stages of Compilation.—The fifst compilation of
the Indian public accounts takes place at the Government treasuries
and in certain departmental offices whose transactions appear in the
treasury accounts in lump ; the sepond takes place i the several Account
Offices mentioned in Chapter 5 ; the third—a subsidiary account—takes
place in the office of the Controller of the Currency ; and the final com-
pilation takes place in the office of the Auditor General. ’

885, The Initial Complution.—~The first stuge of the initial compila-
tion is the daily asccounting of each receipt and payment as it occurs
in the Cash Books and subsidiary registers of the Treasury and of cer-
tain departmental offices. This process ,corresponds with the daily
postings of the Cash Book and Ledgers in a business firm or company
(except that their Ledgers are kept by double entry). From these
initial records each treasury gngBil%s schedules of receipts and pay-
ments for each Department, or lor each major head not relating to
any particular Department, which, together with the monthly Cash
Account and the List of Payments, are submitted to the Account Offices,
The departmental accqunts are however submitted 1o the Account Office
already compiled, together with the necessary vouchers and other do-
cumenta.

966, Procedure of account in Account Offices.—The procedure of the
initial compilation has been described in Chapters 8 and 9 ; and it is now
necessary to pass on to the luter stage of the procedure of accounting
in an Account Office. This Chapter mainly describes the various pro-
cesses generally followed, in a combined Civil Audit and Account Office®,
in the compilation of the account of Government transactions in India
in respect of which initial accounts are rendered to the Indian Audit
Department by treasuries and by certain departmental officers, In
the case of Posts and Telegraphs Account Offices, the aystem described
here may be taken as a general guide, though in matters of dewsil the-
rules prescribed in the Posts and Telegraphs Account Codes are appli-
cable. ‘ ’

987, The system of accopnt compilation as oPtaining in the sepa-
rated'Account Offices is not carried out by the Indian Audii Depart-
ment ; although it should be remembered that in their case the Auditor
Gieneral has the power to prescribe the form ift which, and ghe time or

® Note.~In the case of the oflices of the Accountsnt (eneral, Central Raven:
the Accountant General, Madrss, and the Audiy Officers, Indian Stores Deportwiant,
and the Lloy+ Barrage and Canals Corefruction, the procedure for comgilation differs
in certain details from that desoribed in this Chapter.
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times at Whlch the accounts shall 'be mbm:&ed to Ilim fo: qﬁ lnd 4
* for inclusion in the Finance and Revenue Accounts. o

968. Compilation of Treasury Awount&—-l‘he distinctive feature of
the method by which, until recently, accounts were compiled in the
Account offices was tﬂ'a.t the District or Treasury formed the main ac-
counting unit, and the whole of the public transactions taking place
at a treasury used to be collected in the first instance in a separate com-

M] ¢ COMPILATION OF

& ’;':' z

™ pilagion book for that patticular treasury. The figures from the com-

ilation books for all the treasuries wess then consqlﬂwted under dlﬂerent.
eads of account through the Detail Book.

989, The defect of this system lay in the fact that ;kﬁ figures per-
iammg to a head of Service remained, in the initial stages of compila-

P8 1.3 ...-——--—.

~tion, scattered over a number of compilation books, and ‘it was not

_until sometime had elapsed, and the figures had undergone mumerous
rocesses of compilation, that the total expenditure for the whole
,grovmce under each head could be readily ascertained. :
é - 970. Obviously this arrangement was unsatmfactmy from the point
-oi*ﬁﬂew of financial control over'the progress of expenditure against
“funds allotted ; and the defect in the system became the more notice-

able after the Reforma of 1919 in view of the enhanced responsibility
placed upon the administrative authorities i in regard to this matter.

971. To remedy t'ms defect. a aystem of cempilation—commonly

 known as the Departmental System~has been. introduced in the Ac-

“gount Office under w}nch deta.ﬁs of transactions are compiled under

Revenue and Service heads for the whole Province on a Departmental

‘or Major Head basis. The detailed procedure is described below ; «nd

_.it-a'hould be observed that the separate schedules of meetpu and pa y-
ments, which are submitted by m' 85, o1 7

nary to 1t, 3

972. The first stage of Compilation of the T'r

Awoum +—The

Detail B —-frT:eﬁrststage of compﬂataonu of thel)mﬂf-
, T e A8U | i) ‘ VTILE . .I .
The Detail Book oontamsawhoqlmlmn dblmct
or andhomontaloolnmnaioreachdetuled' g Jooount.
_ Aummmrwmpﬁmdmmammm_h fi
 ppa of major heads of account in the Cash Account or the Li
“of Payments, the fighres, so far aa these htads are concerned, are t

1 :,_-.un : mda m the mmm
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wl;in respect of each Department or major heed of ‘ revenue
celpta’ or ‘ service payments .

974, The second stage of Compilation of the Treasury Accounts :—The
Classified Abstzacts.—At the same time, receipts and payments per-
taining to detailed heads of revenue and expenditure, which are en-

tered by treasuries in ezi%ﬁ,r_ﬁﬁg gchedules, are gdouped, totslled and
posted in the Classifi stract which is maintainetl separately for
each Department, cach group of small Departmentsméin:mior head
of account not relating to any particular department, according to local
convenience. The form of this.Ahstract is precisely the same as that
of ¢he Detail Book., g K

975. After both the schedules of payments and the receipt schedales
for the month have been completely posted in the Classified Abstract,
the total of the postings is taken (with a minus sign) to the Suspense
head named after the Department or major head to which the Abstract

relates, in clearance of the corresponding suspense head in the Detail
Book.

976, The prbmpt clearance of these suspense heads is an essential

feature of the amangement, and is wafched through separate Broad-
sheets maintained for the purpose.

977. The Classified Abstracts, when completed, bring out the monthly
Provincial totals under each detailed and minor head of revenue and

expenditure for each Qe'partment‘gx,;pajq; head, se the case may be.

.....

978. The third stuge of Compilation of the Treasury Accounts :—The
Consolidated Abstrgct,—The next stage of compilation is the posting
of the figures from the Classified Abstracts into the Consolidated Ab-
gtract. In this Abstract, heads of account appear in a vertical column
on the Jft, and similaT columns are provided for each month for progress-
ive totals for all months except April. Separate Consolidated Abstracts
are maintained for eacln Department or Major Head of account.

879. Departmental Accounts.—Jhe procedure in dealng with the
departmental accounts which are rendered to the combined Civil Audit
and Account Offices is-elightly different, as they are received alrcady
compiled and argsincorporuted direct in the Detail Book, in separate
volumes which may be kept for each such Department. The second
stage of compilation of the departmental account is the prepardtion
of the Consolidated Abstract, of which onc set is maintainud jor incor-
poration of the departmental figureg ps well as thesfigures under Debt

and Bemitiance heads.

980, The final stage of Compilation :—Absiract of Magjor Head Totals,
—The final stage of compilatien i the preparatien"of The Abatract®of
Major Head Totals from the Consolidated Abstracimwﬁoned m

graph 978.\This Abstract is in the sppe form as the Consolidated Abstract
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and shows, by ma]or heads of account, the entire receipts and disburse-
meniz of the Froviace during and to end of the month.! It brings out
the joint accounts of the Central apd Provincial Governmehts under
revenue, expendifure and debt heads, pxcluding {1) transactions adjusted
finally in the Home Accounts and (2) Miscellaneous adjustments be-
tween the Central and the Provincial Governments which are adjusted
outside the regular aftounts.

981. The Civil Account.~0n completion of the Abstract of Major
Head Totals, an extract from it, in & form known as the Civil Account, is
forwarded to the Controller of the Currency on the 25th of the month
following that to which the aecounf relates.

882. Account of the Controller of the Currency.—The Controller of the
Currency also receives the account of the Indian Posts and Telegraphs
Department and the Railway Department, and submits to the Govern-
ment of India the following monthly compilations of the accounts received
by him :—

() a compilation for Civil Account Offices ;
(i) & compilation for Posts and Telegraphs ;
(ili) & compilation of the Railway Accounts,

These, however, are not available ungil two months after the month
to which they relate. Figures of treasury receipts and issues are reported
to the Government of India on the 16th of the following month except-
ing those for the month of January which are telegraphed on the 10th
of the following ronth.

983, Accounts furnished to the Provincial Government.—The Account-
ant General* furnishes the provincial Government with a monthly account
of its transactions in such form and deteil as may be required. This
account includes also the Home transactions of the provincial Govern-
ment as shown in the monthly accounts received from the India Office
and the High Commissioner, the sterling figures being converted igjo
rupess at £1=Rs. 13}.

984. Summary of the Accounting Process.—It will be noticed that
the monthly compilations in the combined Civil Audit and Account
Offices proceed in four stages, In the case of each treasury, the original
aocounts reach the Audit office in the form of Schedules of receipts and
paymenta, Cash Account, and List of Payments, supported by the
necessary vouchers, while, in the case of departmental offices, they are
received in the fort of clasmﬁed abstracts, supported by the necessary
documents. . .

985. The problem # to #scertain the total receipts and payments
uftder esch detailed, minor or major head of account for the whole

ﬁnm This does nol apply to a Pruvi.noe where the separate Acoounts are pompiled
under ihe digection of the Looal Governmend itself.
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Province. To this end, the’receipts and paymentsare¥i) grouped and
totalled for each District under each detailed head in respect of Debt
and Remittance transactions, and in lump for revenue receipts, and
parvice payments (this item refers to Treasury transactions only), (i)
summed into Departmenta] tatals under’ ench detatled and minor head,
(iti) sammed info Provincial totals under each minor and major bead.
Opportunity is at the same time taken to compare tNe growing figures
with the budget estimates and appropristions. The essential compila-
tion books are the Detail Book, the Classified Abstract, the Consolidated
Abstract, and the Abstract of Major Head Totals.

986. Subsiudiary Accounting Processes.—In describing the main out-
line of the successive stages of Compilation, certain subsidiary accqunt-
ing processes have been omitted which are essential in order to bring
correctly to account items which do not fall properly into their places
in the ordinary course of procedure. These will now be considered--
although it will be understood that they come chronologically at an
earlier stage.

987. Correction of Acdounts.—Corrections of accounts, necessitated
by_misclassificasion or other causes, are made by means of transfer en-
tries, except that, when a correction affects heads appearing in different
Classified Abstracts maintained by the Treasury Audit Sections in a
Provincial Accountant General's office, the necessary transfer is generally
effected through the medium of the &uapanae.heeds mentioned in para-
graph 973.

988, Transfer entries.—Transfer entries, as the name indicates, are
entries made to transfer an item from one head of account to another,
The idea is in itself gsimple, but the procedure necessary to carry it out
is somewhat elaborite, The detailed procedure and forms are given in
Chapter 11 of the Account Code. The final outcome i8 a number of
separate statements showing the debits m be made under
each detailed head, the totals of the debits and credits being necessarily
equal. In the ase of revenue and service heads only the net result
appears in these statementsf or in other words, the debits and credits
under each detailed head are deducted from each other and only the
balance posted. But in the case of Debt and Remittance heads, the
gross credits and debits are usually posted, as these heads have answoring
accounts on both sides. The pet result of all the ttansfer entries is
posted monthly at the foot of the Detail Books and the Classified Abstracts
and the detailed and minor head totals ale thus cerrected,

989. Exchange Accounts.—Exchgnge Accourrt trwsactions sre of the
nature of paper remittances from one’ Depaltment to another, The
Military Department receives or pays an amount which belongs to Civil.
1t eredits or debits it to “ Exchange Account between Civil and Miligary™
{a head upder Debt and Remitmance) and sends an account to Civil
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which responds’by Jdebiting or crediting b Exchange Account between
Civil and Military ”* by credit or debit to the proper revenue er service
head. On the Government books, therefore, for the single transaction
(which we will say is an item of receipt) there are in the first stage three
entries, namely a credit and a debit to the head “ Exchange Account
between Civil and Mikitary,” and a credit to the proper revenueshead.
In the Auditor General’s cffice the entries under the Exchange Account
head are taken against and cancel each other, and the net result is the
credit to the revenue head transferred from the Military Department
where it occurred to the Civil Department where it has to be brought
to account. As in the case of trensfer entries, wirile the idea is simple,
the actual process is & somewhat elaborate bit of accounting.

890. Division of accounts.—It has already been explained (paragraph
240 and Chapter 15) that, in- addition to the numercus heads of
account or classification, there is & broad division of Revenue into
Central snd Provincial, and of Expenditure into (1) Central—Non-
voted, (2) Central—Voted, (3) DProvincial Reserved—Non-voted,
(4) Provincial Reserved—Votéd, (5) Provincial Transferred — Non-voted,
{6) Provincial Transferred—Voted. In the Detail Books, Clussified
Abstracts, and Consolidated Abstracts, the detailed héads subordinate
to each minor head are grouped under these sub-divisions The Abstracts
of Mejor Head Totals bring out, therefore, the tota! figures of the
province under each of these sub-divisions for each major head.

991, Accounts compiled tn Separated Account Offices.—Simultaneously
with the compilation made in the combined Audit and Account Offices,
similar compilstions are also prepared by the separated Account Offices
for the area or department concerned ; and in their case also the essential
books of compilation are the Detail Book, the Classified Abstract, and
the Consolidated Abstract. . .

992. Accounts submilted to the Auditor General.—From the accounts
thus compiled in Account Offices, the progressive figures for March
final, that is to say such of the transactions of the year as can be adjusted
up to the 31st July of the following year, are communicated to the Auditor
General on the 10tk August. Correcting or sdditional entries made
after the despatch of the March final account are communicated to the
Auditor General in two batches on the 10th Beptember and 10th.October,
after which no entries are permitted.

993, Indian Home Accounts,—Copies of the accounts prepared by the
India Office and the High Commiseioner, in respect of transactions
incurred in England on behalf of the Central' and Provincial Governmenta
wkich are finally bovked in the Indien Home Accounts, are also seut by
the Home gputhorities t& the Auditor General. These, together witk
the “Accounts mentioned in the last paragraph, form the basis of the
g‘ilna{;ce and Revenue+Accounts which will be considered in the next

aprer.
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894. Machine Aocounting,—Before closing this Chapter, it is desirable
to mention the fact that experiments are at present in progress in the
mechanisation of accounting processes. In regard to simple processes,
such as the accounting of Provident Fund transactions, the use of
machites has already become standardised,. The»mechanisation of the
processes of sccounting which have_been described im this Chapter re-
quires, as must be apparent, far greater study and experiment in view
of the numerous complications which these processes involve. It ia
too early, at the time of writing, to include any details regarding the
progress of these expdriments ; but readers of this Manual should use
every endeavour to keep themselves in touch with the development of

the employment of machine methods for accounting and compilbtion
work.



280

895-099) FINANOE AND REVENUE ACCOUNTS. [ CuaPp. 39.
) .

3 ——
— -4

CHAPTER 39.

Finance and Revenue Accounts,

996. Finance and "Revenue Accounts.—The final compilation “of the
Indian Public Atcounts (including the accounts of the transactions
occurring in England) is prepared in the Office of the Auditor General
in a form known as the Finance and Revenus Accounts of the Government
of India, for submission by the Auditor General to the Secretary of
State in Council, through the Governor-General it Council.

998, Statutory basts of the Finunce and Revenue Accounts,—The
statutory provision relating to the public accounts of India is contained
in Section 26(7} of the Government of India Act which runs as follows :—

' The Secretary of Btate in Council ahell, within the first twenty-cight days during
which Pnrlisment is sitting next, after the first doy of May in every year, lay before both
Houses of Parliament—

»
{a} An acoount, for the financial year precedini that last completed of the annual
produce of the revenues of India, {distinguishing the same under the respective heads
thereof, in each of the several provinces ; and of all the annval receipis and disbursements
at home and abroad for the purposes of the overnment of India, distinguishing the
anme under the reapective heads thereof ;

* ® - - ™ -

(c) Accounts of all stocks, loans, debta and liabilities chargeable on the revenues of
India at home and abroad, &1 the commencoment and elose of the financial year preceding
that: lust completed, the loans, debts and liabilities raised or iffewrred within that yvear, the
amounta paid off or discharged during that year, the rates of interests Lorne by those
loans, debts and liabilities respectivoly, and the annual awount of that interest,

» [ 3 [ ] = » [ 3

997. The accounts prepared in obedience to this provision of law are
the Finance and Revenue Accounts of the Government of India mentioned
in the opening paragraph of this chapter. Rule 18 of the Auditor
General’s Rules definitely imposes upon the Auditor General the duty of
preparing the annual Finance and Revenue Accounts of the Govern-
ment of India in the form prescribed by the Secretary of State, and thus
gives statutory recognition to the practice which was previously in force.

998. The compilations received from the Account Offices jn India,
and the Home Accounts received from England, are the baais of the
Finance and Retenue Accounts ; and the powers vested in the Auditor
General in regard to accounts, as described in paragraphe 47, 654 and 97,
are incidental to his responsibility for the preparation of the Finance and
Revenue Accounts.

999. The compilatiore of the Finance and Revenue Accounts is made
by 'eollectén(g the figures communicated by the several Account Officers
and those in the Home Accounts, aecording to the arrangements described
in piragraph 10.1 below, through a geparate compilation record called
the Working Sheets. Before, however, these figures are finally accepted,.
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they are carefully checked with the Budget and Demands for Grants,
and any inacouracies discowered are communmicated to the Account
Offices for re-adjustment in the last batches of aceounts.

1000. Peculiarities of the Finance and Revenue Accounts—The pre-
paration of the Finance and Revenue Accounts is complicated by reason
of the fact that these accounts—

{a) cover transactions not only of the Central Government but also
of the Provincial Governments with their separate resources
and theoretically separate balances ; .

(b) combine transactions mn {wo currencies,—rupee and sterling—
the exchanfe relation of which varies from time to time,

The present method of exhibition of the accounts is the outcomesof a
series of developments which are described in the introductory note to
the Finance and Revenue Accounts.

1001. General arrangement of Accounis.—The Finance and Revenue
Accounts consist of three parts :—

(i) General Accounts {Acoounts Nos, 1A to 12).
(i) Subsidiary Accounts (Sections A to W),
(iii) Appendices.

Throughout the Genseral Accounts, the transactions are presented in
round sums of Rupeesy the transactions in Englatd being combined with
the traneactions in India at the rate of exchange prescribed by the
Secretary of Btate for India. In the Subsidiary Accounts, howaver, the
transactions in England are as far as possible cxhibited separately in
sterling, the total being converted into rupees and added to the India
figure o as to give a rupes total.

1002, General Accounss.—These Accounts open with a general state-
ment which shows in parallel columns the revenue and expenditure of the
Central and Provincial Governments, the laiter in the aggregate, and
bring out the net result of the revenue account of the Central Government
on the one hand, and of the Provincial Governments on the other.

1003.s Next to this a summary is given of the receipts and disburse-
ments of the Central Government working from the cash balance at the
commencement of the year to the balance at the end of the year.”

1004. Theu an account i» given showlng by geographical areas the
revenue and expenditure of India, both Central and Provincial, in the
saversl Provinces of British India aud in,Englagid, atranged under mafor
heads of revenue and expenditure, and finally the total wevenue and
expenditure of India as a whole.
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1005. These gre followod by other sta.tementa showing :—

(i) In the vase.of the Central Government, the revenue and expendi-
ture of that Government, as distinet from those of the Pro-
vineial Governments, arranged under major heads of account,
and their distribution between England and the several
Provinces of India; and the debt and remitfance transac-
tions arranged under main heads, and the opening and ¢losing
cash talances digtributed between England and India.

(ii) In the case of each Provincial Government, its total receipts
+ and disbursements, both in India and England, under revenue
and expenditure major heade as well as under debt heads,
the distribution of the expenditure between * Reserv:
and “ Transferred,” and its opening and closing balances
held in deposit with the Central Government.

(ili) The distribution between ‘voted’ and ‘non-voted’ of the
expenditure of the Central and of each of the Provineial
Governments by major heads of account.

1008. Subsidiary Accounts.—The Subsidiary Accounts show by minor
heads, and by detailed heads where necessary, the details of the figures
shown in the General Accounts. F¥or convenience of exhibition, the
transections are grouped into sections which are distinguished by letters
of the siphabet, a double letter denoting the capital portion of the parti-
cular set of transactions. By this arrangement a complete idea can be
formed of the Capital and Revenue transactions of the important Com-
mercial Departments which are brought to account under different major
heads in the general accounts and estimates. The nature of the accounts
included in each section is described in the explanstory notes appended
thereto.

1007, The Subsidiary Accounts are prepared on the basis of * Govern-
mepnts * a8 & unit, and under eack Provincial Government they show
the distribution between ‘ Reserved * and ‘ Transferred’ of the expendi-
ture in India and in England. Each of these accounts is preceded by a
comprehensive note explaining the nature of the transactions with
which the sccount deals. A close study of the notes preceding the
important accounts gives a general insight into the principles vaderlying
the financial system followed in India.

1008. Appendices.~—The Appendices in the Finance and Revenue
Accounte are three in 2umber, marked “ A4 “ B " and “ C.” Appendix
“ A contains a general account of the debt and remittance transactions
of' the Government of India, distiibuted between England and the
several Provinces of British India, This is followed by detailed accounts
of debt and remittance heads of which the particulars are not given in
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the body of the Finance #nd Revenue Accounts, Appendix “B”
contains an account of capital raised by Railway Cotnpanies for expendi-
ture on State and other Railways in respect of which guarantees of
various kinds have been given by Government. Appendix “C” re-
produces the Balance Sheets and Profit and Loss Accounts of some of
the more important Commercial undertakings of the Central and Pro-
vincial Governments whose accounts sre maintained under the rules
in Chapter 2 of the Account Code. The detailed accounts of these under-
takings are, as already stated, maintained outside the regular Govern-
ment Accounts in the proper commercial form, and the aocounts are
subjected to the usual.audit checls by the Director of Commercial Audit.

1009. Method of accounting.—In paragraph 19 it has been stated that
the mass of the Government accounts are kept by single entry. , The
whole of the compilation deseribed so far (except the pro formd accounts
of the Commercial departments and undertakings) is single-entry com-
pilation, and may in fact be regarded as the compilation of one huge
-daily, monthly, and yearly Cash Book, broken up into Treasury, Depart~
mental, Central and Provincial Sections, and working to a daily and
monthly casl® balance or surplus. But there is also a double-entry
portion of the Gpvernment Accounts, which will be described in the next
Chapter.
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CHAPTER 40,

Technica_i Accounts.

1010. Review of Bolances.—Under Rule 21 of the Rules framed'under
Section 96-D (7)eof the Government of India Act, 1919, the Auditor
General is statutorily responsible for preparing a Review of the Balances
outstanding in the books maintained by the Account offices, This
is necessary in order to bring home te the debtors of Government their
liabilities, and to review Government's liahility wo the publie.

1011, Technical Aecounts.—This necessitates the maintenance of a
et of Technical accounts called the Journal and Ledger, which are main-
tained steictly on the Double Entry system.

1012. The main purpose of the Journal and Ledger is to bring out,
by a scientific method, the balances of accounts in regard to which
Government acts a8 a banker or remitter, or borrower or lender. Such
balances are, it is true, also worked out in the regulir Government
accounts already described, which are single-entry cempilations ; but
their accuracy can be guaranteed only by a periodical verification with
the balances brought out in the double entry accounts.

1013, As the finances of each of the Provincial Governments have now
been separated from those of the Central Government, it bas become
essential that the balances relating to each Goverfiment should be sepa-
rately worked out, and for this purpose the Journal and Ledger are main-
tained in two parts : Part I for transactions of the Central Government
and Part IT for those of the Provincial Governments.

1014, The Journal.~-The Journal first sets out all the opening hulances
of the year, then all the transactions of the year, and finally all the closing
balances of the year. As the opening entries of one year in the Journal
are the exact replica of the closing entries of the previous year, the former
are posted only by group heads, full details under each being available
in the closing entries in the previous year’s Journal.

1015, The transactions of each month are then posted in the Journal
by the following entries:—

I.—CENTRAL SECTION,

(i) Sundry Aceyunts, ete. Dr. to -
(a) Revenue Receipts and Sundry accounts (Central)—for
the ‘revépue and receipts of the Central Government of
the month.

(b) Provincial. Government—-for the revenue and receipts
of the Provincial Government of the month,
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(i) (a) Service expendiittre and Sundry accounts ¢Central)} Dr.
¢) Provincial Government . ., . . }to—-—

Sundry Accounts, etc., for the amounts of the Central
and Provincial disbursements of the month.

(i’iy) Provincial Government Dr. to :—

Net Expenditure in England (Provincial Sovernment) for
the net transactions of the Provincial Government in England
for the month,

(iv) Provincial Goyernment Lir. to :—

Provincial contributions and miscellaneous adjustments be-
tween Central and Provincial Governmenta for the, net
adjustments under this head.

II.—ProvINCIAL SECTION.

(i) Central Government Dr. to :—
Revehue Receipts and Sundry accounts (Provineial}—for
the revenue and receipts of the Provincial Governmont of

the month.

(i} Service Expenditure and Sundry accounts (Provineial) Dr. to —
Central Government—

for the disbursement in India of the Provincial Government
for the nfonth.

(iii) Net Expenditure in England {Provincial Government) Dr. to :—

Central Government—

for the het transactions of the Provincial Government in
England, for the month,

{iv) Contributions and Adjustments between Central and Pro-
vincial Governments Dr. to :—

Central Government—
for the net adjustments under the former head.

1018. ,The totals in the amount celumns of the Journal are not closed
at ihe end of each month but are carried forward continuously il the
end of the year when the balance should be struck. The details,of the
balances as worked out in the Ledger are then posted in the portion of
the Journal in which are resorded the cldsing cntsies.

1017, The Ledger.—The Ledger shows the, opgning balance, the
transactions of the year, and the cfosing® balanee of each Ledger hoad.
As ragards the Debt and Remittance heads which are closed to™ Balange "
(see paragraph 1020) it shows in respect of each Local Lnger Head
(see Appendix 7 to the Audit Codp) the opening balance, the transactions
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of the year, and the resulting closing balance. In regard to Debt and
Remittance heads which are closed to ** Government ” the postings are
made by Central Ledger Heads only. Similarly the Revenne Receipts,
Service Expenditure, and Capital Expenditure not charged to Revenue,
are posted by totals only. The main object of the Ledger is to bring out
the balances under the Debt and Remittance heads which close to Balance

and the postings in respect_of other heads are intended merely for the
purpose of squaring the Ledger.

1018, The main ledger heads are i(—

(i) Opening and closing heads, namely * Government ™ and

(ii) Revenue Rececipts.

{iii) Service Expenditure.

(iv) Capital Expenditure not charged to Revenus,

(v} Net Expenditure in England (Provincial Government).

(vi) Provincial Contributions and Miscellaneous Adjustments
between Central and Provincial Governments,

(vii) Remittance heads which are elosed to Government,
{viii} Debt heads and Remittance heads which are closed to balance,

(ix) Personal accounte of Collectors who are in account with the
Account Oficer, v

1019. Under the system of hook-keeping followed m the Indian
accounts, all ledger heads are closed either to “ Government ” or to
* Balance.” All heads whose balances are not carried forward from year
to year are closed to * Government,” The balance under that head
therefore represente the cumulative results of revenue, capital and
other transactions in respect of which no separate progressive balanced
accounts are lept.

1020. The ledger is opened by transferring from belance accounts to
the various debt heads and personal accounts the balances with which
they close in the preceding year’s ledger. The transactions of the year
are then posted month by month, from the Distribution Statementa for
Revenue and Service heads, and from the Consolidated Abstract for
Capital, Debt and Remittance heads, The accuracy of the postings is
tested after the close of the year by the preparation of a trial balance
sheet the totals of which should agree with the totals in the Journal.
Tha accounts ate closed at the end of the year, by transferring the differ-
ence between the D, and Cr. sides of each account—

<(i) To Government, in respect of Revenue Receipts, Service expendi-
ture, Capit\l expenditure not cherged to Revenue, Net
expenditure in England, Provincial Contribut'ons, etc.,
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and a few Debt and Remittance heads (.5, Gold Standard
Regerve, Imperials Bank Deposits, Remittances adjusted on
the Central Books, Accounts between Civit and Civil, Accounts
between Civil and other Departments, and Remittance
Account between England and India).

(i) To Balance in respect of Debt and Remittance heads other than
those given in (i) above.

1021. Verification of Bolances.—The accounts of “the year are not
complete until the balances upon the ledger under the debt heads and the
outstandings under the remittance heads have been duly verified,
Accordingly an explanatory sthtement of closing balances under these
heada, called the Review of Balances, is submitted o the Auditor General
in the form of a general report, which is drawn up in two parts, Part I
dealing with the balances of Central transactions and Part II dealing
with the balances of the Provincial Governments,

1022 Each part contains inter alie a general statement of balances,
the nature and condition of the asset or liability involved therein, and
also miormatlon whether the person or persons by whom the balance is
owned or from whom it is due admit ita correctness, and, if they do not,
where the diffarence lies. Any diserepancies noticed in the Review
are carefully watched and their reconciliation reported to the Auditor
General in supplementary reports.

1023. T'echnical Report.—The reports of verification of, balances
submitted by the several Account officers in India are reviewed and
consolidated into a glneral Review of Dalances "which is submitted to
the Secretary of State for India. This is known as the Technical Report
on Balances; and it includes, besides the balances in the Indian books,
the sterling balances held on the books of the Secretary of State and the
High Commissioney for India.

1024, The most important statement in the Technical Report is
the statement in the opening paragraph showing the balances in India and
in England. A scrutiny of the statement will, however, show that it
is in no sense a real balance sheet in the commercial senee of the term,
but iz merely a collection of balances in the booke of the Acciunt offices
at the end of a particular year.

1025., The Review of Balances does not therefore in any sense claim to
represent a complete statement of the aagets and labilities of Governiment.
Government has valuable assets in the shape of land, buildinge? work-
shops, factories, stock and stores, etc.,which are not muluded in these
balances, whereas a Commefcial concern would in%ariably include them
in ite statement of assets. The great bulk of the agsets of Goverrmgnt
are of such a pature that it is impUssibke to place upon them a money-
value of sufficient accuracy to justify their inclusion in a Morument of
the nature of a balance sheet.
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1028 Conclmon—lt wﬂl now be lmrlerstood why it was stated in
Chapter 2 of Part T that the immediate objcctive of Government account-
ing is not to ascerta.n the gain or loss on the transactions of the Govern-
ment as @ whole in carrying out its activities. The progress of accounting
has been traced from the initial records, through all the intermediate
stages, up to the two main ends of Government accounting, namely, to
the compiled Fma.ncé and Revenue Accounts on the one band, snd to
the Review of Balances on the other. The latter Compilstion is des:gned
to bring out the position df Government in regard to those assets and
lisbilities only whose clearance would affect the Cash Balances of Govern-
ment ; while the former has as its object to exhibit current transactions
of receipt and payment in relation to:each other and in relation also to
the Budget Estimates and other forecasts made : the combined result
being to give & picture in figures of the financial position of Government
and of the financial achievements of the administration.
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Audit Officey” Relation  with

Central and Provincial Financs
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Deposits 253, ALY; BA3 ef aeq, 982
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Railway . 68, T3, 7§ (735, 3N
United Provinces . 74, m.msg:é

Distribution of Aeeountmg and

Detailad Heads of Account .
Datection of Fraud

Audit dutlu . . Chapter &
District ’ cnntrollar {Military

Accounts) . 180 et 2cq, 932 &l 2eq
Wistricts . v e 84, 180

Divisional Actcountant. (P. W.
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