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PREFACE TO FIRST EDITION

THE consistent growth in the public expenditure both at the
Centre and in the States, particularly during the last decade,
raises a few questions to every tax payer. Though the magni-
tude, level and direction of these expenditures can and have in
fact been justified on the basis of the social, political and eco-
nomic objectives of the nation as represented through the Five
Year Plans, the tax-payer is entitled to know whether any machi-
nery is in existence to ensure that the services rendered to him
are rendered economically and efficiently. This book seeks to
provide a detailed answer to such a question.

This is a study of the Control of Public Expenditure in India
and is intended to examine the working of the administrative
machinery established for the purpose of ensuring control and
the techniques adopted by that machinery to achieve its objec-
tives and purposes. The machinery established for the purpose,
as is genecrally known, is the Ministry of Finance. The control
exercised by this Ministry has undergone various changes during
the century that the Ministry/Department has been in existence.
Also the control which in the early periods after 1859 was the
exclusive responsibility of the Finance Department has come to
be decentralised and is now more a responsibility of the adminis-
trative ministry concerned. Since the ‘control’ now exercised is a
sort of a joint effort of the administrative ministries and the
Finance Ministry, the term ‘Treasury Control’ which was hitherto
used to indicate the control of the Finance Department/Ministry
is replaced in the following analysis by the term ‘administrative
control’.

Essentially, the overall process of control of expenditure is a
three-fold one—each stage representing a distinct set of duties
and responsibilities. The three-fold process of control is
(@) Administrative Control, (b) Audit Control and (c) Parliamen-
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tary Control. The three parts of the study are devoted res-
pectively to a discussion of the related problems and procedures
encountered and followed by these three authorities in their
own spheres. These three agencies are responsible for ensuring
the accountability of the Governmental funds, whether spent
by the Central Government directly or spent through other
agencies such as the States and autonomous agencies, etc. on

behalf of the Government.
Part I is devoted to a study of Administrative Control. The

chapters, each one of them, are intended to answer typical
questions on the subject, such as: what was the system of
control during the British rule®? What are the techniques of
control and what are the associated problems? What improve-
ments have been made in the institutional framework of control
during the post-independence period? How are developmental
expenditures planned and controlled? What are the relations
between the Centre and the States in spheres other than those
laid down in the Constitution? and how are the Central grants
to States and other corporate bodies envisaged, planned and
utilised? How are they controlled? and what has been the
expenditure control policy during the last century? Each chapter
provides a perceptive historical summary, throws light on the
operational aspects, and seeks to discuss the problems of the day.
The treatment of the subject has a certain amount of budgetary
slant, but this is inevitable as the process of planning expendi-
tures is basically a budgetary process in itself.

Part II is devoted to a study of the Audit. This part analyses
the nature of audit, types of audit, functions of the Comptroller
and Auditor-General and the relations between the administra-
tion and audit. An appendix is also added on ‘Exchequer Control’,
which notwithstanding the clear imperatives of the Constitution
has yet to become a reality.

Part III deals with Parliamentary Control. The books available
on financial administration generally, and Parliament in particular
contain elaborate chapters on parliamentary control and the
financial committees. This present attempt, however, goes a step
further, in that it seeks to analyse the recent developments, and
the points of weakness and strength of parliamentary control as
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well. This part also includes two detailed chapters on the working
of the financial committees.

Each part of this study deals with an independent sphere of
activity where each one has its own short-term objectives, tech-
niques, weakness and strong points. But the overall ulterior
objective is common to all, viz,, to give the maximum at the
minimum cost to the tax-payer. It is the combined working of
all these factors that can make the control effective and real. n
a planned economy where the magnitude of expenditure is of
a very high order the need for the combined working of such
a system hardly requires any emphasis.

New Delhi, AP.
5 January, 1963






CONTENTS

Acknowledgements
Preface to Second Edition
Preface to First Edition

Part ONE
ADMINISTRATIVE CONTROL

I The System of Financial Control During the British
Rule

'\Il‘jfhe Nature and Techniques of Financial Control';—"

III Aspects of Delegation of Financial Powers » <~
Iv j’ inancial Advice—The Growth of a New System

V Planning and Control of Developmental Expendi-
tures at the Centre '

VI Central Assistance to States—Aspects of Control
Control Over Grant-Aided Bodies _J
VIII Aspects of Expenditure Policy

Part Two /
AUDIT CONTROLJ
NXIX Audit U—

¥ X Exchequer Control
¥ XI Separation of Audit from Accounts L—

ix

xi

3
40
76
94

119
177
205
235

285
328



xvi CONTROL OF PUBLIC EXPENDITURE IN INDIA

PART THREE
PARLIAMENTARY CONTROL

XII Parliamentary Control %
XIII Public Accounts Committee v

XIV The Standing Finance Committee and the
¢ Estimates Committee

Bibliography
Index

371
403

432
465
469



PART I
ADMINISTRATIVE CONTROL






Chapter One
THE SYSTEM OF FINANCIAL CONTROL
DURING THE BRITISH RULE

It may be that the Public mind of India may expand under our system
till it has outgrown that system; that by good government we may
educate our subjects into a capacity for better government; that, having
become instructed in European knowledge they may in some future age
demand European institutions. Whether such a day will ever come
I know not. But whenever it comes it will be the proudest day in English

History.
T. B. Macauray, 1833

I

More than two decades after the above statement was made,
a tremendous change had taken place in the course and direction
of English history. In 1859, immediately after the Sepoy Mutiny,
the British Crown assumed responsibility to the governance of
India, and became responsible for the administration of the
country, as also for the debts, liabilities, contracts and covenants
and other commitments entered into by the East India Company.
In the process of evolving an administrative machinery, to
facilitate the rule by the Crown, it had become inevitable to
transplant some of the European (especially British) institutions
on the Indian soil. These institutions had come to be established
in India, not so much as due to “having become instructed in
European knowledge” the ‘Nation’ demanded such an establish-
ment, as much as it was due to an inherent necessity of the
situation. In the processes of this transplantation of the British
institutions, some of them were modified, changed, amended and
adapted to the requirements of the administration of a colony.
Besides, the ‘institutions’ that were adapted were necessarily to
be of such a nature that they could easily fit into the constitu-

Q
9
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tional framework which revolved mainly round the British
Parliament and the Secretary of State on the one hand, and the
Secretary of State and the Governor-General on the other. One
of these institutions which had to be modified and adapted was
the institution of Financial Control.

In the UK, the term ‘Financial Control’ was synonymous with
the “Treasury’ which embodied and discharged all the functions
in this respect. This institution was brought and planted in
India too, though with certain changes. These changes were
necessitated, as indicated earlier, partly due to the constitutional
factors and partly due to the system of division of powers and
responsibilities between the Secretary of State, and the Governor-
General, etc.

Scope

A study of the history of the ‘financial control’ that has come
to be so transplanted, is the content of this chapter. The scope
of this study does not go beyond a narration of the historical
events that helped the establishment of a ‘Finance Department’
and to a survey of the various factors that contributed to the
growth of financial control. This study as we shall presently
see would reveal that the ‘control” at the Centre was not con-
fined to the Central Government alone, but also included the
provincial activities in its purview. The responsibility of the
Central Government included during the early years the manage-
ment and control of the provincial finances too. The study,
therefore, also includes an account of the relations between the
Secretary of State, the Governor-General and the Governor,
who together represented the three-tier centralised bureaucratic
system of these years. Before we proceed ahead with the study
of such a system, a few limitations of this chapter may be
mentioned. The control as exercised by these three different
authorities included matters relating to taxes, borrowing, and
distribution of sources of revenue between the Centre and the
provinces. The scope of the study in this chapter does not take
into consideration these aspects, anl is exclusively concerned
with the pattern of financial control in so far as it related to
the control of expenditures.

The entire period of British Rule may be divided for the
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purposes of this study into three phases—each one of which had
witnessed and had undergone important changes in the content
and form of the organisation. These changes were partly the
result of the constitutional changes undertaken at different times
and partly the result of an awareness on the part of the gov-
ernment of the need for an improvement in the system. The
constitutional changes were responsible for the varying relations
between the Secretary of State, the Governor-General and the
Governor of province, while the other changes referred to were
mostly improvements made in the field of central financial control
brought about by the introduction of different techniques of
control by persons who had an enormous amount of enthusiasm
for reorganisation stemming out of a keen recognition of the
need for reform.

The three phases are: (i) 1858 to 1919, (ii) constitutional re-
forms of 1919 and the period up to 1935, and (iii) 1935 to 1947.
It is with a narrative of the events that took place in these three
periods that we will be concerned in this chapter.

The First Phase—1858-1919

The powers of the Government of India in regard to expendi-
ture were derived from the 1858 Act. Under this Act the re-
venues and expenditures of the country were treated as one unit
in themselves, and the powers of the Government of India were
uniformly applicable throughout the length and the breadth of
British India. All revenues went to the government and all but a
trifling expenditure had to be defrayed on its orders. The system
represented a highly centralised organisation. The centralised
system was a legacy of the past, arising out of the continuance
of the commercial principles practised by the East India Com-
pany whose main feature was to have a firm grip on revenue
and expenditure.

The essential mechanisms of the control of expenditures,
immediately after the transfer of power to the Crown, were
operated at three levels: (i) The Secretary of State; (i) The
Finance Member and the Governor-General; and (iii) the pro-
vincial agencies. We may now briefly survey the responsibilities
and powers of control at these three levels.
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The Secretary of State

With the transfer of power from the Company to the Crown,
the Secretary of State became the fountain of authority in so
far as Indian affairs were concerned. The 1858 Act itself pro-
vided that all the powers of the Company and the Board of
Control should be exercised by the Secretary of State in concert,
in certain cases, with a council. Under such an omnibus pro-
vision, naturally enough, the expenditures out of the revenues of
India also came under the control of the Secretary of State and
no grant or appropriation could be made without his consent.
The Secretary of State, in his turn, was responsible to the British
Parliament, to whom, it was required by law, that the Secretary
should submit an annual statement of the Indian finances.

Though the entire responsibility for the financial administra-
tion of the country was the responsibility of the Secretary of
State, yet, considering the distance between him and the
Governor-General, it was physically impossible for the Secretary
of State to ‘administer’ cvery activity. Also, apart from the
physical impossibility, such a step would have deprived the
Governor-General and the growing administrative machinery,
of any work. Having this difficulty in view, the Secretary of
State delegated to the Government of India large but strictly
defined financial powers enabling the Governor-General to
create new offices of minor importance and incur fresh expendi-
ture. The powers delegated by the Secretary of State were
many and varied and, from time to time, have undergone con-
siderable changes.

The Secretary of State’s control over the Governor-General,
and through him, on the expenditures of the Government of
India, was two-fold: (i) acceptance of the Budget and (ii)
regulation and control of expenditures through codes, and
numerous executive orders.

The Budget proposals of the Government of India (the em-
phasis of which was mainly on the taxation) were to be referred
to the Secretary of State in the first instance and were to be
approved by him. The Budget, inter alia included the expendi-
ture programmes (which were limited) of the government. After
approval of the Budget by the Secretary of State a resolution
was issued indicating the limits of expenditure within which
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the Governor-General could incur expenditure without previous
reference to the Secretary of State. In cases of emergency, how-
ever, the Government of India was allowed to spend any amounts
it considered fit and, in respect of cases where reference to the
Secretary of State would cause delay and, therefore, be injurious
to the ‘public interest, there was practically no limit to the
financial powers of the government.

The second medium through which the Secretary of State
exercised control was through the voluminous ‘Codes and Regu-
lations’. Numerous codes indicating the powers of the Governor-
General and the provincial agencies were drawn up. These codes
specified the limits of expenditure practically in all fields of
governmental expenditure; for example, the powers of the
Secretary of State in respect of establishment matters were con-
tained in the fundamental rules; and the rules governing the
preparation of the estimates and accounts, and the expenditure
of money by public accountants were contained in the Civil,
Public Works and Military Accounts Codes. The responsibility
for ensuring that these codes were strictly followed and adhered
to was entrusted within the executive government to the Finance
Department, and to the Audit, which was then not yet an
independent body.

Through these two methods the Secretary of State exercised
considerable control, though not in a positive way, on the
expenditures of the Government of India. The control covered
all the fields, and allowed little or no freedom to the Governor-
General. Consequently the system received bitter criticism from
the succesive Governors-General. As Lord Minto observed in a
private letter: “I used to imagine that the Secretary of State
aimed only at directing great principles of Indian policy and
that the administration of the country rested within the Govern-
ment of India, but there has been interference in everything.
It only results in intense worry to the Viceroy, for, do what he
will, the Secretary of State cannot administer India.”® Though
in theory the authority of the British Parliament, to whom the
Secretary of State was answerable, was supreme, yet in practice,
everything depended on the Secretary of State and the Govern-

! Sir Malcolm Seton, The India Office, p. 81.
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ment of India was merely an agent of the Secretary of State.
Added to this framework, which itself represented considerable
concentration of powers was the strong determination of the
successive Secretaries of State to exercise firm control on the
Government of India. In due course, either because of the system
or because of the strong determination or because of both, the
supremacy of the Secretary of State was acknowledged on all
hands, and very few could dare to go against the wishes of the
‘India office’ for such a risk could be undertaken only at the
expense of their job.?

The Governor-General and the Finance Member

The Governor-Gencral was the authority who was responsible
to the Secretary of State for the administration of the Govern-
ment of India. He was assisted in this task by a Council of
Members which consisted of the Commander-in-Chief, a Military
Member, a Home Member, a Public Works Member, a Finance
Member and a Legal Member. Though the Governor-General
was the authority responsible for the overall administration of
the country, his responsibility in respect of financial matters was
discharged by the Finance Member, subject to the approval of
the Governor-General and the Council. The Finance Member
was responsible for the fiscal management of the government.
He was charged with the duties of the preparation of the Budget,
raising the revenues, expending the resources, borrowing, and
the management of currency, etc. Technically the Finance Mem-
ber of the Viceroy’s Council was nearly as good as the Chancellor
of the Exchequer of England. But in practice there were quite
a number of differences between the two offices which occasion-
ally gave rise to a feeling that they were poles apart. In England,
as the Royal Commission on Expenditure pointed out at a later
stage, the Treasury which was presided over by the Prime
Minister wielded great and considerable influence on the govern-
ment as a whole. The experience gained over years and the
conventions set up in the process added weight to the advice
tendered by it. In India, however, the Finance Member, who

2 Lord Curzon was one of those who were sacrificed at this altar. For a
detailed discussion of the historical development of these relations, see, P. J.
Thomas, Federal Finance in India, pp. 90-3.
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did not inherit any such great traditions had to depend on the
Viceroy for support. The power wielded by the Finance Member
depended to a large extent on his relations with the Viceroy
and on his relations with his colleagues in the Council. These
differences between the UK and India made the Royal Commis-
sion observe “that the Finance Department in India cannot hold
a position similar to that of the Treasury in England”.

The Finance Member in his turn was assisted by the Finance
Department of the Government of India. The duties of the
Finance Member, discharged by him and by his subordinates
in the Finance Department, consisted in ensuring, on behalf of
the Secretary of State, that the restrictions imposed by him in
various matters were not exceeded, and that the rules and regu-
lations laid out in the relevant codes were duly observed.® He,
together with the department, was also charged with the res-
ponsibility, besides being duty bound to ensure obedience to
the orders issued by the Secretary of State, of being the custo-
dians of the interests of economy and general financial propriety.
These functions formed the basis for its activities and responsi-
bilities. (The Finance Department that has come to be establish-
ed thus has continued to function in like manner.) The
opportunities for fulfilling these responsibilities arose in two
ways: (i) the budget system, and (if) through the references
made to it by other departments before incurring expenditures
for obtaining its sanction.

One of the important achievements of Sir James Wilson, the
first Finance Member, was the introduction of the Budget
System. The process of formulation and presentation of the
Budget presented an opportunity to the Finance Department
(a) to review the income and expenditure of the next year before-
hand; (b) to ensure scrutiny of expenditure proposed to be
incurred by government; and (c) to the formulation of certain
uniform budgetary standards. At the time of Budget formulation,
the various proposals of the departments, submitted for inclusion
in the Budget, were considered from the points of view of
efficiency and adequacy. It meant that only such of those

$ See the Memorandum submitted by the Finance Department to the
Committee on Division of Functions (31 December 1918).
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expenditures which withstood these tests were included in the
Budget. It also meant that they were included after a detailed
scrutiny. This scrutiny was supplemented by the extensive and
detailed examination carried out at a later stage in which the
Finance Department considered the proposals of the departments
for the purpose of issuing expenditure sanctions. The inclusion
of an item in the Budget did not mean that the department
concerned was free to spend on it. It had again to approach
the Finance Department for its specific concurrence for the issue
of an expenditure sanction. The Rules of Executive Business of
the Viceroy provided that no proposal involving expenditure could
be given effect to except with the concurrence of the Finance
Department.* The effect of this was that the Finance Department
got an opportunity of critically commenting on all new expendi-
ture of any importance, and also of inviting the departments of
government which had interest in the purpose of expenditure
to examine these expenditure proposals in their administrative
aspects also. The Finance Department was empowered to
challenge the necessity for expenditure and could bring to notice
obvious objections on extravagances. It was empowered to call
for facts in regard to matters which, it considered, were not
given sufficient weight and justification in support of a proposal.
But it was not empowered to overrule or reject any proposal of a
department. The opinion and the approach of the administrative
department was to be given due weight; and if the Finance
Department still found a certain proposal objectionable all that
it could do was not to reject it but to demand a reference to
the Council of the Viceroy, where the matters were finally
decided. The efficacy of the financial advice given by the
Finance Decpartment thus depended a good deal on the support
received by the Member for Finance from the Viceroy. Another
significant aspect of the Finance Department’s working was its
responsibility in regard to establishment matters (conditions of
service of government employees) where it sought to achieve
a certain degree of uniformity. This uniformity was achieved
through the codes, such as the Civil Service Regulations Funda-

¢ This rule was carried through in 1919 and 1935 Reforms also. It forms
part of the procedure now in force. See Chapter II.
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mental Rules, etc. devised for the purpose by the Finance
Department. Thus the Finance Department carried a load of
onerous responsibilities in this respect as a part of the overall
fiscal management of the government and used the twin instru-
ments of Budget and Codes as its means for achieving the
objectives.

Control over Provinces

Until 1858, the system of administration was a highly central-
ised one. The centralised administrative system was to some
extent a by-product of the different courses that Indian history
had taken. As the Simon Commission observed: “There is
another influence deeply rooted in the traditions of Indian life
which has profoundly affected the course taken by the system
of Public Finance. It is the long tradition of centralised adminis-
tration whose origins can be traced back to the earlier invasions
and conquests.” The Mughal financial system included a control
that was imposed by decrees by a distant and remote authority
and applied in every district by the agents of all-powerful Central
Government. This system continued with variations even during
the Company rule. After the enactment of the Regulating Act
in 1733, the Presidency of Bengal was given a certain amount
of supremacy and power of superintending and controlling the
governments of the other two Presidencies at Madras and
Bombay. This supremacy was allowed to continue and was
carried through the 1784 and 1793 Acts also. Under this system
there was practically no freedom for the Governor of a province.
For example, Section 59 of the Chapter Act of 1833 provided that
“No Governor or Governor in Council shall have the power of
creating any new office, or granting any salary, gratuity or allow-
ance, without the previous sanction of the Governor-General of
India in Council”. The powers of the Governors were virtually
nil. They were merely a ‘subordinate agency’ to the Governor-
General. It was an era which witnessed an excessive dependence
of the provinces on the Centre.

This system which was prevalent on the eve of the transfer
of power to the Crown in 1858, was allowed to continue for
a decade without any change and interruption. As the Simon
Commission observed: “The reorganisation which followed the
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transfer to Crown in 1859 was not at once accompanied by any
change in the very highly centralised system of government
under which the Governor-General retained complete control
over financial resources as well as expenditure.” Thus the control
of the Central Finance Department continued to be exercised
on the provincial expenditures also. Such a control on provincial
expenditures was exercised mainly through the codes and
through the consideration of ‘Provincial Budget Proposals’. As
the 1919 Report on Indian Constitutional Reforms stated: “A
powerful instrument by means of which the Government of India
exercises control over expenditure in the provinces is the series
of codes of instructions, such as Civil Service regulations, the
Civil Account Code, the Public Works Code and the like. These
deal with the mechanism of finance, such as the maintenance of
uniform system of audit and accounting, the custody of public
money, remittances, economy and such matters, but they also
impose definite restraints upon the powers of the provincial
governments.” The financial powers given to the provinces were
few and most of the powers were still retained at the Centre.
The reform in these matters was taken up after more than a
decade after the transfer of power (the story of Devolution of
Powers is traced in the following pages). Meanwhile the pro-
vincial dependence continued as earlier, for the provinces were
not yet empowered or allowed any discretion for sanctioning
fresh charges. And no one, least of all the Finance Member
himself, was happy with such a situation. Sir James Wilson
contemplated a change in the system.® But before he could
make any headway, his career came to a sudden and tragic
end, and with that the ‘reform’” movement received a temporary
setback.

The preceding paragraphs give the salient features of the
financial system that was evolved immediately after the transfer
of power to the Crown. The system owed its existence to the
skill and ingenuity of Sir James Wilson who moulded it in such
a manner that it could effectively discharge its functions. Sir
James Wilson, who was a pioneer in the field, should be regarded

8P, J. Thomas, Federal Finance in India, p. 1583.
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as the founder of the Indian Financial System; the System, how-
ever, had certain limitations and drawbacks.

Limitations

The limitations of a type of control described above may be
analysed in two groups: (i) those relating to financial control
at the Centre, and (ii) those in respect of matters which fall
within the purview of its control on provincial expenditures.

The primary limitation in the exercise of this financial control
was the relationship between the Finance Member and the
Viceroy. The unpleasant duty of the Finance Member to cut
down some proposals for expenditure was not always supported
by the Viceroy, and such a lack of support was more apparent
in the case of military expenditure. Sir Auckland Colvin stated
before the Royal Commission on Expenditure that, after 1885,
when military considerations gained the upper hand, the powers
of the Finance Member came to be undermined. These views,
although not shared by many of the ex-Viceroys like Northbrook
and Ripon, who also gave evidence, the Commission itself felt
that “there can be no question that the opinion of the Viceroy
is a most potent factor in Indian Administration. ... It must not
be forgotten that questions in the Executive Council are settled
by a vote of majority.” In regard to the complaint, that in
the consideration of military expenditures the financial consi-
derations were not always given due weight,® the Commission
stated, “when questions of national defence have gained the
public ear, financial considerations lose weight, not only in
India, but elsewhere also, and to that extent it is inherent in the
situatiqn itsclf.” But the Commission hastened to add: “So far as
regulations can establish a sound financial control the system in
India is theoretically complete.” Notwithstanding this satisfaction

* Sir David Barbour had the following answer to the Royal Commission
on Expenditure (1896) when he was asked (Q. No. 2227): “And therefore,
supposing the Viceroy is inclined to some military operation and the
Military Member of the Council is not actively opposed to the Commander-
in-Chief would there at once be a large majority against the Finance
Member?” He answered, “Oh yes, of course.” It is important to note that
the attempts of the Finance Member, during this period, were mainly
directed to reduce the military expenditure, so_that the heavy budget
deficits could be reduced.
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expressed by the Commission, the fact remained that the control
in practice was fluctuating with a rise and Tall of military ex-
penditure. This was the most important limitation that came in
the way of an efficient working of ‘financial control’. But the
attitude of the Governor-General, and his more generous support
to the Military Member, than to the Finance Member, was
perhaps inevitable in the contemporary situation when rising
military expenditures were also inevitable.

In the field of provincial expenditures, the control proved to
be abortive—not because of an inadequacy of control but because
of an excess of it. The excessive concentration of financial powers
in the Centre allowed little or no freedom to the provinces. In
its anxiety to prevent extravagance in the provinces, the Cen-
tral Government imposed rules of such stringency that no finan-
cial authority remained except its own. It was said that if “it
became necessary to spend £20 on a road between two local
markets or to rebuild a stable that had tumbled down or enter-
tain a menial servant on wages of 10 sh. a month, the matter
had to be formally reported for the orders of Government of
India”.” The result was a display of false economy, absence of
‘real’ financial control and incessant wrangling between the
Centre and the provinces. The Oliver Twistian approach (Sir,
1 want some more) of the provinces was not always met with a
realistic assessment of the needs of the provinces, but was
settled in an ad hoc way which pleased neither. As Sir John
Strachey wrote, “The distribution of the Public .income dege-
nerated into something like a scramble, in which the most
violent had the advantage, the stimulus to avoid waste was
reduced to a minimum, and so no local growth of the jincome
led to local means of improvement, the interest in developing
the public revenues was also brought down to the lowest level.”
The scramble continued till Lord Mayo’s time when a reform
was attempted.

Contemporary Techniques

It is in order at this stage to examine a few of ‘the innovations

7 Sir John Strachey, India—Its Administration and Progress, p. 113.
®Ibid., p. 114.
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introduced by Sir James Wilson during his short career in India,
in the techniques ‘0f controlling expenditures.

When Sir James assumed office as the Finance Member, the
financial situation was by no means heartening. The Mutiny
brought about a grave crisis, and, as Sir James pointed out, the
condition of Indian Finance was one of chronic deficit. The
choice before government was either to increase taxation or
reduce spending. The government however chose a judicious
combination of both. Despite such a combination of policies and
a two-pronged attack there was criticism that the overall national
expenses were not subjected to adequate control.® (But the
criticism was in a way due to a lack of proper appreciation of
the activities of the government. Its activities, being what they
were, there could never have been an absolute reduction in the
total expenditures.) The military expenses were considered to be
overwhelming and so were the civil expenditures, with the
result that the thought of reducing them was never absent
from the mind of the Finance Member for many years. Faced
with a situation of this gravity, and charged with the responsi-
hility of reducing expenditures, Sir James chose the technique
of ad hoc commissions to enforce a better control and to ensure
economies, instead of the routine departmental control which
he was just then reorganising. He appointed a Military Finance
Commission to bring about reductions in military expenditure,
which otherwise threatened to become intolerable.’® This
Commission brought many a saving in military expenditure
and after exercising “for full three years a decisive influence
on the fortunes of Indian Finance” merged into the Military
Finance Department. This Military Finance Department has
been in existence ever since and is now called the Defence
(Finance) Division. At a later date Sir James also induced the
government to appoint a Civil Finance Commission for the pur-
pose of examining all branches of civil expenditures. Though

® Temple observed: “Some who preach economy as a rule seem to think
that a favourite project is to be the exception; the sense of its particular
merits causes the general maxims to be forgotten.” The consequence of
such an attitude was the maintenance of the expenditures at the same
level without any reduction. Sir Richard Temple, India in 1882, p. 449.

° Sir R. Temple, Men and Events of My Time in India, p. 176.
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there was not much scope for greater reductions in civil expen-
ditures yet, as a result of a comprehensive and minute survey,
small savings were made in many different directions and the
aggregate saving so achieved was considerable.

These two pioneering efforts by Sir James paved a new way,
enabling a frequent utilisation of ad hoc commissions as a means
of bringing about economies, and as a complementary agency to
the control exercised by the Finance Department. The later
Commissions like the Inchcape Committece on Retrenchment
and the Economy Committee (1949) are but a few instances of
this technique.

Later Developments

The controlling machinery, described above, continued to
exist without any major changes in its field of activity at the
Centre. There were, however, major changes in the field of con-
trol of the Centre over the provincial expenditures and in fact
the financial history of the next sixty years is very largely a his-
tory of the growth of the financial authority of the provincial
governments by a gradual process of devolution of powers from
the Central Government.™

As already indicated the control of the Centre on the pro-
vinces revealed a highly centralised system. The strain of such
a system soon began to be felt, and consequently reforms were
launched to bring about a decentralisation of authority and res-
ponsibility. The strength and the momentum for such a reform
came from two directions: (a) a point of view which was
opposed to centralisation of power as a principle’* and (b) a
second viewpoint which supported decentralisation as a means
of avoiding waste and ensuring economy. In support of the
former argument it was stated that a concentration of power
and centralisation of authority were often necessary and inevi-
table when the Empire was being gradually built up. “But now
that it has been constituted on a firm and peaceful basis, decen-
tralisation is an essential condition of progress.” It was argued
that such a decentralisation would increase, in a large measure,

2 Simon Commission Report.
2 Sir John Strachey, India—Its Administration and Progress, p. 116.
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the political security of the government. The entire approach of
this school of thought was based on the philosophy of localisa-
tion of errors; Sir Henry Maine succinctly stated the position
thus: “Under a centralised government there is danger of
generalising a local mistake. Localised, a mistake can be corrected
with comparative ease; it becomes dangerous in proportion to
the area of its diffusion.”® On the other hand, the concentration
of power in the hands of the Centre allowed the provinces to
be not so very responsible to the management of its finances
as would have been the case if they had been entrusted with
that responsibility. The provinces never felt the burden of
responsibility, with the consequence that a good deal of ex-
travagance and waste was often witnessed. As Lord Mayo said,
initiating the scheme of the distribution of financial authority:
“I believe, as I have repeatedly said, that if we place administra-
tion of portions, both of our revenue and expenditure, in the
hands of the local governments, it will lead to economy, to
increased responsibility, to the avoidance of much administrative
difficulty and above all it will enable the rulers of the country
gradually to institute, in various parts of the Empire, something
in the shape of local self-government and will eventually tend
to associate more and more the natives of this country in the
conduct of public affairs.”**

As a result of this conscious movement and on the basis of
the definite proposals made by Sir John Strachey for the reform
of the system in 1867 a ‘settlement’ was arrived at with the pro-
vincial governments in 1870. The ‘settlement’ so arrived at, was
based on the principle that each provincial government must be
made responsible for the management of its own local finances.
Under this system the provincial governments were made res-
ponsible for the administration of certain spending departments
such as Police, Jails, Education, Medical Services, etc. To enable
them to meet the expenditure in this regard, fixed sums were
assigned by the Centre to the provinces, and, where the sums
so allocated proved inadequate, the provincial governments
were allowed to meet the balances by local taxation and by

¥ Ibid., p. 117.
“For a full discussion of these aspects, see P. Banerjee, Provincial
Finance in India.
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retaining such of those receipts which accrued in the manage-
ment of these departments. On the fields of activity, which were
given away for management to the provincial governments, the
Central Government still retained its supervisory function by the
imposition of certain restrictions in matters of creation of posts
(no class or grade of officers was to be created or abolished and
the pay of no class or grade of officers was to be raised, and
no grants of pensions, leave, promotions, etc., which were to be
executed in accordance with the rules of the Central Govern-
ment, sanctioned except with the concurrence of the Centre). In
addition, the provincial governments were asked to submit the
accounts and estimates to the Central Government in respect
of these activities in such forms and at such times as prescribed
by the latter.*

The scheme of devolution that was thus initiated had a few
defects such as the inequality in the grants given to different
provinces, and it also suffered from the additional handicap of
the inherent inadequacy of financial resources. However, the
scheme was in operation for a period of six years. (In 1877,
when an opportunity arose to renew the life of the scheme, it
was utilised to avoid these defects.) The reforms, all the same,
proved useful in another direction. The working of these reforms
indicated that since the provincial governments had economically
administered the departments entrusted to them, they would
make similar attempts to increasc the productiveness of the
revenues, if they were given a substantial share in such im-
provements. This experience proved extremely useful. In 1877,
the scheme was revised and fresh settlements were made with
the provincial governments. These ‘settlements’ assigned to the
provincial governments gave them financial control over services
connected with general administration, land revenue, law and
justice, etc. It also gave them the revenues raised from 'law,
justice and excise, etc. As a part of this scheme the responsibility
for constructing public works for local and provincial purposes
was also transferred to the provinces. With the transfer of these
departments to the provinces the area of financial control exer-
cised by the Centre began to get limited and simultaneously a

'* Resolution, 14 December 1870.
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provincial Finance Department began to emerge. This provincial
department took over the charge of all these areas which were
getting out of the Central Finance Department. But the Finance
Department in the province as such had not received any sub-
stantial shape or form until 1919.

This revised scheme introduced by Lord Lytton was further
revised and renewed in 1882, 1887 and 1897. All through these
years, the earlier system of control, viz. acceptance of provincial
Budget and control through Codes by the Centre, continued. In
1882 the principle of ‘Divided Heads” of revenue and expenditure
was introduced. This scheme was based on the twin principles
relating to the existence of authorities: (a) a Central authority
which must be supplied with adequate resources to meet the
charges of the Services which it administered and (b) the pro-
vincial governments which were in complete or partial subordi-
nation to the Central authority but which also had certain
categories of expenditure to be met by it. On this basis certain
heads of revenue, and also the corresponding expenditure
heads were divided between the Centre and the provinces; and
there was a syphoning of resources from the province to the
Centre on the one side and a distribution of resources through
fixed grants on the other. The system was subjected to a good
deal of criticism. It is, however, not within the scope of this study
to analyse these criticisms. They come more appropriately under
any study of the ‘Federal Finance’. In each revision carried on
subsequently, the scope of this ‘Divided Heads was increased,
while the fixed grants diminished proportionately. In 1904, the
contract was revised and a system of ‘Quasi Permanent Settle-
ments” were introduced. The important feature of this system
was the assignment of definite sources of revenue not to be
resumed by the Central Government. The income assigned to the
provincial governments was in the form of a defined share of the
revenue which they collected, rather than in the form of a grant
as was the case earlier.

The semi-permanent system was reviewed by the Royal De-
centralisation Commission in 1907 and, on the basis of its sur-
vey, the government made the financial settlements with the
provinces permanent in 1911. In 1912, a comprehensive resolution
was moved laying down the financial relations between the Cen-
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tre and the provinces. The objective of all these reforms (leading
to a steady devolution of authority, powers and responsibility)
was to give the provincial governments a more independent
position and a more substantial and enduring interest in the
management of their resources than had been previously pos-
sible. The situation that grew out of this reform presented a con-
trast to the earlier conditions when the provincial governments
hurried into ill considered proposals in order to raise their
apparent standards of expenditure. The new system gave them a
continuity of fnancial policy and allowed them to reap the
benefits of their own economies.

The culmination of these reforms is to be found in the state-
ment made by the Secretary of State on 20 August 1917 in the
Housc of Commons, in which he declared that the “policy of
His Majesty’s Government with which the Government of India
are in complete accord, is that of the increasing association of
Indians in every branch of administration and the gradual deve-
lopment of self-governing institutions with a view to the progres-
sive realisation of responsible government in India as an integral
part of the British Empire”. This statement and the subsequent
attempts made in India as well as in England eventually resulted
in the 1919 reforms.

During this phase the Central Finance Department which had
hitherto been an important and a supreme agency, with its con-
trol spread throughout the length and the breadth of the Indian
sub-continent, slowly sank in stature and in the extent of control
with the progressive, though gradual, evolution of authority and
decentralisation of responsibility. The 1919 reforms brought a
new change in the course and tenor of financial control.

I1

1919-1935

The introduction of the Montford reforms changed the entire
complexion of the relations between the Centre and the pro-
vinces, for these reforms inaugurated a definite provincial respon-
sibility in a number of fields. The reforms recognised that if
provincial autonomy was to mean anything real, then the pro-
vinces must be independent of the Government of India in
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respect of the means of provincial development. The realisation
of this objective meant a thorough change in the functions of the
provinces and in their relations with the Centre. The 1919 re-
forms, in so far as they are relevant to financial control, may
be considered from the following angles: (i) the formation of
provincial finance departments; (ii) the financial control at the
Centre, both in regard to itself and in regard to the provincial
matters; and (iii) the relations between the Secretary of State and
the Government of India.

Formation of a Provincial Finance Department

The provincial Finance Department, whose beginnings have
been traced earlier, before the reforms, was a microcosm of
the Central Finance Organisation.'® Generally its control was
acknowledged only in theory and its effective functioning was to
a very large extent circumscribed by the powers of the Central
Government and its Finance Department on the one hand, and
on the other, the support it received, which usually varied with
the disposition of the government, from the Head of the province.

An added feature which contributed to the difficulties of the
Finance Department of the province was the general nature of
the departments, to budget for expenditures even when details
were not available. A change in this structure was needed to fit
the department into the dualistic structure of government recom-
mended in the Montford reforms. The dualistic structure of
Government and an almost independent provincial government
envisaged in the reforms required a different financial system,
whose principles were enunciated thus'’: (i) the present exter-
nal control over provincial finance must be withdrawn in the
largest measure; (if) within the province, each half of the Gov-
ernment (‘Reserved subjects’ under the members and the ‘Trans-
ferred subjects’ under the ministers) should be made responsible
for raising the revenue to provide for the expenditure which it
considered necessary; and (iii) during the period of training and
advance in political experience, the people must be protected
from unjustifiable financial burdens.

16 Memorandum of the Finance Department submitted to the Committee

on the Division of Functions (31 December 1918).
1 Ibid.
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The withdrawal of external control or the control by the Cen-
tre, however, implied the substitution of effective control within
the province. This emphasised, naturally, the need for a strong
Finance Deparment in the provinces. But then, what were to
be the duties and responsibilities of such a Finance Department?
The answer was arrived at on the basis of a Memorandum
presented by the Finance Department at the Centre to the
Committee that considered the implementation of the Montford
reforms.’® The general principles, recommended by the Central
Finance Department for the formation of a Finance Department
in the provinces were: (a) In its association with revenue depart-
ments it will exercise steady pressure for efficient assessment and
collection. (b) It will examine all schemes of new expenditure
for which it is proposed to make Budget provision; it was sug-
gested that a rule should be laid down that no new item may be
included in the Budget until it has been scrutinised and
approved by the Finance Department. It would be the duty of
that department to criticise the proposals and to advise on pro-
per estimation. This was to be the preliminary step before
inclusion in the Budget. (¢) No proposal involving an abandon-
ment of revenue or expendituré was to be taken up for imple-
mentation except with the concurrence of the Finance Depart-
ment. (d) The department was to act as a safeguard against the
influences which make for the lavish growth of public appoint-
ments. (¢) The department was to check expenditure for which
there was no budget provision, and (f) the department was
required to have intimate relations with audit.

These objectives, essential as they were, were later on included
in the ‘Devolution Rules’” of 1919. The Devolution Rules provided
for the establishment of a Finance Departiment which was to be
under the control of a member of the Council and he was to be
assisted by the Financial Secretary. The ‘Devolution Rules™ also
laid down the functions of the Finance Department and its rela-
tions with the ‘Transferred” Departments, in which respect it was
to act only in an advisory capacity. The functions according to
these Rules, in addition to those already mentioned in the pre-
ceding paragraph, included: (a) It shall be in charge of the

'* Memorandum of the Finance Department (31 December 1918).
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accounts relating to the loans and shall advise on the financial
aspect of all transactions relating to such loans. (b) It shall be
responsible for the safety and maintenance of the famine insur-
ance fund. (c¢) It shall be responsible for seeing that proper
financial rules were framed for the guidance of other depart-
ments and to ensure that suitable accounts were maintained
by the departments and the agencies subordinate to them.
(d) It should prepare an estimate of the total receipts and dis-
bursements of the province in each year and shall be responsible
for watching the balances of the government, during the year.
(e) In connection with the Budget and with the supplementary
estimates it shall (i) prepare the statement of the estimated
revenue and expenditure which was to be laid before the
Legislative Council and any other supplementary estimates
that were submitted at a later stage during the year,* (¢) for
the purpose of such preparation it shall obtain from the depart-
ments concerned material on which the estimates were to
be based and be responsible for the correctness of the material
so included; and (iii) it shall examine and advise on all schemes
of new expenditure for which provision in the estimates was
sought and shall decline to provide in the estimates for any
scheme which has not been so examined. (f) It shall ensure that
sanctions are issued only in conformity with the rules and regu-
lations governing that item of expenditure. (g) It shall lay the
appropriation accounts and the audit report before the Public
Accounts Committee and shall bring to the notice of the
Committee all expenditure which has not been duly author-
ised and any financial irregularities. (h) It shall advise depart-
ments responsible for the collection of revenue regarding the
progress of collection and the methods of collection employed.
(i) After the voting of the grants by the legislature, it shall have
the power to sanction any reappropriation within a grant from
one major, minor or subordinate Head to another. A member
or a minister in charge of a department may undertake such a
reappropriation if it did not involve the undertaking of a recur-
ring liability. (j) No office may be added to or withdrawn from

1 The development of the convention of presenting the budget for the
consideration of the Legislature is considered in detail in Part III.
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the Public Service in the province, and the emoluments of no
post may be varied except after consultation with the Finance
Department. (k) No grant of land or assignment of land revenue
shall be given without previous consultation with the Finance
Department. (I) No proposal involving an abandonment of reve-
nue or involving expenditure for which no provision was made
in the Budget shall be submitted to the Legislature without a
previous reference to the Finance Department. (m) Every report
made by the Finance Department on any matter on which it is
required to advise or report shall be forwarded to the depart-
ment concerned and shall be submitted to the Governor, if the
Finance Department requires such a submission. (n) Whenever
previous consultation with the Finance Department is required
under these rules, it shall be open to that department to pre-
scribe, by general or special order, cases in which its assent may
be presumed to have been given.

These rules enabled the laying of a firm foundation for the
establishment of a Finance Department on sound lines. It may
be added that most of these Devolution Rules continue to be in
operation in the states today. The present day Rules of Business
of the states are based on these Rules.

At the time of establishment of the department on these lines
an important factor had to be taken into account. It was
the form and the shape of the Finance Department in regard to
Transferred subjects. As indicated earlier, the progressive reali-
sation of self-government envisaged at this stage included a
dyarchical form of government in which certain subjects were
retained for administration by ‘Members’, and a few other sub-
jects were transferred, to be administered by ‘Ministers’. The
existence of such a system necessitated a certain change in the
dealings of the Finance Department with the Transferred De-
partments, each one of which was under the control of a mini-
ster.?* The Finance Department itself was under a ‘Member’. For
the very reason that the Finance Departrent was under a mem-
ber, it was precluded from exercising its functions in respect of

2 The Simon Commission reported at a later date: “It was inevitable
that under the dyarchical constitution, the Provincial Finance Department
should occupy a peculiar and distinctive position in the administrative
system.”
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the Transferred subjects, which were treated as independent for
this purpose. To avoid the problems arising from such a division
of functions, two suggestions were considered in this respect.
One was a suggestion made by Sir Frederick Gauntlett, then
Auditor General; and another was the suggestion of the Central
Finance Department itself.

Sir Frederick suggested in a memorandum submitted to the
Committee on Division of Functions, that the Finance Depart-
ment may be placed under a sort of a Treasury Board consisting
of one member of the Council and one minister. The suggestion
was based on the British experience where nominally there was a
Treasury Board with the Prime Minister as the First Lord of the
Treasury and the Chancellor of the Exchequer. The latter was,
however, solely responsible for the fiscal management of the
country. The second suggestion was made by the Central Finance
Department.?* The Finance Department conceded in the Memo-
randum that the division of functions and responsibilities between
the ‘Reserved subjects’ and the “Transferred subjects’ might neces-
sitate the formulation of two Finance Departments to serve each
group. The department suggested that this could be avoided
by having a Joint Secretary in the Finance Department in addi-
tion to the regular Finance Secretary whose business it would
be to act as Financial Adviser in respect of all cases coming from
departments under the control of ministers. The Committee
rejected the suggestion of Sir Frederick as impracticable as “it
would lead to delays, divided decisions, and unnecessary oppor-
tunities for friction”, and accepted the suggestion of the Finance
Department, but the suggestion itself was not implemented by
any province. The suggestions, however, are significant from
two points of view: (a) they indicate a systematic attempt to
build up the Indian system on the model of the UK and (b)
the idea of the Financial Adviser, which was suggested at this
stage, and whose practical implications were not fully realised—
for it was never experimented—marked the beginning of a new
system which was used, as we shall presently see, during the
Second World War and after Independence. The later schemes
however were considerable improvements over the suggestions

** Memorandum of the Finance Department (31 December 1918).
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made in 1919, but then it has to be conceded that the suggestion
explored an altogether different region.

The Finance Department as it emerged out of the 1919
reform was a unified department administered by a member
of the Council, but dealing with two different authorities. Its
functions were largely advisory but it remained to be the guar-
dian of financial regularity.?* It was to watch and advise on
financial provisions that were necessary to give effect to policies,
rather than control the administration. If the advice given by
the Finance Department was not acceptable to a Transferred
Department, the Finance Department was free to demand a re-
ference to the Governor, and in such a manner it tried to
exercise its control.

Finance Department at the Centre

With the formation of a Finance Department in each province,
the field of activity of the Central Finance Department became
narrower. Its functions, so far as provincial finances were con-
cerned, were now confined only to indirect controls. The Finance
Department at the centre continued to exercise its earlier
powers in respect of Reserved subjects, but there were a few
major changes in respect of Transferred subjects. The Budgets
of provincial governments were not required now, as in the
past, to be submitted to thé Central Finance Department. All
the same the Finance Department at the Centre ensured solvency
of the provinces through its indirect control on the borrowing
powers of the provinces. Under the prevailing procedure no
loan was to be raised by the provinces without the permission
of the Central Government, and the fields where such loans
could be raised were strictly laid down in the Codes. The
powers of the Governor-General in Council or the Central Gov-
ernment in respect of ‘Transferred subjects’ of the province were
also considerably reduced.*® Thus the control was not regular

**The Memorandum of the Governinent of India on the Role of the
Finance Department under the Rceforms, submitted to the Indian Statutory
Commission, Vol. IV, pp. 14-15, 20. Scc the Commission’s Report, Vol. 1,
para. 430. '

* These limited powers were to be exercised only when the purposes
were (1) to safeguard the administration of Central subjects, (2) to decide
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or even excessive, except in certain matters where the Centre
had a stake. The restriction of its functions, which was only
too natural in the context of a decentralisation of authority,
allowed the Central Finance Department to devote its attention
to its own matters—particularly to its own reorganisation with
a view to ensure an effective control over expenditure. As a
result of these efforts changes were introduced in about 1924
which cannot, however, be treated as a part of the 1919 reforms.
These developments are discussed at a later stage in this
chapter.

Control by the Secretary of State

The powers of the Secretary of State remained more or less
the same, even after the enactment of 1919 Act. The Act stated
thus: “In particular the Secretary of State may, subject to the
provisions of this Act, or rules made thereunder [the italicised
portion was the only addition made to the previous law]
superintend, direct and control all acts, operations and concerns
which relate to the government or revenues of India, and all
grants of salaries, gratuities and allowances and all other pay-
ments and changes out of or on the revenues of India.” It also
provided: “Subject to the rules of this Act and rules made there-
under [this again was the only addition to the already existing
law] the expenditure of the revenue of India, both in British
India and elsewhere, shall be subject to the control of the
Secretary of State in Council, and no grant or appropriation of
any part of these revenues, or of any other property coming into
the possession of the Secretary of State in Control by virtuc of
the Government of India Act 1858, or this Act shall be made
without the concurrence of a majority of votes at a meeting of
the Council of India”. Thus, the enactment of the 1919 Act did
not mean any material difference in the role of the Secretary of
State. But the provision included in the Act, viz. “subject to the
provisions of this Act and rules made thereunder”, enabled the
formulation of a new framework of relations and delegation of
powers from the Secretary of State to the Provincial and Central

questions of disagrcement between provinces, and (3) to safeguard the
functions and duties of the Governor-General himself.
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governments. One of the measures taken under this proviso was
the establishment of a new controlling authority over expendi-
ture, viz. submission of the Budget grants to the vote of the
Assembly.?* There were two other factors which necessitated a
relaxation in the control in so far as provincial finance was con-
cerned. These factors were: (i) the existence of the Transferred
subjects and (ii) the introduction of the new procedure under
which Budget grants were submitted to the vote of the Assem-
bly, which rendered it necessary to delegate larger powers to
the governments in India. The Secretary of State accordingly
delegated a major part of his powers and intervened in matters
relating to the Transferred subjects only for the following pur-
poses: (a) to safeguard the administration of central subjects,
(D) to decide questions arising between provinces, (c¢) to safe-
guard imperial interests, and (d) to determine the position of
the governments in India in relation to the other parts of the
British Empire. These purposes indicate that the control of the
Secretary of State was limited in respect of the Transferred
subjects. The second direction in which some relaxation was
made was in the delegation of financial powers; while there was
also an increase in the delegation of powers, in comparison to
what they were, yet the Secretary of State continued to retain
the powers in regard to the creation and abolition of posts in
the All India Services, purchase of stores, and imports, etc.?®

Added to these controls was the conventional control in
respect of provincial borrowings. It would thus appear that there
has been some relaxation in the control exercised by the Secre-

* The Indian Statutory Commission Report, Vol. IV, p. 91.

* Under rule 27 and Schedule III of the Devolution Rules, the consent
of the Secretary of State was required: (1) to the creation of any new or
the abolition of an existing post in the All India Services; (2) to the creation
of a post on a pay of Rs. 1,200 p.m.; (3) to a crcation of a temporary post
exceeding Rs. 4,000 p.m.; (4) to any expenditure on the purchase of
imported stores. These rules were further relaxed in 1932.

In so far as Reserved subjects were concerned the principal items
requiring the prior concurrence of the Secretary of State were: (1) Sanction
of Pay and Allowances of All India Services, (2) Expenditure of Governors,
and (3) Revision of Establishments involving an expenditure over a certain
limit (specified for the purpose), and Public works estimated at more than
Rs. 50 lakhs.
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tary of State, but the relaxation itself was not a part of the
statute and depended very largely on the attitude of the
Secretary of State.*® This pattern of control even though limit-
ed in comparison with the past was criticised as standing in the
way of the development of a sense of financial responsibility in
the provinces.

The control of the Secretary of State in regard to the Centre
had also undergone some change and relaxation.”” Large powers
of expenditure were delegated to the Government of India, with
exceptions in a few specified types of cases where, as in the case
of the provincial departments, the previous consent of the Secre-
tary of State was necessary. Such a prior consent was considered
necessary to enable the Secretary of State to discharge his
responsibilities to the British Parliament, to whom he was
answerable for all expenditures from Indian public funds. He
had of necessity to enforce a better control on the finances than
in other matters. As the Simon Commission reported at a later
stage, “Over the financial administration of the Central Govern-
ment, the Secretary of State still maintains a control more rigid
than over any other sphere of administration, except perhaps
defence and foreign relations”.**

Though the objectives of the 1919 Reform Scheme appeared
progressive and laudable, yet in the practical, day-to-day work-
ing of the system, it received many jolts and criticisms from the
ministers of the Transferred Departments.?® It was alleged that
the Finance Department was acting as a ‘spy’ on the Transferred
Departments. This and many other similar charges levelled
against the Finance Department reduced the value and utility
of its control. What was more, the system worked in such a
manner that it came in the way of financial decentralisation
which was the objective of the Scheme. It was perhaps inherent
in the system in as much as the Finance Department was headed
by a ‘Member” while the Transferred departments were headed
by ‘Ministers. Though the scheme contemplated a Financial

*¢ Banerjee, Provincial Finance in India, p. 247.

*” Simon Commission Report, para. 431.

*® Ibid.

» See the Memorandum of Shri C. Y. Chintamani and K. V. Reddy to
the Muddiman Enquiry Committee.
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Adviser for the Transferred Departments, the non-implementa-
tion of that recommendation made the Finance Department
responsible to both the ‘Reserved’ and ‘Transferred’ departments.
The assumption of this role by the Finance Department was not
liked by the ‘Ministers’, who considered every ‘move’ of the
Finance Department as an ‘unauthorised” encroachment on their
jurisdiction. What followed was an atmosphere of suspicion and
distrust. The lack of joint responsibility in the Cabinet,** and
the absence of a clear demarcation between the Reserved®* and
the Transferred subjects added to the confusion.

The Finance Department, whose duty it was to watch and
advise, exceeded its limits and began to veto and reject propo-
sals. Added to this was the difficulty in matters of reappropria-
tion from one head to another which required consultation with
the Finance Department—the procedure regarding which was so
very strict that it did not allow any freedom to the ministers;
on the contrary it made them lean heavily on the Finance
Department. These defects of the reforms scheme were brought
out clearly before the Muddiman Committee (Reforms Enquiry
Committee) by the witnesses who gave evidence before it in
1924. Surprisingly enough, it came to the notice of the Committee
that the resentment to financial control was not from the Trans-
ferred departments alone but was echoed equally well by the
Reserved departments. The Report of the Committee, which
included a majority and a minority report, considered the various
difficulties in matters of reappropriation in the scrutiny of esti-
mates by the Finance Department and concluded that a finan-
cial control as in the UK, which the committee considered as
wholesome, was necessary. The Report stated: “We are agreed
that a control of the nature provided in the Devolution Rules is
necessary and we do not consider that any substantial modi-
fication of these provisions can be made.” But the dangers of a
dyarchical form of government were much too obvious, and the
Minority Report of the Committee considered that the solution
was in the replacement of the dyarchical by a unitary and

**In Bengal the Legislature refused to accept the joint responsibility of
the Cabinet. Simon Commission Report, p. 212.

1 See the Memorandum of K. V. Reddy (Appendix 5 of the Muddiman
Report).
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responsible provincial government. As for the problems of
financial control, the majority report thought that the utilisation
of a Financial Adviser, as originally envisaged, might mitigate
the seriousness of the situation. The Minority Report, however,
held that the Financial Adviser might prove to be a source of
administrative difficulties and friction. No definite solution was
either rccommended or considered by the Government and
therefore the system continued, despite its faults, until 1935,
when major constitutional changes were introduced.

Developments in the Field of Financial Control

If the period from 1920 onwards indicated the futility of the
working of the dyarchical system in the provinces, it was also
the period which witnessed important and significant reforms
in the field of financial control at the Centre. During these years
considerable attention was paid to the expenditure control and
for evolving suitable methods for that purpose. The need for
reforms in this direction was continuously spotlighted by the
Public Accounts Committee in its reports during these years.

The nced for a vigorous expenditure control arose out of the
frequent and almost regular occurrence of the excesses over the
grants approved by the Legislature. Such an excess of expendi-
ture was (and is) considered to be a negation of Parliamentary
control. Therefore the Public Accounts Committee took upon
itself on behalf of the Legislature the task of ensuring that the
Budget irrcgularitics were not due to any procedural lapses in
the system. The Committee frequently commented adversely on
the lapses and cxcesses and suggested that the Government
“should take steps to study thoroughly the question of devising
adequate checks against such irregularities in the future”.®? The
result of such a constant prodding by the Committee was the
initiation of a series of measures intended to cnsure an adequate
control of expenditure. It may be added here that these dis-
cussions for improvement in the techniques of control of expen-
diture were taking place at a time, when the reorganisation of
British Financial control was initiated and was being implement-
ed by Sir Warren Fisher. Sir Warren, who complained against

** Epitome, Vol. I, p. 14.
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the omniscience developed by the British Treasury, was deter-
mined to make that ‘state of affairs’ a ‘memory’, and expressed
the hope that it may be “finally relegated to the limbo apro-
priate to Shibboleths”. Sir Warren Fisher’s scheme included
the delegation of financial responsibility to the Heads of Depart-
ments by appointing them as Accounting Officers responsible for
the financial administration of their own departments. Though
this scheme as such was not introduced in India, yet a variant of
it which could be fitted into the constitutional framework of the
day, was introduced at the Centre.

The measures taken by the Finance Department during this
period to introduce a more effective control of expeunditure were
mainly three-fold: (i) Since the control of expenditure consisted
essentially in approximating the actual expenditure to the
maximum extent possible to the original estimates, it was con-
sidered necessary and imperative to frame the Budget estimates
in such a way that it would realistically represent the spending
capacities of the departments. The contemporary situation, how-
ever, was one wherein the spending departments were prone to
overestimate their requirements and underspend the grants,
leaving a wide margin between the estimates and the final
achievement. The initial scrutiny of Budget estimate was not
adequate for the purpose of ensuring a better control, and
required efforts even during the execution stage. The efforts of
the government had necessarily to be in many directions. In one
such direction the government took up, with the support of the
Public Accounts Committee®® the system of making lumpsum
cuts, in addition to the detailed cuts in respect of each esti-
mate, in the demands for grants as a whole to allow for prob-
able underspending. (This system of making lumpsum cuts is
still in vogue); (i) the second and more important aspect was
the change in the system of control itself. Taking a clue from
the British experience referred to earlier the Head of each
department was made responsible for the ‘control of expen-
diture’ under his department. It was his duty to exercise the
control over expenditure against the Budget grants, and for this
purpose, the ‘grant’ was divided and assigned to the various

¥ LEpitome, Vol. 1, p. 76.
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controlling officers of the departments. The controlling officers
were expected to observe the normal canons of financial pro-
priety and to ensure that each expenditure was properly pro-
vided for in the Budget and that it was expended in accordance
with the rules.** With a view to ensuring that the amounts spent
had a close relation to the budgeted amounts, the officer was
expected to carefully examine the accounts, get them verified
and reconciled with the accounts maintained in the Accountant-
General’s office to ascertain the available balances. It was essen-
tial for the controlling officer to keep himself informed not only
of actual expenditure against grants, but also of the liabilities
that have been incurred and were to be met ultimately from
these grants. These reforms paved the way for a better control
of expenditure within the administrative departments.

The overall responsibility for financial operations of the Cen-
tral government rested on the Governor-General for he alone was
responsible to the Secretary of State who in his turn was answer-
able to the British Parliament. The duties of the Governor-
General in his turn were carried out by the Finance Depart-
ment on his behalf. The existence of this three-tier hierarchy
of responsibility prevented the Head of an administrative
department from being made an Accounting Officer as was
done in the UK. In the UK system, as reorganised by Fisher,
the accounts were to be maintained departmentally and the
Accounting Officer was himself responsible for the regularity
and economy in the expenditure of his department. In India,
however, the accounts were not departmentalised, and on the
contrary the accounting and auditing functions were discharged
together by the Auditor-General. Realising that this would be
an obstacle in the evolution of a sound system of financial con-
trol the Central Finance Department under the leadership of
J. C. E. Jukes proposed separation of accounts from audit.
His attempts and the details of his scheme cannot be considered
in greater detail here, but it is sufficient to realise at this stage,
that the separation of Accounts and the establishment of separate
Pay and Accounts Officers for each administrative department
was intended eventually to pave the way for making the Head

3 Ibid., pp. 40-4.
3
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of the administrative department the Accounting Officer respon-
sible for the ‘economy” and ‘regularity’ aspects of expenditures.
As a part of these reforms, and also as a result of other considera-
tions, the Railway Finances were separated and began to be
administered by a Financial Commissioner on behalf of the
Finance Department, and the Railways were given a certain
amount of autonomy in the management of their revenues.
Simultaneously, the Finance Department attached a full-ledged
representative to the Posts and Telegraphs Department also for
the management of the Postal Finances. These steps indicate
that a different treatment was given to commercial departments
and to major spenders. The Finance Department at this stage
consisted of a Secretary who was coordinating the work of the
representatives attached to Railways, P. & T and Defence, and a
Deputy Secretary who controlled the civil expenditure of all civil
departments and also dealt with the interpretation of rules and
regulations.®> As a result of the increasing emphasis paid to
budget scrutiny, as indicated earlier, a post of a Budget officer
was created in 1928 charged with the responsibility of all the
work relating to the Budget.®® (iii) Another procedure that was
introduced as a part of these reforms was the one relating to
the periodical collection and compilation of data in regard to
the progressive actuals of expenditure incurred.®” The introduc-
tion of such a procedure enabled the Secretariat Departments
to keep themselves abreast of the progress of expenditure
incurred by its subordinate agencies. The data helped them in
matters of budgetary forecasts, and in course of time this proce-
dure became a valuable instrument in the control of expenditure.
to the administrative departments.

These developments have laid a firm foundation for a better
financial system. The system that emerged from these reforms
was in every respect better than what it was before. The same
system, with occasional improvements here and there, has con-
tinued ever since. These developments that took place between
1920-1925 may be appropriately considered as the structures
raised on the foundations laid by Sir James Wilson.

% Memorandum to the Standing Finance Committee, 31 August 1928.
3¢ Ibid.
" Epitome, Vol. I, p. 14.
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111

1935-1947

The dyarchical system introduced in 1919 was abandoned
with the enactment of the 1935 Act. The 1935 Act is significant
from two aspects: (i) it represented a significant departure from
the previous system of the control, for the powers that were
hitherto vested in the Secretary of State disappeared with the
onset of responsible government through the 1935 Act; and
(#) it firmly established provincial autonomy and made the
provincial governments, except in certain matters, independent
of the Central Government in the field of raising revenues as
also in expending them.

The relations between the Secretary of State and the Governor-
General and the Governors, under the 1935 Act, were confined
to a few fields only. The powers and relations under the Act
may be stated as under: (i) The Secretary of State gave away
all the powers to the Governor-General, under the Act. He,
however, retained full control over the Services, and continued
to possess the powers of superintendence and direction over
the Governor-General and the Governors. (ii) As a direct result
of his powers of superintendence and direction, he maintained
control over matters relating to Defence, Ecclesiastical and
Political Departments. Since the expenditures on these three
departments accounted for more than half of the Central expen-
diture, the control of the Secretary of State was considerable
though his powers were reduced statutorily. (iii) With the
introduction of provincial autonomy, he was deprived of his
powers over borrowing in the provinces, except in so far as the
borrowings were in sterling, in which case his prior consent was
to be taken. Thus the control of the Secretary of State was
reduced and with the introduction of provincial autonomy, the
provincial Finance Departments also ceased to be under the
control of the Central Finance Department. They began to stand
on their own feet as independent entities.

Central Finance Department under the 1935 Act

Though the dyarchical system was by and large condemned
by all, and was sought to be replaced by the 1935 Act, yet one
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peculiar feature of that Act was the retention of a dyarchical
system in the Central government. This consisted in the control
exercised by the Governor-General in respect of the Departments
of Defence, Foreign and Ecclesiastical affairs, where he could
exercise powers at his discretion. The existence of such-a
‘reserved’ treatment for certain subjects meant an exception to
the joint responsibility among his Ministers and counsellors and
considerably weakened the control of the Finance Member and
the Finance Department; for, as in the carlier years, the control
of the Finance Department depended upon the support it rece-
ived from the council as a whole, and in particular from the Gov-
ernor-General in whom the discretionary powers were vested.
The importance of the Finance Member, therefore, depended
upon the conventions established to honour his advice and on
the Rules of Business of the government. Though in the final
analysis, the efficacy of the control of the Finance Department
depended upon the support it received from the Governor-
General, yet the department itself was accorded a superior place
in the regular management of governmental affairs. The Rules of
Business continued to lay down that the finance department was
to be consulted in all matters of financial import before their
submission to the Executive Council—a procedure which meant
that the opinion of the Finance Department should be given due
weight, But, for the reasons mentioned earlier, its control on
Defence, foreign and other expenditures was weak, for they
were the recipients of a favourable treatment by the Governor-
General. This situation was not different from the one cxamined
by the Royal Commission on Expenditure in 1896, mentioned
earlier.

The institutional framework of the Finance Department conti-
nued, as in the earlier years, but it began to pay a consistently
growing attention to the formulation of Budget. The increase in
Parliamentary control, consequent on the 1935 Act, over Budget
implied that more care was to be given to the preparation of
the Budget and the scrutiny of financial estimates included
therein.** With the introduction of the new system, the existing
codes in respect of financial matters had come to be revised so as

* See Part III.
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to include the changes in the system brought about by the new
constitution. The Finance Department accordingly utilised the
opportunity to bring about a set of “General Financial Rules”, a
“Book of Financial Powers”, etc.*® These codes which contained
elaborate rules and regulations, in respect of each activity, en-
abled the growth of financial knowledge which was so very
essential for efficient management of the finances. But for these
little changes, the content of the control of the Finance Depart-
ment remained the same as it was in 1924.

Later Developments

The preceding paragraphs give an account of the constitu-
tional background against which the Finance Departments of
this period were working. Along with these changes, there were
also other changes taking place in the nature, trend and compo-
sition of public expenditures. The steady growth of public
expenditure*® and the increasing complexity of the administra-
tion of these expenditures presented new issues regarding the
technical competence of the personnel in the administrative
departments entrusted with huge spending programmes. The
absence of an adequate knowledge of the financial principles
and procedures in the administrative departments often resulted
in considerable delays, financial irregularities, etc. To over-
come this difficulty the government constituted in 1939 the
‘Commerce and Finance Pool’ to man the posts in the field of
economic administration. The cadre which was administered by
the Finance Department consisted of officers drawn from the
various services such as ICS, IA & AS, etc. who were given
intensive training in all fields of financial activity, and were
later appointed in different spheres in the ‘economic’ Ministries.
Though the formation of such a ‘pool” helped the immediate
objective of the government, yet it was generally criticised on
the count that it gave no chance to the administrative depart-
ments to develop a ‘financial consciousness’ and instead made
itself (the Finance Department) a repository of all financial
competence and knowledge. To an extent this was true, for the

* See Chapter III for a detailed account of the growth of Financial

codes, etc.
*® Sce Chapter VIII.
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formation of a cadre of this nature made the normal financial
work the specialised forte of a few.

The formation of the ‘pool’, however, came in handy with the
onset of the war, which came hardly within one year after the
constitution of the ‘pool’ and after a little over two years after
the establishment of popular government in the provinces. The
course of the war, which witnessed an unprecedented diversion
of all resources to war purposes, presented new problems in the
field of the control of expenditures. The practical imperatives of
the situation required a provisional dispensation of the conven-
tional rules and procedures and at the same time required a
system which could ensure the best utilisation of resources in
the existing circumstances. Further, the process of concluding
contracts (which were a legion) with private agencies for the
supply of war materials also presented new difliculties, for every
contract had to be entered into only in consultation with the
Finance Department. To overcome these difficulties, a new
system of ‘Financial Advice—on the lines of the Financial
Adviser—Defence, Financial Adviser, P & T and Financial Com-
missioner Railways was introduced.

Under this system*! a Supply Finance Division was establish-
ed to work in close association with the Department of Indus-
tries and Supplies. This Division was headed by a Financial
Adviser who for all intents and purposes represented the
Finance Department and he considered the proposals of the
administrative department on behalf of the Finance Secretary.
He was to consult the Finance Secretary only on important
cases involving significant deviations from the normal proce-
dures. The close association of the Supply Finance Division with
the Supplies Department that emerged as a result of this system
enabled the Finance Department to get acquainted with the
proposals even when they were in an embryonic stage and
therefore to examine them later in a proper perspective. At the
same time it enabled a quicker disposal of matters. The supply
Finance Department had also a small Cost Accounting Organisa-
tion which rendered a technical examination of the contracts
possible.

4! Epitome, Vol. 1, pp. 451-4.
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This experiment, which proved to be extremely useful, was
abandoned immediately at the close of the war and the Finance
Department reverted to its earlier type of control. Such a rever-
sion to its earlier form caused a mild flutter and resentment.
The flutter was not without its impact; what followed this flutter
is the subject matter of Chapter IV.

Meanwhile, further changes were taking place in the content
and the course of public expenditures—one major change being
the emergence of developmental expenditures. The growth of
these expenditures and the problems of financial control it
brought in its wake, are considered in Chapter V, where a his-
torical account of the growth of developmental expenditures is
also given. /

This then was the system of financial control on the eve
of independence; with the advent of independence and the
popular government, the offices of the Secretary of State
and the Governor-General were abolished and replaced by
popular and elected Ministries both at the Centre and in the
States. With the disappearance of the Secretary of State, etc.
the control hitherto exercised by them also vanished, and the
control in the financial matters came to be vested and exercised
by the Finance Department (Minister) at the Centre in respect
of the Central Government, and by the Finance Department
(Minister) of the State in the States, each having its own sphere
of activity, and its own responsibility for the financial manage-
ment of its jurisdiction.



Chapter Two

THE NATURE AND TECHNIQUES
OF FINANCIAL CONTROL

THE objective of financial control is to ensure an effective and
economical utilisation of the available resources.” If the problem
of economics is to study the relationships between competing
demands and limited resources which have alternative uses, the
problem of financial control is no different from that. It is essen-
tially a process where the demands are selected with reference
to a set pattern of priorities and other circumstances so that the
limited and scarce resources could be put to better use in the
circumstances.” The process in which such choice is made and
the alternatives eliminated from the competition zone is essen-
tially administrative in nature. The stages that are involved in
such an administrative process are: (i) Determination of policy
and objectives, (ii) Selection of Programmes from among the
different and competing alternatives, (i) Formulation of a
Budget, (iv} Execution of the Budget, and (v) Review of the
Budget achievement and performance. Financial control is an
administrative means which comes in handy in all these stages
and, in fact pervades through all the stages and in each and
every sphere of activity, and is therefore of utmost importance
as a major tool of fiscal management.

Though the financial control was traditionally confined to the
Ministry of Finance (The British equivalent is the Treasury)
only, owing to the changes that have taken place since 1920
onwards, the administrative departments have also come to be
entrusted with certain responsibilities of financial control. Thus,
financial control as a system owes its success or failure to the
combined efforts of both the Ministry of Finance and the
administrative department. The respective roles of each are
analysed in the following paragraphs.

40
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‘Financial control’ as normally used has a large connotation
and an equally wide application. It comprises the various aspects
of assessment of resources, coordination of economic policies—
including international trade and investment of the Public
Funds and control of public expenditures. The term as used
here is confined to financial control in respect of public expen-
ditures only¥The financial control in respect of public expendi-
tures may broadly be divided into two categories—(i) control
in respect of conventional expenditures (Revenue Budget), and
* (i) control in respect of developmental expenditures (Capital
Budget). “The nature of control exercised in both the spheres
is, by and large, the same. But there are certain differences be-
tween the two in the process of the exercise of control.) This
chapter is concerned exclusively with the former type of control,
while the latter type of control is dealt with in Chapter V.
<Traditionally, the function of control of expenditures has
been vested in the Ministry of Finance.” The centralisation of
this function in the Ministry of Finance was not without reasons,
nor was it the result of any historical accident. On the contrary,
it was based on a carefully developed philosophy of division of
functions. This philosophy is based on the following factors:
(i) It is not desirable to entrust the responsibility of managing
the financial resources to the spending departments.”The respon-
sibility of control and the need for economy in each transaction
may be overlooked by the spending departments in their enthu-
siasm to move ahead with their programmes and policies. Such
independent approaches on the part of every department might
result in a financial quandary.' To avoid these obstacles, an inde-
pendent department with no direct spending of its own (except-
ing for the management of its own personnel) and charged with
the responsibility of exercising control to enable a fulfilment of
the objectives of government in regard to economy and efficiency
was suggested)’' For example, the Royal Comimission on Civil
Service stated: “On the whole, experience seems to show that the
tax-payer cannot be left to the spending departments, that those
interests require the careful consideration of each item of public
expenditure in its relation to other items and to the available
resources of the State, as well as the vigilant supervision of some
authority not directly concerned in the expenditure itself and



42 CONTROL OF PUBLIC EXPENDITURE IN INDIA

that such supervision can be most naturally and effectively exer-
cised by the department which is raising the revenue required.™
(i)”On the other hand, it is also necessary that the Finance
Minister who is charged with the responsibility of raising reve-
nues and filling up the financial reservoir should also know the
depth and outflow from the reservoir. It has, therefore, come to
be the function of the Ministry of Finance not only to raise
revenues but also to control, authorise, and advise in respect of
the outflows from the reservoir. (iii)*The Finance Ministry, in
its working as an independent agency, acts as an extended arm of
the Parliament and ensures that the Parliament’s wishes are
fulfilled by the executive. As Durell stated, “The Public and
the Parliament should be satisfied that somewhere or other in
the government there is a guarantee for financial order; that
there is some authority which will watch the progress of expendi-
ture, the obligations which the different departments are incur-
ring and will give timely warning if that expenditure or those
obligations are either out-running the revenue provided for the
year or engaging the nation too deeply in future years.” (iv)
Further, the existence of a separate central authority has certain
advantages, important among which is the fact that, in its func-
tions as an adviser, it brings to bear a detached point of view
which is based on a system of cold reasoning and still colder
facts unlike the administrative departments which are carried
away in the enthusiasm of implementing their policies. In that
role it acts as an outside Tribunal free from external and
internal pressures. (v} Lastly, the existence of such an indepen-
dent body helps in establishing a perfect administrative order,
Durell® has stated that a centralised Finance Department helps
in promoting a financial order, in securing uniformity of a system
and is extremely valuable as an instrument which can exer-

! Referring to this as the first principle of good financial administration,
Hilton Young stated that “all executive officers who have financial duties
to perform need an independent officer to watch them, and it should be
his responsibility to enforce economy. It cannot be left to those whose
power and reputation depend upon spending. Hence the need for a
division of functions and the establishment of an independent body in the
role of an economiser. . ..” The System of National Finance (2nd edition).

*Ibid., p. 242.

*Ibid., p. 251.
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cise considerable influence in advising the departments as to the
organisational and other similar questions. It also compels a
department to justify its proposals, and acts as an impartial
critic on the proceedings of the department generally.

The Finance Ministry in India consists of three departments
—Department of Revenue, Department of Economic Affairs and
Department of Expenditure. There have been frequent changes
in the departments. Recently the Departments of Revenue and
Expenditure have been merged into a single one. The Depart-
ment of Revenue is responsible for raising the revenues, the
Department of Economic Affairs for the coordination of economic
policy and the formulation of the Budget, and the Department
of Expenditure for the control of public expenditures. This
department is not an executive agency charged with the duties
of implementing any scheme, but is an independent department
without any significant spending of its own. In this and in other
respects the department conforms to the principles enunciated
in the preceding paragraph. It is directly responsible to the
Finance Minister for the control of expenditures, and is in close
contact with the Cabinet and with the general policies of the
government. Though this department alone is responsible for
determining the quantum of expenditures in a financial year, and
for the ways in which they are to be spent, yet a part of the
associated duties are also discharged, as we shall presently see,
by the Budget Division of the Department of Economic Affairs.

Financial Control

v The control exercised by the Department of Expenditure may
be classified into the five stages,~as mentioned earlier, and
studied accordingly in the same pattern. While considering these
aspects, the principles of control, as also the Indian practice,
are studied in detail.

Control in respect of Policy

“The pattern of expenditures and the quantum of expenditures
of any government depends on the policies and objectives of
the government.~- The policies and objectives in their turn are
the results of the inter-relations between the social, economic,
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and other objectives and are expected to reflect the needs and
requirements of a community.”In the process of choosing and
formulating policies, it is the concern of the Department of
Expenditure to ensure that the implementation of the policies so
chosen will not result in a heavy drain on the resources of the
country and that they are economically feasible and justifiable.
The department has to know the financial implications of every
policy, so that in the light of its findings, the total expenditure
during a year could be determined.~

All major policies are decided by the Cabinet. Before inde-
pendence they were decided by the Viceroy’s Executive Council.
The Council included the Finance Member who was responsible
for the deployment of all financial resources. But no policy
can be decided upon just on the spur of the moment, and no
Finance Member can be forced to give on-the-spot decisions in
such matters since they require careful consideration. With a
view to enable such a careful consideration, it was provided in
the Rules of Business of the Council (in the past) that no sub-
ject of a case which concerns more than one department could
be decided upon without the specific concurrence of those de-
partments and failing such concurrence, the decision rested with
the Council. Another rule provided that no proposal aflecting
any subject which belonged to the Ministry of Finance shall be
brought before the Cabinet unless it had been referred to and
considered by the Finance Ministry. Yet another rule provided
that no order which involved (1) an abandonment of revenue
or expenditure for which no provision has been made in the
Appropriation Act, (2) any grant of land or assignment of
revenue or concession, grant, lease or licence of mineral or forest
rights or a right to water power or any easement and privilege
in respect of such concession, (3) additions to the number of
grade of posts or to the strength of a service or to the pay or
allowances of government servants or to any other condition of
their service having financial implications, or (4) financial mat-
ters whether there is actual expenditure or not, can be issued
without getting the previous consent of the Finance Department.
As already stated in the first chapter, these conditions secured
an unrivalled place for the Finance Department in the adminis-
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trative organisation. This procedure has continued after the
independence.*

«Thus every proposal that is submitted to the Cabinet and
having financial implications has to be seen and scrutinised by
the Ministry of Finance. It is, however, difficult to define what
is a policy and what is not, and in practice the procedure of
determining what a Policy is depends on the initiative and pri-
mary responsibility of the administrative department in whose
sphere of activity the particular question is included. .

.The scrutiny exercised by the Finance Ministry is very broad
in nature at this stage, and is more concerned with the overall
financial implications of the proposal and its impact on the
expenditures. .Not all proposals that are submitted to the
Cabinet may be comprehensive and exhaustive in respect of the
financial calculations of the policy and to that extent the exami-
nation of the Finance Department also becomes handicapped.
The results of its examination are communicated to the admi-
nistrative department by the Finance Ministry. The comments
of the Finance Ministry are then included in the ‘Summary
submitted to the Cabinet by the administrative ministry.> The
Cabinet attaches considerable weight to the opinion of the
Finance Ministry. The comments of the Finance Department
(which would have already been approved by the Finance
Minister) receive proper hearing and personal representation
through the Finance Minister. The Cabinet as a body may not
agree with the view-point of the Finance Minister, but it deli-
berates with utmost caution and care whenever it is felt neces-
sary to reject the plea of the Finance Minister.

Limitations
. This broad pattern of control has certain limitations and they

* Shri C. D. Deshmukh, referring to these Rules stated in 1954: “I might
add that there has been a preliminary consideration of what form the
new rules should take and a conclusion has been reached that the financial
control to be provided will be of the same kind as exists under the current
rules of Business.” See Lok Sabha Decbates dated 17 April 1954. These
new rules were framed only recently, but are treated as ‘confidential’.

* Every proposal or policy is submitted to the Cabinet in the form of a
‘Summary’,
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may be considered here. To enable the Finance Department
and the Cabinet to appreciate the proposal of the administrative
department in its proper perspective and to consider it more
objectively, it is essential that the financial estimates are worked
out more carefully and in greater detail.s This is all the more
necessary and significant in the context of a planned economy
where adherence to the original estimates of costs and finances
is an absolute imperative. Subsequent variations in expendi-
tures from the original figures submitted by the administrative
departments result in a negation of the purpose of control at this
stage. The large number of variations in the final figures of
expenditure in respect of some schemes (Hindustan Steels, Dan-
dakaranya Scheme, etc.—see Chapter V) as compared to the
initial estimates would appear to indicate that either the initial’
planning was defective and faulty or that there have been some
sudden changes in the price level, or some other economic factors
necessitating changes in the expenditure levels. Where the
changes are due to the latter cause, there can be little scope for
comment or criticism. But where the variations are due to the
former, it is an indication that control at the policy stage is not
effective or that the figures given at that stage were not ade-
quate for a detailed examination.® It is not possible to state with
precision, either the number of cases in which such variations
occur or the type of examination devoted to these proposals
at this stage, for the papers submitted to the Cabinet are treated
as ‘Secret’ and are not open to the public.s Another important
limitation of the type of control exercised at this stage is in
respect of the review of policies which had already been ap-
proved by the Finance Department and the Cabinet, and which
have since been implemented and continued. As the initiative
in policy matters rests with the administrative Ministry, the
review of the effectiveness and the financial implications of the
policy also rest with that agency. The implications of a continua-
tion of a given policy are, however, considered by the Ministry
of Finance only when it is presented with the Budget estimates,

¢ In the UK, the Committee on Estimates (6th Report, 1957-58) suggested
that a specific enquiry may be made into this aspect (see p. xi). Later on,
a committee with Lord Plowden as Chairman was appointed to study the
“Control of Expenditure’.
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and no active role is taken to examine the existing policies or
critically assess them.; It has been recently” suggested by the
Estimates Committee in the UK, that it is important not only to
scrutinise new policies, but also to review the current policies,
as it is uneconomical for a good new policy to be rejected or
cut while a less worthy policy is allowed to carry on without
modifications. It, therefore, recommended that “the Treasury
should ensure that established policies involving expenditures in
the civil field are more systematically reviewed in order to
satisfy themselves that they should not be modified or even
abandoned”./ This recommendation is of equal interest in the
Indian context. The implementation of this suggestion of the
Committee is, however, likely to encounter criticism from the
administrative ministries as they might consider such a step-
equivalent to taking away the wind from their sails. It can also
be argued that such a control on the part of the Finance
Ministry will trench on the administrative sphere. While the
validity of these arguments cannot be denied, it is to be realised
that there must be an eflective follow-up of the policies imple-
mented by government. Whether such a review is to be done by
the administrative ministry or the Finance Ministry, or by the
former in consultation with the latter, is an organisational detail
and need not, therefore, detain us here.

« Another factor which limits the control exercised by the
Finance Ministry and in fact shifts the emphasis of its approach
from policy to a matter of details, is the existence of a “Five
Year Plan”.* The control in respect of the policy of plan is
suggested by the Planning Commission and decided by the
National Development Council and the Cabinet. No doubt, the
Finance Minister is represented in all these three bodies, but
in practice, there is a difference between the control exercised
in respect of a policy which is a normal one and a policy in
respect of the Plan which emanates from the Commission and

" Report on ‘Treasury Control of Expenditure’, p. ix.

*The Indian Estimates Committee stated: “the role of the Finance
Ministry is, however, largely influenced by the policies and decisions laid
down by the Planning Commission in the Five Year and annual plans”.
55th Report, p. 3.
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to that extent it ‘limits’ the sphere of control of the Finance
Ministry. '

Notwithstanding these limitations, the control at the stage of
policy provides an important opportunity to the Finance Minis-
try to make its presence felt and thereby exercise its influence
in bringing about economy.-

Review of Estimates

The second stage of financial control is at the stage of selec-
tion of schemes and formulation of the Budget”’The combina-
tion of these two stages may be called the phase of ‘review of
estimates’,

If the concern of the Finance Ministry at the ‘policy stage
is to examine the effect of a policy on the total expenditure, its
concern in the second stage is to obtain a “proper balance of
expenditure between services, so that greater value could not
be obtained for the total expenditure by reducing the money
spent on one service and increasing expenditure on another”,’
and is also concerned with the determination of total expendi-
ture on individual policies and services.

The problem of selection of schemes is first encountered by
the administrative ministries on whom lies the initiative. In
October of every year, the Ministry of Finance issues a circular
to all the departments of the government to frame its Budget
estimates for the next year. The preparation of Budget estimates
in the departments starts long before the receipt of the circular
from the Ministry of Finance, as they have got to estimate their
own requirements, review the existing commitments and, after
these two stages, arrive at realistic estimates for the next year.
The estimates include the new projects that it proposes to take
up and are computed with due regard to the expending capacity
of the department. In framing the Budget estimates, the depart-
ments are required to show the utmost foresight, though an
“exhortation to foresight is not an invitation to provide for
additional items of expenditure without justification”. In pre-
paring these estimates, a preliminary exercise in the problem
of choice is performed by the administrative departments. Assum-

® 6th Report, UK, p. viii.
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ing that there is no financial ceiling at all, the administrative
department would, when left to itself, perhaps include all the
projects and schemes that it can think of, and those it could
execute in a year. But the fact that the financial resources are
limited, narrows the scope of activities, and the administra-
tive department will thus have to choose and restrict the range
of activities to a size that fits into the pattern of the utilisation
of the available resources envisaged by the Ministry of Finance.
The choices made by the administrative departments are to a
very large extent based on the objectives of government policy
and the priority pattern chosen for public expenditures.

The estimates, thus prepared by the administrative depart-
ments and infended to indicate the programmes of expenditures
for the next year, are presented to the Pepartment of Expendi-
ture for its examination. The scrutiny and examination of all the
items is not carried out by the Department of Expenditure.
There is a division of functions, correlated to the classification
of estimates between the Departments of Expenditure and the
other departments in the matter of financial scrutiny.
~The Budget estimates prepared by the administrative minis-
tries are broadly divided into three categories: (i) Standing
Charges; (i) Continuing Schemes; and (iii) New Schemes.
Technically, however, all the estimates are divided into two
groups—Part I, Standing Charges—which are of a permanent
character; and Part II, New Charges. The latter category includes
the continuing charges also, until such time they are declared as
permanent charges and are included in Part I.”For scrutinising
these estimates there are three agencies. The first agency is the
Internal Financial Adviser. The phenomenon of the Internal
Financial Adviser is comparatively of a recent origin and was
introduced as a part of the arrangements which were intro-
duced in 1958. The “second agency is the Department of
Expenditure, whose representatives, known as External Finan-
cial Advisers, are attached to different’ Ministries and scru-
tinise the Budget estimates of the Ministries. The third agency
is the Budget Division of the Department of Economic Affairs,
which is responsible for the consolidation and finalisation of the
Budget..

4
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Standing Charges

.The Internal Financial Adviser, who is an officer of the admi-
nistrative ministry, undertakes the first examination of all the
estimates. In the process, he ensures that the estimates are
properly framed and technically sound. The scrutiny exércised by
him in respect of the standing charges is not of any significance,
since the standing charges are generally treated as ‘fixed’ in
nature and not subject to variations. However, these charges
include some amounts for ‘contingencies’ also which are com-
paratively more flexible and subject to variation. To consider
such variations, etc. a periodical review is conducted by the
Ministry of Finance, and the Internal Financial Adviser, with a
view to ensure that the ‘permanent charges’ are not included in
the Budget as a matter of routine and that they are subjected to
a detailed examination to explore the possibilities of further
economies and only then they are included in the Budget.**

* The Budget estimates so prepared by the administrative
ministries are referred direct by the Internal Finance Advisers,
after the completion of their examination, to the Budget Division
of the Department of Economic Affairs. This arrangement which
was in existence for a long time is based on the presumption
that standing charges are not susceptible to great reductions and
that the scope for economy is limited..In fact, the examination
conducted by the Budget Division of these estimates is not of
much utility as the ‘cuts’ or the ‘reductions’ in the proposals
suggested by it are not the result of any intimate knowledge of
the working of a ministry but are only the results of a desire and
a tendency to make reductions for whatever they are worth.
As a consequence the matter is once again taken up by the
administrative ministry and the ‘cuts’ suggested in the first
instance are restored later. With the recent introduction of the
procedure of reviewing of the Standing charges as mentioned in
the preceding paragraph, the opportunities for reductions at a
later stage are minimised, and instead the opportunities for
reduction and economies are fully explored even in the first
stage of review.

* This is based on a suggestion of the Estimates Committee. See
55th Report, p. 5.
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Continuing Charges and New Charges

r The continuing charges are also subjected, in the first instance,
to a detailed examination by the Internal Financial Adviser. The
general tendency, however, is to review the continuing expendi-
tures only when there have been considerable variations from
the previous year’s estimates or when there is a peed for a sup-
plementary grant or a reappropriation. The review is made only
at the Budget stage and is not followed by any watch over
the progress, etc. after the Budget is passed.’! Even at this stage,
however, there is one factor which should not be overlooked
but is often overlooked. It is likely that the review may be con-
centrated on the examination of only those estimates which have
increased and the “possibilities of economies in those which
have decreased may be neglected”. It is important to note that
even a static estimate, which has not undergone any variation
may still merit a close examination as much as a rising estimate
for an expanding service, for even a static service may be sus-
ceptible of a reduction. These aspects only emphasise the magni-
tude of the task involved.

tThe continuing expenditure estimates are then examined by
the Department of Expenditure (represented by its External
Financial Adviser) with reference to the progress already made,
the commitments entered into and the trends of the programmes
of its work in the following year. On the basis of the assessment
of all these factors, the estimates are then allowed to be includ-
ed in the Budget."

The new schemes intended to be included in the Budget
represent the new programmes proposed to be taken up for
execution by the administrative department during the next year.
The new schemes so proposed are required to be complete
in all details and finally approved with reference to codal forma-
lities. In submitting such proposals for new expenditure, admini-
strative difficulties and delays in the sanctioning processes are

' One of the witnesses, in his evidence before the Estimates Committee,
stated that there was hardly any review either by Finance or by the
administrative ministries. He, however, pointed out that “when schemes
had been approved in principle and were being executed, a critical review
generally took place at the time of the annual Budget provision.” Minutes
of the 55th Report, p. 26.
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always borne in mind, and nothing more than what is to be spent
during the year is recommended for Budget provision. The
Department of Expenditure considers these proposals from the
points of view of the urgency and expediency of that expenditure
—whether they are required to be expended in that year, whether
the expenditure is of an obligatory nature and whether the ex-
penditures are remunerative or not.sAfter a consideration of the
proposals from these broad principles, the Department of Ex-
penditure then examines the technical soundness of the esti-
mates, and after such an examination, if it considers fit, it in-
cludes them in the Budget.

However, it becomes necessary at times to include items with-
out this detailed examination, thereby making the post-Budget
work a complicated affair. As the Estimates Committee stated
in a report on the Department of Expenditure: “Since often
times schemes are included in the Budget without prior scrutiny
it becomes necessary for the Ministry of Finance to undertake
their examination after the Budget has been passed and before
they are actually executed, so that unless and until expenditure
sanctions are issued with the concurrence of the Ministry of
Finance, no part of expenditure can be incurred.” Delay is often
the result of such a procedure.

The Budget estimates finalised as described above are once
again examined in consultation with the Budget Division with
regard to the availability of funds. It may be pointed out here
that the examination of the estimates condutted up to this stage,
is without a correct and precise understanding of the ‘resource
position” and is carried on against an assumed ‘resource position’.
By the time the estimates reach the last stages, a clearer and
more precise picture of the resources becomes available. Such
a picture, if different from the ‘assumed picture’, may necessitate
some changes in the expenditure. On the basis of the new data,
fresh cuts may be imposed (this happens rarely) in the total
expenditures of each department, leaving the choice of realloca-
tion between different sub-heads, to the administrative depart-
ments. The Budget thus finalised is submitted to the Parliament
for its approval.
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Nature of Control

We have seen in the preceding paragraphs how the Depart-
ment of Expenditure examines the estimates of the Budget.The
purpose of such an examination is nothing more than to bring
economies in expenditure and to see that there is a ‘balance’
of expenditure between services and to determine the total
expenditure on individual policies and services separately. As
Prof. Hawtrey stated, the objective is “to secure a uniform stand-
ard in the measurement of the financial sacrifice involved in the
activities of all departments.”* This principle implies that every
pound is spent for public good.» While this principle operates in a
greater measure in the field of individual finance where every
individual would ensure that the marginal utility of every
Paisa spent from his pocket brings him the same comfort and
utility, its application in governmental finances is limited
for the simple reason that government is a huge machinery
involving various Jlevels of decision-making which renders any
comparison of utilities impracticable, if not impossible. How-
ever, the Department of Expenditure has got its own criteria
against which it judges the essentiality of an expenditure pro-
posed to be included in the Budget. The general criteria
adopted in this context are as follows': (a) Is the proposal a
proper one, i.c. does it merit an expenditure from Public funds?
(b) Has the ministry the authority to propose such an expendi-
ture? (¢) Is there enough of justification to show that the
expenditure is necessary or desirable? (d) Have all parties sub-
stantially interested in it been consulted? (e) Are the costs of
individual items excessive? and (f) Are the financial arrange-
ments proposed the most desirable and economical having
regard to the circumstances, or are alternative arrangements
possible? It is on the answers given to these questions that the
Department of Expenditure formulates its opinion. Its control
essentially lies in making the departments justify the proposals.
What Lord Goschen once said about the English practice holds
equally good in the Indian context. He said: “The first object

> Prof. Hawtrey, The Exchequer and the Control of Expenditure,

pp. 28-9.
'* Financial Control : Its Place in Management, p. 10 (London, 1957).
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of the Treasury (Department of Expenditure) must be to throw
the departments on their defence and to compel them to give
strong reasons for any increased expenditure and to explain
how they have come to demand it. This control alone helps to
make the departments careful in what they put forward.”}*
Equipped with the answers to these questions, the Expendi-
ture Department sets itself to examine the estimates. Its exami-
nation may reveal that the estimates are inflated or technically
unsound; and in either case it suggests “reductions”. The admi-
nistrative departments, where they are convinced that the ‘cuts’
suggested by the Expenditure Department are likely to result
in a distortion of their plan, may take up the matter again with
the Department of Expenditure, convince them and have the
‘cuts’ restored to their original estimates. In the process the admi-
nistrative departments and the Department of Expenditure come
into intimate contact which affords them the opportunity for a
better understanding of the issues. There is, however, one factor
which comes in the way of fostering such an understanding. It
is generally presumed by the administrative departments that
whatever the merits and realism of their estimates, they would
still be subjected to ‘cuts’ by the Department of Expenditure.
This is based on the belief that the Department of Expenditure
suggests ‘cuts as a matter of routine, irrespective of the indivi-
dual merits of the schemes. It also believes that a ‘cut’ to them
is an end in itself and not a means to an end, and that they are
generally unwilling even to concede the merits of an estimate
which is technically correct. The prevalence of these beliefs
leads to two dangers.’® On the one hand it leads to a situation
where the administrative ministries may generously inflate their
estimates, so as to provide for cuts to be made by the Depart-

" Financial Control : Its Place in Management, p. 11 (London, 1957).

** The Estimates Committee in its 9th Report (p. 3, 1954), stated thus:
“The administrative ministries’ sole aim is to get their proposals through
and the Finance Ministry’s aim is to ensure that whatever money is being
sanctioned is really spent on useful purpose. In this atmosphere and
process, there are naturally departmental bickerings, recriminations, mild
sensations, secretarial or ministerial crises and consequently delay, bad
planning, wasteful or infructuous expenditure and public criticism at Gov-
ernment inability to proceed with the schemes according to schedule and
efficiency.”



NATURE AND TECHNIQUES OF FINANCIAL CONTROL 55

ment of Expenditure.’® Such inflated figures distort the very
essence of a proper financial control at the Budget formulation
stage. On the other hand the attitude of exercising ‘cuts’ for their
own sake may result in false economy. It may lead to excesses
of expenditure and supplementary grants at a later stage. The
need for an avoidance of these defects hardly requires emphasis.
In fact, the endeavours during the recent years have been in the
direction of avoiding these pitfalls.

Limitations of Control

- Though the Department of Expenditure exercises an effective
control at the stage of reviewing the Budget estimates, yet there
are certain limitations which circumscribe the exercise of such
a control. . )

Such of those estimates whose policy and the general magni-
tude is already approved by the Cabinet and the Planning Com-
mission generally provide little opportunity for the exercise of
an effective control. The estimates relating to schemes of
type, which by that stage would already have been scrutinised
by the Planning Commission, are likely to be near perfect, leav-
ing hardly any scope at the Budget review stage. Another
factor is the technical nature of expenditures. As for example,
expenditures on Scientific Research in the Ministry of Defence
and Ministry of Scientific Research and Cultural Affairs, and the
purchase of antiques by the National Museum, etc. can hardly
elicit a realistic appreciation from the Finance Ministry. The
Finance Ministry consists of trained, non-specialist administrators,
like any other civil department and their best guide in framing
estimates is the past expenditure only. But, past expenditures
can hardly be a good guide in assessing the future requirements
in these matters, and to that extent there is a subtle difference
between the control exercised in other fields and these technical
matters. In matters of this type the Finance Ministry is more or
less guided by the administrative ministry, but before it accepts
the guidance from the latter it makes sure that the explanation
given in support of the estimates is convincing enough to merit

'* This point has been repeatedly emphasised by all those who delved
deep into ‘financial reform’. See Dean Appleby, Second Report. See also
the Comptroller and Auditor-General’s Andit Renart /10RK) A -

——-— s mwr
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inclusion in the Budget.»The approach of the Finance Ministry
is essentially a layman’s approach, but before it agrees to pro-
vide for any amount in the Budget, it cnsures that the Tayman’
is convinced. A third limiting factor is that the Finance Ministry
may be forced by the circumstances even where it is apparently
uneconomical to provide for certain expenditures.’” These factors
limit the effectiveness of financial controlaWe may now move on
to a study of the control ecxercised in the Budget execution
process.

II

Control during the Execution of the Budget

' After the preparation of the Budget it is submitted to the
Parliament and after approval by Parliament the amounts voted
under each Demand are placed at the disposal of the adminis-

ative ministries. The responsibility for control of expenditure
i.m thereon lies on the administrative ministry and each Head
of the department, in the process of discharging his duties, is
aided by an Internal Financial Adviser. The responsibility of the
Finance Ministry however does not come to a stop after allotting
the amounts, but its responsibility after the amounts are placed
at the disposal of the administrative ministry is not the same as
in the earlier stages. The relations in the Budget execution phase
may be said to have two aspects: (i) on the part of the adminis-
trative ministry, there are still many matters which require
frequent consultations with the Finance Ministry, and (i) on
the part of the Finance Ministry, its relations arise out of its

' Consider this example: A VIP visited a particular country as a guest.
At the end of the trip he was presented with two horses by the host
country. The host country promised to send the horses to the nearest port
(at their expense), so that they could be shipped to India. The shipping
companies insisted that the horses should be accompanied by attendants.
So attendants had to be sent to that country to bring the horses and travel
back on ship. The total expenditure involved was about Rs, 12,000. On the
face of it, it appears uneconomical to spend that amount on two horses.
But the protocol and diplomatic relations had to be given preference over
the financial considerations. This case represents only a minor episode in
a lighter vein. In circumstances of this nature it becomes necessary to
approve expenditures in the face of obvious disadvantages.
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endeavours to ensure that the amounts are spent properly and
that the achievement is in accordance with the plan included
in the Budget of the administrative ministries. The matters that
require consultation with the Finance Ministry may broadly be
classified into two groups: (i) matters which are related to the
Budget and (i) matters which arise out of the existing structure
of financial powers.’

Budgetary Maiters

It has been stated earlier that some of the Budget estimates,
though very few, are included in the Budget without a detailed
scrutiny and subject to certain conditions. These items are in-
cluded subject to the condition that no amount of the estimates
so included in the Budget may be expended without the prior
concurrence of the Finance Ministry. (It should be noted that
the procedure of including estimates without a proper considera-
tion of the details is as a matter of policy discouraged. The
question considered here is only in respect of the exceptions i
this practice’). In addition, according to the Delegation of Fin-
ancial Powers all schemes whose total estimate is beyond Rs. 50
lakhs®, may be implemented only after the specific concurrence
of the Ministry of Finance for (as technically called) the issue
of ‘expenditure sanction’. The overall financial powers may be
classified, from the functional point of view, into three groups:
(i) powers which can be exercised by the administrative minis-
tries themselves; (ii) powers that can be exercised by the admi-
nistrative ministries in consultation with their Internal Financial
Advisers; and (iii) powers that can be exercised by the adminis-
trative ministries in consultation with the Finance Ministry. The
first two categories of powers do not require any consultation
with the Finance Ministry, but the administrative ministries are
free to consult it, in case they feel that such a consultation is
necessary.

{ The third category of cases are those which require the prior

#55th Report of the Estimates Committee, p. 6. The provision of
amounts in the Budget in respect of those cases where details are not
sufficient is resorted to rarely.

° These limits have since been relaxed. The only condition is that
schemes should first be approved by the Ministry of Finance.
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consultation with the Finance Ministry. In other words, expendi-
ture sanction in respect of these schemes can be issued only
after the specific approval of the Ministry of Finance has been
obtained.! The objectives of such prior consultation are three-
fold*®*: (i) it enables the Finance Ministry to examine the
schemes which involve large amounts of money in a more
leisurely way. (It is also to be recognised that budgeting is a
continuous process and cannot be confined to a particular
season. What happens during the ‘Budget Season’ is nothing
more than that a continuous activity reaches a crescendo in
the period between October to February when the Budget is
framed). By limiting the powers delegated to the Ministries to
a specific monetary ceiling, the Finance Ministry retains its con-
trol in respect of such matters as cases beyond this limit are to
be referred to it. The cases so referred enable the Finance
Ministry to gain a knowledge of the activities, problems and
needs of each department. No doubt, such an understanding
{s' formulated even at the stage of the Budget scrutiny. But a
second opportunity enables a careful vetting of the financial
proposals.. (i) Secondly, in regard to the cases of the type in-
cluded in the first and second categories of powers which are
also often referred to the Finance Ministry at the discretion
of the administrative ministry the process of consultation estab-
lishes a useful discipline.. The value of this discipline (though
it is likely to be occasionally lost in the delay caused in the
process of consultation with the Finance Ministry), cannot be
measured in terms of the value of money. Such a process of
consultation reinforces the hands of the administrative depart-
ments, for the proposals would be once again examined from
the financial angle by the Finance Ministry. A frequent use of
this device is, however, likely to defeat the purpose of the dele-
gation of financial powers. (iii) Thirdly, this procedure might
enable specific economies to be made in certain cases which
would not have been made otherwise. What is overlooked, for-
gotten, and unrecognised during the initial examination con-
ducted in a period of hectic activity when the Budget is pre-
pared, may be noticed and analysed at the second stage. Such

* 8th Report of the Committee on Estimates, UK, p. xviii.
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a procedure, depending upon the nature of the examination
conducted, might result in a few ‘economies’. The history of the
control exercised by the Finance Ministry has much to say in
favour of this practice as most of the economies are achieved
at the later stage only. This, however, is not to say that such
procedure should be widely followed. A careful balance has to
be struck between the differing forces.

“These opportunities enable the Finance Ministry to exercise its
control again, and this time in a more detailed manner. In addi-
tion to these procedures there are other matters which require
consultation with the Finance Ministry and in the process present
a few more opportunities for the exercise of control by it. .

The process of execution of the Budget throws up many new
matters which might incidentally prove that the original esti-
mates were not altogether correct. The actual process of spend-
ing the amounts might reveal that the amounts provided under
a sub-head are not adequate and that the amount provided in
another sub-head is more than what is required. In other words
the variation in expenditure in different spheres might require
a reappropriation from one head to another, changing the
‘balance’ between the spheres, but keeping the overall expendi-
ture at the scheduled limit. Reappropriation is a technical pro-
cess by which amounts are transferred from one sub-head to
another, while the overall amount under a demand will remain
unchanged. The administrative ministries are given certain
powers in this respect and when cases arise where the powers
are not adequate, reappropriation is done in consultation with
the Ministry of Finance. At this stage the Finance Ministry
once again reviews the need and justification for such a transfer
of amounts.

Similarly, the amounts provided under a head may not be
adequate, or a ‘new service’ not contemplated at the Budget
formulation stage, and therefore not included in the Budget, may
crop up. Both these factors might necessitate a ‘supplementary
grant. Such supplementary grants are again to be presented
to the Finance Ministry which considers the need for such a
supplementary grant with reference to the latest figures of
expenditure available. The procedure of examination of the
supplementary grant by the Finance Ministry is not different
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from the procedure it adopts for the examination of the original
budget estimates, and they undergo the same process of cxami-
nation. No expenditures can be incurred on a ‘new service™
which was not included in the Budget. It may, however, be
implemented, if a supplementary grant has been obtained for
the purpose. The Finance Ministry is very careful and cautious
in these matters, as any relaxation of the procedures is liable
to be treated as exceptions to the legitimate rights of Parliament
and its control.

The last stage of control in respect of budgetary matters is
in regard to the timely surrender of savings. Surrender of bud-
geted funds imply the non-materialisation of the programmes
included in the Budget. This aspect assumes considerable
significance in a process of planned economic development, as
that would imply a slackening in the pace of the execution of
the plan. Moreover, such savings would also result in immobilis-
ing certain other fields of activity for which funds were not
provided under the belief that the funds provided for a scheme
would be spent under that scheme, and if the savings are divert-
ed in time, they might prove useful in these fields.?* The
Finance Ministry, therefore, issues a circular before the close
of the financial year, suggesting to the administrative ministries
that the likely amount of savings may be surrendered in
time.

1 In this manner the Finance Ministry exercises control (although
the emphasis is on the budgetary angle) on the financial activities
of a department during the ‘Execution phase’. |

**The term ‘new service’ does not lead itself to a precise definition.
Its application is governed by a ‘case law’ which has been evolved over a
period of years on the basis of the recommendations of the Public Accounts
Committee. Epitome, Vol. 11, p. 274.

' An crroneous point of view seems to have been advocated recently
by the Ministry of Finance before the PAC. The Finance Ministry’s
representative argued before the PAC that savings would go only to
reduce the extent of deficit financing by which the budgetary gap was
being met. In the context of a plan the emphasis should be on the fulfilment
of the plan rather than short spending the amounts to reduce the effects
of deficit financing. The Committee rightly pointed out that this question
should not be looked at from that angle and stressed the need for a better
budgetary control. 35th Report of PAC, p. 2, 1961.



NATURE AND TECHNIQUES OF FINANCIAL CONTROL 61

Other Matters

+ The other matters, on which control is exercised, arise in the
various specified fields of expenditure such as contracts, grants-
in-aid, write-off of losses and waiver of recoveries.

The general principles of contracts are laid down in a set of
rules. Notwithstanding these standardised rules, consultation
with Finance Ministry becomes essential depending upon the
magnitude of the amounts involved in the contract. The control
exercised by the Finance Ministry in this respect, assumes parti-
cular significance in the context of the Developmental plans
where a large volume of expenditure is incurred directly by
way of coutracts or agreements either with the local agencies
or international agencies. As Durell stated: “It is the risk of
Public loss where the amount involved is considerable that
calls for the intervention of the Treasury, for it is important that
under such circumstances the responsibility should be assured
by an outside impartial tribunal.”** This function is performed
by the Ministry of Finance.

It examines the covenants of a contract from the financial
angle and recommends such modifications as may be considered
necessary. The Finance Ministry satisfies itself that the ‘contract’
does not give any advantages to the outsider and that the con-
tract is technically sound.

Similarly, in respect of write-off of losses of either cash or
stores, the departments are given a certain cxtent of financial
powers. Where cases arise, which are beyond these powers, the
administrative ministries have to approach the Ministry of
Finance for concurrence and sanction. The same is the case in
respect of waiver of recoveries also. By delegating only a
segment of the powers and by retaining the rest with itself, the
Finance Ministry has put itself in a position where it has neces-
sarily to be consulted. The process of such consultation acts
as a salutary check on the financial arrangements of the de-
partments.

Review
The issues that arise in the course of the execution of the

2 Ibid., p. 257.
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Budget and their consideration alone are not adequate to ensure
that the performance and achievement in the course of execution
of the Budget were in conformity with the objectives of the
Budget. This aspect of comparison of the Budget results with
the Budget is ensured by a systematic review of the progress
of each scheme and project included in the Budget. The review
is two-fold: (i) By the administrative ministries and (ii) by
the Ministry of Finance.

Administrative Ministry

“As stated earlier, the responsibility of the execution of the
Budget squarely rests on the administrative ministry. To enable
it to execute the Budget better, the ministry is provided with
the Internal Finance Adviser. This Financial Adviser carries on
a quarterly review of the progress of expenditure.”® The objec-
tives of the review are: (i) to gather data which would enable
a better administrative management; (ii) to enable the formu-
lation of the next year’s Bydget; and (iii) to review the perfor-
mance in monetary terms.

These objectives are fulfilled, through the quarterly expendi-
ture control meetings, which the Financial Adviser convenes
with the representatives of the ministries to review the expendi-
ture for the preceding quarter. The data relating to the progress
of expenditure complied under each head serves two purposes:
(i) It’is useful for the budgetary forecast. On the basis of this
data, the Financial Adviser formulates his opinion, whether a
Supplementary grant is necessary or whether an increased pace
of incurring expenditures is necessary in the remaining quarters.
Where the progressive actuals in the expenditure reveal a com-
parative complacency, it is treated as an indication that further
efforts are necessary for spending the amount. (ii) The data also
reveals the achievement in terms of expenditure; while a cor-
relation of physical achievement with the monetary expenditures
is essential for a proper realisation of the extent and the nature of
achievement, yet the achievement in terms of expenditure is

3 These quarterly expenditure control meetings were formerly (prior to
1958) conducted by the representative of the Finance Ministry accredited
to the administrative ministry concerned. Now these meetings are convened
by the Intermal Financial Adviser. Epitome, Vol. II, p. 3.
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useful as a guide, even if it represents the picture only partly.
These meetings are also utilised for a discussion of other account-
ing matters esuch as Reconciliation of accounts, settlement of
Audit objections, etc.

This review is helpful in two ways: (i) in ensuring that reme-
dial administrative action is taken wherever necessary in the
interests of an efficient management of the department and
(ii) the occasion provides the basic data which is useful in the
formation of the next year’s Budget. The achievements of the
year which come to light during the course of the review,
indicate the strong points and the deficiencies in the current
year’s Budget and, therefore, act as an indication for the next
year.

Ministry of Finance

The Ministry of Finance is also interested in the review of
expenditures. For that matter it is interested in any activity
which leads to economy. As, however, it is not directly respon-
sible for the review of expenditures in the departments, it keeps
itself abreast of the developments in the activities of the depart-
ments only in an indirect way and intervenes only where it is
absolutely necessary. The methods adopted by the Ministry of
Finance (Department of Expenditure) for this purpose are:
(?) The copies of the Minutes of the meetings held by the Internal
Financial Adviser are also sent to the Ministry of Finance.
These, as also the regular contacts maintained by the officers of
the Finance Ministry with the Internal Financial Advisers,
enables them to know the efficiency of the financial manage-
ment of the department, as also its progress of expenditures.
(i) From their experience on specific matters, and having
regard to the movements in the expenditure direction and pat-
tern, the representatives of the Finance Ministry might feel that
control in certain fields is defective, and it tries to corroborate it
by making a formal enquiry and, where necessary, they advise
the ministry on the proper course of action. (iii) The Ministry
of Finance is also equipped with a Special Reorganisation Unit
which carries on periodical reviews and inspections of the
methods of work in the ministries, with a view to make such
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changes as might result in economy.** In addition to these
inspections by the SRU, periodical inspections are also carried
out by the accredited representative of the Finance Ministry
“to ensure that the ministries concerned carried out fully the
instructions laid down in the standing orders relating to the
watching of the progress of expenditures against Budget grants”.
They also inspect “the registers maintained for this purpose by
the ministries and bring to the notice of the Secretaries concern-
ed points in respect of which improvements seemed to be called
for.2® (iv) The enquiries carried out by the Comptroller and
Auditor-General either for the previous years or for the current
year also help the Ministry of Finance in knowing the weak
points of the financial management of a department.

Through these devices the Ministry of Finance exercises its
control on the departments and their activities. Another signi-
ficant aspect is the control exercised in matters of ‘establishment’.

Control over Establishment Matters

The control of the Finance Ministry in respect of establish-
ment matters is wide and extensive. The objectives of its control
in this field are twofold: (i) to secure a uniformity in the con-
ditions of service of the personnel employed in the government
and (i) to ensure economy in the employment of such per-
sonnel.

Towards the fulfilment of the first objective, the Finance
Ministry has retained all the control in respect of all the condi-
tions of service, such as pay, leave, allowances, pension, etc.
With a view to maintain a certain uniformity in these aspects,
the work relating to thesec matters has been centralised in the
‘Establishment Division’ of the ‘Department of Expenditure’.
The general principles regarding each one of the conditions of
service are laid down by the Ministry of Finance and wherever
possible, certain powers are also delegated to the administra-
tive ministries. But any changes or relaxation or deviations from
these rules can be made only with the prior concurrence of the
Establishment Division of the Department of Expenditure.

¢ Minutes of the 55th Report, p. 37.
25 Annual Report of the Ministry of Finance, 1955-56.
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It is also the objective of the Ministry of Finance to check
the growth of the expansion of civil expenditure on personnel.
Economy is to be secured not only in the operation of schemes
and projects but also in the maintenance of the administrative
personnel at the minimum required level. It is, however, a gene-
ral tendency of administration to expand. With a view to check
this expansion and to control the rate of expansion, various
measures are adopted by the Finance Ministry. In the early
periods of the working of the reforms of 1919, the power of
creation of posts in the entire government was restricted to
the Finance Department only. Any department which required
the creation of an additional post at any level had to approach
the Finance Ministry for approval. Before agreeing to such a
request the Finance Ministry weighed the various factors in
favour of creation of a post and it was only after due delibera-
tion that such a post was allowed to be created. These measures
were supplemented by the regular scrutiny during the review
of Budget estimates—when an opportunity was presented to
review the overall working of the department, and secondly,
through the specific ad hoc enquiries instituted for the purpose
of bringing about reductions in the number of employees. (See
Chapter VIII for a detailed study of the efforts made at different
stages to bring out economies in this respect.) However, with
the advent of new responsibilities of the execution of plans, etec.
it has become imperative (see Chapter III) to delegate en-
hanced financial powers in regard to creation of posts. As per
the recent declaration, the ministries were permitted to create
any post up to a salary of Rs. 3,000 p.m. subject to the observance
of certain conditions, without the prior concurrence of the
Finance Ministry. Such a delegation of powers implied that the
Finance Ministry depended upon the administrative ministries
for exercising enough of caution in matters of creation of posts.
But it had (the Finance Ministry) to see that the posts so created
have not exceeded the normal requirements. Towards this
purpose the Finance Ministry evolved a machinery which could
make independent surveys of the requirements of personnel of
the ministries and submit reports indicating their findings. A
separate division was established in the Ministry of Finance

5
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(known as Economy Unit)?® in 1951 charged with the responsi-
bility of examining the staff requirements of the ministries and
their attached offices. This wing carried out frequent inspections
to ascertain whether the strength of staff was over and above the
requirements. This unit was subsequently reorganised into a
Special Reorganisation Unit. The functions of this unit have
undergone some changes in 1956 when the method of work of
the unit was changed from a mere routine study to a systematic
‘work study’ of the methods and procedures adopted by each
ministry. This unit seeks to achieve economies by changing the
methods of work and by rationalising the process of work. The
review carried on by this unit is essentially a post-Budget review
and is not functionally connected with the Budget review at all.
The reports submitted by the SRU are considered by the
administrative ministries in consultation with the Ministry of
Finance and necessary economy measures are taken as a result
thereof.

Though the nature of review is an ‘ex post’ one, yet the exist-
ence of such a body itself acts as a significant check on the
administrative ministries in the exercise of their powers in these
matters.*’ ‘

The Control exercised in all these matters by the Ministry of
Finance is also supplemented by the control exercised by the
administrative ministries. We may briefly examine the nature
and process of that control.

*Gee the Annual Reports of the Ministry of Finance 1951-52 and
1956-57. It is significant to note that in 1958, one year preceding the
experiment in India, certain enhanced powers in regard to creation of
posts were delegated by the British Treasury to the administrative depart-
ments. The Treasury, however, followed the delegation of powers with
the institution of an annual comprehensive survey to ecnsure that the
powers are not wrongly used. See Public Administration, Spring 1960.
Note on Treasury Control over Establishments.

* In UK the ‘Staff Control’ method is operated in a different way. In
the first instance ‘complements’ indicating the scale of staff for each type
of work are laid down by the Treasury. The Treasury also lays down
ceilings beyond which departments may not create any posts without
consulting the Treasury, and targets indicating the levels which a depart-
ment must reduce its staff by a given date. In India reliance is placed more
on ‘Work Study’ method. See A. J. D. Winnifrith, “Treasury Control on
Establishments Work”, Public Administration, Spring 1958.
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Control in the Ministries

As indicated in earlier chapter, the financial control in the
earlier years of British rule, was exclusively exercised by the
Finance Department. It was the department which discharged
the financial responsibilities—and they were manifold—of the
Secretary of the State. But, with the growth of expenditures and
with the increasing complexity of expenditures, and with the
need for closer control on expenditures, it had become necessary
to make the administrative departments responsible for the
control of expenditure in their respective spheres. But the shift
of the responsibilities was not, however, followed by any shift in
the core of the financial control which continued to be exercised
in a larger measure by the Finance Department.

The post-independence period, however, witnessed a change
in the procedures. The change owed its origin to the changed
circumstances and requirements. (See Chapter IV) And a
situationywas reached where the financial control, if it had
remained as an outside agency, would have greatly reduced its
own eflectiveness. What Hilton Young stated a long time ago,
could as well be true in the circumstances that prevailed after
1950, in India. He said (referring to the experiments of UK):
“The Treasury can do the work of financial critic well enough
in all but the great spending departments. In their vast com-
plex and growing organisations, the most effective agent for
economy must be one domestic, ever present and well versed in
the internal affairs of the Office ... an independent financial side
within the office is the best and only guarantee of a rigid eco-
nomy in details, and it is in details that money is wasted.” Con-
trol had come to be exercised internally and ceased to be an
external application,

Internal Financial Adviser

1 accordance with these objectives a reform was carried out
in 1958. The reform included increased delegation of financial
powers and the appointment of an Intémal Financial Adviser.
The Internal Financial Adviser (hereafter referred to as IFA)
was to assist the Head of the Department in all financial matters
pertaining to that department~ His functions in respect of
control of expenditures, in different phases, have been described
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during the discussion on these respective phases and need no
repetition.! Broadly speaking, he is entrusted with the task of
enforcing ‘economy’ and ‘regularity’ in the financial transactions
of the department. To ensure the fulfilment of these objectives,
he is given the responsibilities of scrutinising the Budget esti-
mates and reviewing the progress of expenditure, etc. Besides,
in considering each transaction the Financial Adviser is expected
to ensure (@) that the project is financially secure, that it is
economical, and (b) that the necessary statutory, Parliamentary
and financial authorities exist and that the money is available.
He is also responsible for ensuring that the amounts allotted to
the department are spent and properly utilised. He is given
abundant freedom to act in these matters and his relations with
the Head of the Department are laid down clearly to ensure
that his freedom is not encroached upon by the administrative
authorities. s

However, the mere institutional framework of financial advice
alone is not enough to establish an efficient system of control.
The economical expenditure and effective financial control within
a department depends, to a very large extent, on the respon-
sibility and enthusiasm shown by the IFA. As Durell stated,
“The extent to which departmental expenditure is conducted
economically, as distinct from regularity, must in a great mea-
sure depend on the system of control exercised and on the
personal qualifications not only of the officials at the Head
Quarters,”® but also on those who are away from the ‘Head
Quarters’. There is, however, a significant lacuna in the system.
The Internal Financial Adviser, in the present system, does not
have any functional control on the Budget branches of the
administrative ministry. Instead these branches work under the
supervision of the administrative officers and usually consult the
IFA on these matters. A functional control of the IFA on these
branches would render his control more effective and realistic
for any control is based on complete knowledge of the details
which can be facilitated if the functional control is made over
to the IFA.

* Winnifrith, A. J. D., “Treasury Control on Establishments Work”,
Public Administration, Spring 1958, p. 375.
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“The emergence of the Internal Financial Adviser has changed
the complexion of financial control. Though the ‘control’ which
was hitherto exercised by the Finance Ministry is now exercised
by the different departments through the IFA’s, yet the ultimate
responsibility of the management of the finance is, however, still
that of the Finance MinistryT/In view of this responsibility and
in view of the changes that have taken place, it is an added
function of the Finance Ministry to ensure that the general
financial control exercised in the departments is exercised on the
right lines and that the objectives of ‘economy’ and ‘regularity’
are duly fulfilled. Without the existence of a proper organisation
and effcient methods of control by the IFA’s a part of expendi-
ture is likely to run into the sands and with it the value of the
control exercised by the Finance Ministry is also likely to be
lost.** The responsibility of ensuring the adequacy of the system
is vital and clear, and therefore the maintenance of this system
is watched with utmost caution by the Finance Ministry.\This
function is carried on in two ways: (i) by intimate contacts with
the IFA, for upon the assistance which he renders to the Finance
Ministry and the promptness with which he carries on his own
duties depends the degree and efficacy of control. As Durell
stated, “upon his relations with the Treasury and the ungrudging
assistance which he is able to afford, the efficiency of Treasury
Control must mainly depend”. This is true not only with
‘the system’ of UK but is equally true in the case of the IFA.
The second way of fulfilment is through the inspection carried
on by the SRU of the various departments. This aspect has
already been discussed earlier.

“These are the various stages of financial control, whether
exercised by the Ministry of Finance or by the administrative
departments. It is the combined working from these two ends
that establishes a system of control. The system is, however,
often subjected to criticisms on various counts. What is more,
if the system had staunch critics, it had also strong supporters.
Perhaps such a situation is inevitable wherever and whenever
there are two different points of view.

** 6th Report of the Estimates Committee, UK, p. xxxiv.
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A Review of the System of Control

The criticisms levelled against the system from time to time,
by academicians and administrators alike, are quite general in
nature. However, for the purposes of this study the criticisms
and suggestions may be classified into two groups: (i) those
which are related to all those approaches included in the term
‘Finance Mentality” and (ii) those which relate to the reorganisa-
tion of the system with a view to ‘better’ the control.

*In so far as the former is concerned, th€ general feeling, which
is also widely supported, is that the™Finance Ministry is more
conscious of the savings in trivial transactions and is detailed in
its control in respect of the minutiae of each transaction;*® it is
also alleged that its policy is one of saving ‘candle ends” and
betrays an attitude of ‘cheese-paring’ and ‘wood-pecking” and
that its motto is ‘acceptance of precedent and refusal of risk’:
These criticisms are not without reason. But it should be
recognised that these attitudes reveal more of a personal
approach than a deliberate policy. In their endeavour to put
the administrative department on the defence and in their
attempt to extract a reasonable and convincing justification in
support of a proposal the Finance Ministry might betray a cer-
tain conservative attitude and it is also possible that this attitude
may dampen the enthusiasm of the administrative departments.
Control by the Finance Ministry is a delicate affair comparable
only to tight-rope walking. An excess in one aspect may prove
to be a hindrance, and a deficit in another may prove to be costly
if not catastrophic. As Dean Appleby stated: “The first concern
of financial administration is frugality. The enthusiasms of those
charged with special functions have a high value; to damp them
unduly is wasteful; not to discipline them is to open wide the
door to extravagance and imbalance. True economy, conse-
quently, results from the interaction of the drives of enthusiasm
with the restraining disciplines of review.”®* But it is difficult to
draw a hard and fast line in practice specifying that a trek
across the border would hamper the enthusiasm and that a
failure to reach the deadline would result in extravagance and

/30 payl H. Appleby stated in his first Report, “Financial control seems
to be too specific and too slow and detailed.”
*! First Report, 1953.
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imbalance. It is only through a system of trial and error, and
through a process of adjustment and readjustment that a com-
promise and a balance can be struck.

iAs for the other aspect of the criticism that control is too
detailed, it may be argued that the absence of a detailed control,
at a stage when economy is vital, may prove to be quite a handi-
cap. This, however, is not to say that detailed control is required.
On the contrary it is only to indicate the nature of a situation
which is devoid of detailed control.lThe late John Mathai (a
Finance Minister) observed, when he was charged with this
criticism, “I think the control that the Finance Ministry exercises
even in certain matters of detail has a deterrent effect which
is not entirely to be disregarded. ... On the whole I think more
is to be lost than gained, if I issue instructions to the Finance
Ministry to relax its present method of control.”™?

tAnother criticism is that the control of the Finance Ministry
is remote and that the economy it seeks to achieve is gained
through the ‘cuts” (in fringes) it makes at the time of the
Budget estimates. /The control of the Finance Ministry, until
1956, was not based on an intimate understanding and realistic
appreciation of the problems faced by the administrative mini-
stries, and of the issues presented by it for the approval of the
Finance Ministry. Whatever knowledge it had, was derived
from the files referred to it. A natural consequence of this had
been the procedure of making suggestions for reductions without
verifying the appropriateness of such reductions. However, the
later experiments in the reorganisation of institutional frame-
work of financial advice, took the officers of the Finance Mini-
stry nearer and nearer the administrative ministry and enabled
them to have a clearer understanding of the proposals even
when they were in an embryonic stage. Control is based on
knowledge and such knowledge is based on intimate contacts
with the administrative ministries. As for the second criticism
that the control is exercised only in fringes, it may be argued,
that ‘cuts’ in the Budget estimates are not the only means for
exercising control. It is only one of the means and supple-
ments the control exercised at the other stages. But essentially,

32 H. P. Debates, 24 March 1950.
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the ‘cuts’ are based on the philosophy that economy has to be
found even when the estimates are in preparation. ‘Economy’
has to be ‘built in’ into the estimates. The Internal Financial
Adviser is entrusted with the task of making the preliminary
examination to examine their soundness and to satisfy himself
that the estimates are economical. When the estimates are pre-
pared on such sound lines, there would be hardly any room
for cuts at a later stage. So long as the estimates remain what
they are, the cuts at the later stage have to be treated as a
part of the system.

“Another criticism is that the consultation with the Finance
Ministry involves delay as it puts too many queries at too many
times;”and that the supply of that information to meet those
queries takes time and that in the process the proposal gets
bogged down. Such queries may be the result of inadequate
information supplied on the file or may be result of a personal
curiosity on the part of the Finance Officer.®® To the extent
that it is the result of a personal curiosity, the remedy lies in
the field of personnel management only and not in the field of
control.

/The second set of criticisms, which in a way are suggestions,
relate to the organisation of the system of control. It is often
suggested,** on the basis of the American experience, that the
introduction of performance budgeting would enable a more
effective control of expenditure than the present system does.
Essentially, from the point of control of expenditures, as distin-

* C. D. Deshmukh once stated that delays could be removed by two
methods: (i) “The first is by rapping on the knuckles of the official who is
responsible for raising what might be called petty objections or not making
up his mind at one time in regard to all the points that arise on a file.
It often happens that when a file comes, a file pusher may ask one question
and then send the file back. Then the file comes back and another question
is asked. These things are possible, but I think, with the best orders of
government these things cannot be prevented and they can only be
stopped by taking notice of the individual instances which the administra-
tive ministries must bring to the notice of the Finance Ministry.” (i) The
other remedy, he suggested, was delegation of financial powers. Debates
of Lok Sabha, 17 April 1954.

*¢ See the Hoover Commission Reports of 1949 and 1955 for a detailed
study of ‘Performance Budgeting’.
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guished from the budgetary angles, performance budgeting
consists in (i) making appropriations on a functional basis, e.g.
into programmes, projects and activities and (i) in holding the
spending officials responsible for keeping within the total
amounts provided for the separate programmes, etc.” It is ex-
pected that this system would ensure more freedom of action to
the officers and free them from the “depressing and frustrating
restrictions based on the theory that they are not to be trusted
until they prove the contrary”. The implementation of this
proceduce requires a tight and accurate budgeting as also a
classification of the activities of the government into programmes.
These, however, are not found in India, and the implementation
of these suggestions has therefore been held in abeyance.

' Whatever be the defects, the system of control has withstood
the test of time and is now an important ingredient of the
contemporary administrative machinery. Its role is essentially to
‘advise’, the final responsibility in administrative matters being
that of the ministries. The successful functioning of the system
is partly attributable to the ‘conventions’ that were developed®®
over a period of time, and partly to the steady and continuous
support it has received from the Cabinet. Without either of
these, the process of financial control would end up, however
well intentioned it may be, in loggerheads with the adminis-
trative departments. -

Organisation of the Department of Expenditure

The control described in the preceding paragraphs, is exer-
cised by the Department of Expenditure of the Ministry of
Finance. The organisation of this department may be briefly
discussed here. Until independence all the functions including
the raising of revenues were discharged by a single department
known as the Finance Department. After independence, the
Finance Ministry was split up into two departments—Depart-
ment of Revenue and Expenditure and Department of Economic
Affairs.’ In 1956, the Department of Revenue and Expenditure

8 The success of the UK system is atributed to (i) a single civil service
and (i) respect for conventions. In India, however, the ‘Services’ are too
many, but nevertheless the regard for convention is as strong as in UK.
See Samuel Beer, Treasury Control.
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was further split up into the Department of Revenue and Depart-
ment of Expenditure. Until this time the Expenditure wing of
the Department consisted of a Civil Expenditure Division,
Defence Finance Division and Communications (accredited to
the Ministry of Transport and Communications) Division.

After the separation of Revenue from Expenditure, the Depart-
ment of Expenditure was further reorganised. This depart-
ment now consists of an Establishment Division which is
responsible for the administration of rules and regulations relat-
ing to the conditions of service and other financial codes, and
other Expenditure Divisions. The Expenditure Divisions are
classified into (i) Defence Division and (ii) Civil Expenditure
Divisions.

The Head of the Defence Division is the Financial Adviser,
who as the principal representative of the Finance Ministry in
the field of Defence Expenditure, is responsible to the Finance
Minister, The Financial Adviser is also the Head of the Defence
Accounts Organisation (technically the Head is the Controller-
General of Defence Accounts—who is subordinate to the Finan-
cial Adviser), and he is also the Chief Accounting Officer for
the Defence Services. In the latter capacity he prepares the
appropriation accounts of the Defence Services. He is intimately
associated with all the activities of the Ministry of Defence.

The Civil Expenditure Divisions are slightly different from
the pattern of the Defence Division. Each Expenditure Divi-
sion which is headed by a Joint Secretary is accredited either
to a single ministry or to a group of ministries. Generally, major
spending ministries have an exclusive Division all to themselves.
These ministries have their Internal Financial Advisers also, but
in matters which are beyond their powers and where consulta-
tion with the Finance Ministry is necessary, they are referred to
these Divisions for their opinion. If and when necessary these
Divisions obtain the orders of the Secretary of the Department
of Expenditure, and convey them to the administrative ministries.

The formation of the Divisions helped the finance officers to
maintain regular contacts with the administrative ministry to
which they are attached. These regular contacts enable them
to form a correct perspective of the programmes and policies
of the ministries.
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Wholesome influence

The different stages of work described in the preceding pages
reveal the different facets of the control of the Finance Ministry.
It has been the one single agency which had, whatever the cir-
cumstances, been consistently entrusted with a job, which to
say the least, may be called ‘onerous’. Its duties were heavy
and so were its responsibilities. All the techniques of control
described earlier were evolved to enable it to discharge its res-
ponsibilities. To call these techniques a ‘method of control’ would
be tantamount to doing injustice to the organisation of control.
It is a system that has grown in different and diverse directions,
over many years. All through these years it had exercised,
through its procedures, a wholesome influence on the conduct
of the government in rendering services to the constituents of
a nation, efficiently and economically.



Chapter Three

ASPECTS OF DELEGATION OF
FINANCIAL POWERS

WE HAVE seen, in the last chapter, how the Finance Ministry
exercises its control, and the techniques adopted by it to exercise
such a control. In the process, it was also noted that certain
financial powers are delegated to the administrative ministries
to enable them to discharge their duties.

In this chapter, we will be concerned with a study of these
delegated powers, how they developed over a period of years
and how they are exercised and the problems they present in
the exercise of ‘control’ by the Finance Ministry. In the first
instance, the history of delegations is traced. In the second a
study is made of the existing ‘delegated’ powers.

The structure of delegated financial powers is an expression
of the relations of the administrative departments with the
Ministry of Finance, and also an indication of the extent to
which they are dependent on the Ministry of Finance. Besides,
they reveal the extent to which the financial authority is cen-
tralised in the Finance Department and the extent to which it
is distributed among the departments.

“The history of the delegation of financial powers by the
Finance Ministry to other departments is as old as the history
of financial control itself,However, there were different stages
in the delegation of powers, both in the process of delegation of
powers by the Secretary of State to the Finance Department
and in the second stage when the Finance Department in its
turn delegated the powers to the administrative departmentsy A
study of the development of the delegation of powers would
reveal that different forces were at work which necessitated the
delegation of powers, at different stages, and an attempt is made
in this chapter to trace the developments in this field, as also
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the factors that were responsible for such developments.

The history of the development of these delegations may
broadly be divided into four stages: (i) up to 1919, (i) 1919-1935,
(i) 1935 to 1947, and (iv) post-independence period.

Early History

The first regulation regarding the delegation of financial
powers was contained in the 1858 Act, and the same pro-
vision was subsequently incorporated in the 1915 Act also. This
regulation stated, “The expenditures of the revenues of India,
both in British India and elsewhere, shall be subject to the con-
trol of the Secretary of State in Council and no grant or appro-
priation of any part of these revenues or of any other property
coming into the possession of the Secretary of State in Council
by virtue of this Act, shall be made without the concurrence of
a majority of votes at the Meeting of the Council of India.”

An omnibus provision of this type necessarily meant an ex-
cessive concentration of power in the Secretary of State, and
no power at all in the hands of other authorities. However, to
facilitate the work of the Government of India, the Secretary
of State prescribed certain limits in respect of each general
subject of expenditure within which expenditure could be in-
curred without reference to the Secretary of State. These
ceilings prescribed by the Secretary of State were, until 1889,
embodied in the executive orders issued by him from time to
time. Until this period, there was no provision to enable the
Audit to challenge or question an expenditure which has been
wrongly incurred, or incurred without sufficient authority,/How-
ever, with the promulgation of an Audit Order in 1889, which
was reissued with slight modification in 1893, this defect was
partly removed. In 1897 a resolution was issued defining the
powers of the Central Government and local Presidencies in
different matters

The delegations made by the Secretary of State during this
period were not technically correct or even valid, as the proviso
incorporated in the 1858 Act and in the 1915 Act (quoted above)
gave the Secretary of State no power to divest himself of this
responsibility without a violation of the spirit of the proviso.
Technically, therefore, the executive orders issued by him were
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invalid/ To overcome this difficulty, a proviso was included in
the 1916 Act. This proviso read: “Provided that a grant or
appropriation made in accordance with provisions or restrictions
prescribed by the Secretary of State in Council without the
concurrence of a majority of votes at a meeting of the Council
shall be deemed to be made with the concurrence of majority
of such votes.7]

Notwithstanding this proviso, another complication came to
light very soon. The proviso included in the 1916 Act enabled
only the Central Government to have certain powers delegated
to it by the Secretary of State, but it was not clear whether
the Governor-General in Council could redelegate his powers
to the subordinate authorities stationed at various places. This
uncertainty was put an end to in 1917 when a set of financial
rules clearly defining, not the actual powers, but the limits up to
which powers could be delegated by the Governor-General in
Council to the subordinate authorities without reference to the
Secretary of State were formulated. These powers, delegated
to the Government of India by the Secretary of State, and the
powers delegated by the Central Government to its own sub-
ordinate authorities were reviewed and were published in the
form of a Book of Financial Powers on 1 June 1918. The publica-
tion of this book has to be considered as an important landmark
in the history of the delegation of financial powers, for it
contained all the relevant rules at one place, and it proved to be
the starting point for the later-day delegations.

The Book of Financial Powers which was so prepared had
very soon undergone a revision and in fact a total change in its
composition and content, as the earlier powers in respect of the
local governments became obsolete with the introduction of the
1919 reforms. As indicated in the first chapter, the Devolution
Rules of 1919 gave a certain amount of autonomy and freedom
to the provinces from the hitherto overwhelming control exer-
cised by the Centre. The Book of Financial Powers which was
revised after excluding those powers which were handed over
to the provinces as per the Devolution Rules, contained the
limits of powers of the various subordinate authorities and the
departments at the Centre, in respect of (i) creation of posts,
(i) powers in regard to appropriation and reappropriation,
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(#i) grants-in-aid, (iv) contingent expenditure and miscellane-
ous expenditure, (v) write off of losses and waiver of recoveries,
(vi) powers of the subordinate authorities, (vii) powers of the
Central Public Works Department, and (viii) purchase of
stationery, etc. This revised publication was issued in 1922.
The financial powers so delegated were in vogue up to 1937.
But during this period there were sporadic changes in the dele-
gation of powers necessitated by the needs and requirements of
the day. The Book of Financial Powers by its very nature, could
not be a rigid one, unless the administrative machinery for the
use of which it was devised, was itself a static one. But any
administrative system is expected to be a flexible system and
the contemporary administrative system was no exception. It
possessed enough plasticity to adjust itself to the changing
requirements and the changes that have taken place in the
financial organisation as a result of the constitutional changes.
A new revision was issued in 1937. The revised edition
incorporated the changes that had taken place betwcen 1922
and 1937. The improvements included: (a) the changes in the
structure of delegated powers consequent to the constitutional
changes ushered in with the acceptance of the 1935 Act,
(b) the Book was brought up-to-date by adding all those offices
newly created and all those offices whose administrative Heads
were declared as Heads of Departments during this period, and
(c) simplification, clarification and proper grouping of subjects.
(It was found that quite a few earlier codes were overlapping in
respect of different matters.) The new edition helped the removal
of overlapping, provision and consolidation of the relevant rules
and regulations concerning each subject into systematically
organised codes. The results of these organised attempts were
the publication of a set of financial rules called the General
Financial Rules, Treasury Rules, Account Code, Audit Code, etc.
It is, however, important to note here that though there have
been many changes in the form and composition of the powers
at this time, there were no significant changes in the extent of
the financial powers delegated to the various authorities. It may
also be added that there was no demand for increased powers
either, partly for the reason that the essential core of the activities
of the government remained the same and partly for the reason
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that the contemporary economic depression gave enhanced
value to the powers already delegated as to create an impression
that the limits themselves were slightly more than the require-
ments.

The scene changed slightly later. With the advent of the war,
and in the wake of the appearance of fresh issues relating to
procurement of supplies and war production, increased financial
powers were delegated to a few specific authorities (under the
Department of Industries and Supplies) to tide over the tempo-
rary difficulties. As soon as the war came to an end, some of
these offices to whom the enhanced financial powers were dele-
gated, were either abolished or merged with other departments
and in any case lost their independent status and with it the
powers provisionally delegated were also withdrawn and the
earlier powers resumed.

The period between the end of hostilities and the dawn of
independence was not a happy one. The powers delegated by
the Finance Ministry were not always allowed to be exercised
in the manner in which they were intended to be exercised as in
the Book of Financial Powers. The important limitation in the
exercise of these powers was the existence of overriding powers
which the Finance Ministry retained to itself to issue directives
as and when a situation arose demanding recourse to such an
action. Such an exigency arose during the years between the
war and independence when the Interim Cabinet was in power.
Driven by an urge to prevent excessive growth in the personnel*
the Finance Minister issued a direction that no post—not even
a post in the lowest echelons of the administrative hierarchy—
may be created even where the department was authorised and
had the requisite power to create such a post, except with the
approval of the Finance Member of the Cabinet. This direction
restricted the powers of the administrative departments and in
fact nullified the purpose of delegation of financial power, and

! Liaquat Ali Khan, the Finance Member of the Interim Cabinet, stated
in his Budget Speech (28 February 1947): “It may be found that certain
establishments of the Government of India are susceptible of reduction. ..,
I feel that there might be advantage in an ad hoc review at this stage by a
committee.” No such Committee was, however, appointed; instead the
above direction was issued.
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therefore was not liked by many, and the directive was received
with a spontaneous outburst of criticism.

The direction of Liaquat Ali Khan, which was resented in all
quarters, mostly from a political angle, was very soon given up
with the advent of independence. The system of delegation
of financial powers, however, continued as in pre-independence
days, even after independence.

Features of the Pre-Independence System

“The essential features of this system, the history of which we
have recounted in the preceding pages, are as follows:

1. The Secretary of State retained some measure of control,
even after 1936, through the issue of directions, etc. The res-
ponsibility of ensuring that the directions were carried out, in
matters where the directions were of a financial character rested
on the Finance Department.?” The responsibility for financial
operations of the Central Government as also for the exercise
of all the financial executive authorities rested on the Governor-
General, whose sanction, given either directly or by persons to
whom the necessary powers were delegated, was necessary to
all expenditure incurred from the revenues of the Central
Government. The extent to which the powers to sanction
expenditure were delegated to the various executive authorities
in respect of different matters which arise in the course of
regular administration, were included in the Book of Financial
Powers.

2.¥The philosopy behind the delegation of powers may be
observed from the criteria on which the structure of delegated
powers is based. Briefly the criteria for delegation of powers
were: (i) to give a certain degree of freedom to the various
administrative departments and executive officers for expending
amounts, (ii) the development and growth of the executive
machinery and the accumulation of experience and expertise in
the departments gained in the exercise of their responsibility for

* The matters which constituted directions of a financial character, after
1935, are contained in the Financial Despatch of the Secretary of State
dated 24 January 1939. Those matters are (i) expenditure in respect of
Governor-General’s household, (i) expenditure in respect of the imported
military stores, etc.

~
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economical and efficient administration over a wide and, in
certain cases, specialised range of activities, have enabled them
to view the matters from a correct perspective and if that is
supplemented by an adequate delegation of powers, it would
help them to exercise and execute their powers and respon-
sibilities in an efficient manner; and that it is not possible for
the Ministry of Finance to examine every item of expenditure,
for such a process, apart from being inexpedient, would also be
uneconomical” If these two are the broad conditions which
determine the general course of the delegated powers, the extent
to which powers are to be delegated in respect of each item was
decided with reference to a few other criteria, which are as
follows: (a) the nature of expenditure is such that the Finance
Ministry, as the repository of all financial powers and custodian
of resources, considers it necessary to be consulted with a view
to judge whether the expenditure is worthwhile in relation to
the other alternative expenditure proposals presented before it;
(b) will delegation in a given respect enable the Ministry of
Finance to see sufficient cases still on which it can form a reason-
able understanding of the range and nature of the activities in
respect of which powers were delegated? (c) is the delegation
likely to strengthen or weaken the endeavours of the financial
staff in their task of preventing waste? (d) has sufficient delegated
authority been given to ensure that the department is given a
sense of financial responsibility in its affairs? (e) are there grounds
for a change in the structure of delegated powers either because
of an acute financial stringency or any other developments?
(f) in general, is a proper balance being struck between the
need for the Finance Ministry to maintain a sufficient control
in its own hands for the discharge of its proper responsibilities
and the need to avoid slowing down the tempo of public busi-
ness and consuming too much manpower both in the Finance
Ministry and the other departments in the submission and
scrutiny of cases? These principles generally determined the
nature of delegation of powers though the actual extent of dele-
gation depended upon the requirements of the department in
the interests of its administrative efficiency, and the limitations
of the Finance Ministry in view of its responsibilities.

The system continued even after independence, except for
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the change that the Secretary of State had completely disap-
peared and the role and functions of the Governor-General were
taken over by the President/The President is now responsible
for all the financial matters, and every expenditure sanction
issued either by the Central Government or by the subordinate
agencies under it are issued in the name of the President./

Post-Independence Developments

Though the system continued in its broad framework, some
changes in the extent of the delegated powers took place very
soon largely due to the nﬁw problems that appeared on the
horizon.

The first real break in the activities of the government came
with the launching of the First Five Year Plan. However, even
earlier to this and during the period from independence up to
1951, various issues such as the rehabilitation of refugees and
increase in the defence expenditure, state trading in food, etc.
threw up a considerable number of problems relating to the
delegation of financial powers. The administrative situation
during those years revealed that the financial powers were not
adequate, that the dependence on the Ministry of Finance was
excessive and that there was inordinate delay occurring in the
process of consultation with the Ministry of Finance. The com-
bined impact of these three factors was a slackening in the
tempo of the work resulting in uneconomical financial manage-
ment and administrative inefficiency. The Estimates Committee
which made a study of the situation stated,® “The present rules
under which the Heads of Ministries or Departments have been
vested with certain Financial Powers are in their opinion
inadequate. There have been instances in which proposals in-
volving some minor expenditure have remained under discussion
between the Ministry of Finance and the administrative mini-
stry for weeks without settlement, while in regard to proposals
involving huge expenditure, there have been fewer discussions
and quicker agreements between the Ministry of Finance and
the Ministry concerned. The committee consider that in order
to avoid unnecessary delay in the day to day performance of the

* 2nd Report, 1st Lok Sabha.
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normal functions of the Ministry, greater financial powers in the
field of minor items of expenditure should be devolved on the
Heads of Ministries and Departments.” The Committee added
that while it did not intend suggesting “in detail the lines on
which such division of powers between the Ministry of Finance
and the administrative ministry should take place, the under-
lying principle should be that the itemised control should be
delegated to the Heads of Ministries and the Ministry of Finance
should be left free to devote more attention and thought to
major proposals involving bulk expenditure”.

The First Five Year Plan, which followed soon, also empha-
sised that excessive interference by the Finance Ministry must
be avoided and suggested that the financial procedures should
be so evolved as to ensure adequate control required for the
efficient execution of projects while allowing, at the same time,
a certain freedom to the executive agencies. Meanwhile the
needs of the ministries, which were engaged in the develop-
mental activities, in respect of the creation of posts and con-
tingent expenditure both of which formed essential prerequi-
sities necessary for the implementation of the developmental
plans, became more apparent and in fact obvious. A result of
these forces—that is, a realisation of the growing demands from
the administrative ministries and an anxiety to avoid delays in
the implementation of plans—was the beginning in the direction
of greater delegation of financial powers made in 1953. In that
year certain increased powers were given in respect of creation
of posts and contingent expenditure. They were further increased
in 1954 and in 1955, when thty reached what may be considered
unprecedented heights./ As per these delegations of 1955, the
ministries were empowered (i) to create posts up to the rank
of an Under Secretary in the Secretariat for a period of two years,
(i) to sanction up to Rs. 1,000 recurring in respect of contingent
expenditure and Rs. 5,000 in respect of miscellaneous expendi-

¢ During the course of a debate, Shri C. D. Deshmukh, the then Finance
Minister, stated in 1954: “The other remedy (for delays) is delegation and
that is a matter, I think, where perhaps a good deal of progress is likely
to be made on the review of the matter which is in progress now.”
17 April 1964.
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ture, per annumy It is significant to note that these enhanced
powers were délegated continuously over a period of the first
three years of the First Five Year Plan.

The need for still greater delegation, however, continued and
in fact received greater momentum and attention in the early
years of the Second Five Year Plan. It was realised on all hands
that considerable liberalisation and progressive distribution of
financial powers was essential for the speedy implementation of
the plans. But on the question as to what exactly should be the
extent of delegation there were many opinions prevalent, As
for example, we find thé Ministry of Finance stating in 1956,
“in regard to major organisations or projects it is proposed that
adequate financial powers should be delegated to the authorities
in charge and that they should be given the assistance of
Internal Financial Advise(rzsyx

The Public Accounts Committee also stated that “delegation
of powers is very essential for the speedy and economic execu-
tion of the projects;.® But the exact scope and extent of dele-
gated powers was not specified by either.

While these general pronouncements were being made on one
side, a comprehensive plan for delegation of financial powers,
as also for a reorganisation of financial gontrol, was being
prepared by the Comptroller and Auditor-General.” The scheme
presented by him pinpointed the defect in the existing system,
according to which the Finance Ministry was responsible not
only for the allotment of funds, but also for satisfying itself
that the schemes for which allotments are made, are good
even in details. This procedure entailed considerable delay
and therefore resulted in the immobilisation of the available—
limited as they are—resources. /At was, therefore, suggested that
the details of the proposals referred by the administrative
ministry to the Finance Ministry, at the pre-Budget review stage,
should be furnished in greater detail so as to enable the Finance
Ministry to carry on a better and more systematic review. It
was also suggested that the administrative ministry may be
empowered to issue expenditure sanctions on all schemes which

* 8th Report of the PAC, p. 28 (1958).

¢Ibid., p. 6.
" See Appendix to the 1955 Audit Report.
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do not cost more than Rs. 50 lakhs, while in respect of other
schemes, exceeding this amount, the approval of the Finance
Ministry was to be taken even if provision for the same was
included in the Budget.

These suggestions were accepted by the government and
accordingly a scheme of enhanced delegation of powers® was
drawn up and introduced with effect from 20 August 1958.
The various aspects of this scheme may be considered in a
little detail here.

II

The pattern of the powers delegated in 1958 follows the
earlier pattern set up by the Book of Financial Powers. Its
main contribution is in the enhanced powers delegated under
the scheme. In addition, the scheme of 1958 was responsible
for a few changes in the previous system. These changes—it
may be more appropriate to call them revisions—mainly consisted
in (@) additions and alternations at suitable places so as to
include those organisations which were of a recent origin,
(b) the language of the rules has been modified so that it could
be in conformity with the new Constitution (for example, the
terms ‘Governor-General’, and ‘Legislative Assembly’ were sub-
stituted by the ‘President’ and ‘Parliament’ respectively),
(c¢) as far as possible uniformity in the delegated powers was
maintained among the Heads of Departments. In the earlier
system there were wide divergences in the matter of powers
relating to the creation of posts between one Head of Depart-
ment and another. However, it is not an absolute uniformity
that can be found in the new procedure, but powers were
modulated according to the requirements. For example, the
Administration of Andamans and Nicobar was given specific
powers (slightly lesser powers) distinguishable from others for
the simple reason that its needs are not comparable to a depart-
ment at the Central Secretariat. (d) The rules were framed with
a bias to plan schemes and therefore the limits placed in respect
of each scheme were considerably higher than in the previous

* Delegation of Financial Powers Rules, December 1958.
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rules, and (¢) these new powers were not applicable to the
Railway Board, Ministry of Defence, Department of Atomic
Energy and the Comptroller and Auditor-General.®

“The main features of the delegated powers are as follows:

1/ Subject to certain conditions, the ministries were em-

powered to create posts up to a pay scale of Rs. 2,250 p.m. for
a period of two years. They can also create permanent posts
in classes II, III and IV. This meant an improvement as under
the earlier scheme, the ministries were empowered to create
posts only up to the rank of Under Secretary for a period of two
years and as for permanent posts they were empowered to
create posts under classes IT and III only.
~ 2, The departments of the Central Government were delegated
powers to issue expenditure sanctions on any scheme, the total
expenditure of which did not exceed Rs. 50 lakhs. For the
purpose of applying this limit the entire cost of the scheme
up to the date of completion including the cost of works is taken
into account. /
_~8./In respect of grants-in-aid and loans, full powers, without
any monetary ceilings (subject only to Budget provision and
availability of funds), were delegated to the departments where
schemes and pattern of grants and loans were already approved
by the Finance Ministry.

4. Similarly, in regard to expenditure on contingencies, on

miscellaneous purposes and for the local purchase of the
stationery, etc., the departments were delegated full powers
without any ceilings.
" 5. In respect of contracts and purchases, the Finance Ministry
was to be consulted only when the value of a contract exceeded
Rs. 25 lakhs (in case of a single tender contract the limit is
Rs. 10 lakhs), in case of indent for stores if the value is more
than Rs. 5 lakhs, and in all cases involving an agreement or
contract with foreign governments or firms.

6. The ministries were also delegated powers to reappropriate
funds in all matters except to increase the provision under the
sub-head of ‘Pay of Officers’ and ‘Establishment’, and to meet

*The Lok Sabha and the Rajya Sabha are not within the purview of
the delegated powers.
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a new expenditure or in respect of schemes where the reappro-
priation will have the effect of augmenting the Provision of a
Scheme by more than 5 per cent or Rs. 1 lakh whichever is less.
The delegation rules also emphasised that the administrative
ministries, to whom these powers were delegated, should in
their turn delegate the powers to the maximum extent, to the
subordinate authorities with due regard to their respective levels
of responsibilities.’® The attempt all through the scheme has been
to delegate more financial powers.

Though these powers were a significant improvement on the
earlier powers enjoyed by the ministries, yet there are certain
aspects which do not diminish the dependence of the ministries
on the Ministry of Finance. This dependence can be analysed
from two angles, viz., (i) dependence inherent in the powers and
(i) dependence arising out of conventions and in the course
of practice.

The dependence, in so far as it is inherent in the powers,
arises in different spheres: (i) one of them may be said to consist
in the Finance Ministry retaining its traditional power in regard
to a new principle or practice (service or item). (It is generally
the sheet-anchor of financial control that no new service can
be taken up except with the consent of the Ministry of Finance.)
(i) No reappropriation, as indicated earlier, is permitted for
augmenting the provision under the Pay of Officers and Pay
of Establishment. The intention obviously in restricting the scope
of reappropriation in this respect is to avoid increases in the
growth of personnel. Similarly no reappropriation is permissible
when the variation in the expenditure of a scheme is more than
5 per cent! of the original estimate or Rs. 1 lakh whichever is
less. These restrictions seem to be on the conservative side and
in practice a variation in the expenditure of a scheme appears
to be almost regular and universal. The under-estimation in
the initial stage of formulating the estimates, and later changes

1 Though the scheme provided for delegation of powers, the progress
in this respect has been negligible; very few proposals in this regard had
been received in the Finance Ministry. See the 55th Report of the Estimates
Committee, p. 19.

1 This ceiling of 5 per cent is based on the suggestions of the Comptroller
and Auditor-General. See Audit Report 1955, Annexure.
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in the costs due to sharp fluctuations in the price level, and
inclusion of new items, etc.,, have the effect of changing the
estimates and the actual expenditure may be ranging anywhere
from 10 per cent to 100 per cent of the original estimates. In
such circumstances the fixation of the limit at 5 per cent seems
to result in almost all the cases being referred to the Ministry of
Finance. Such a procedure is not unlikely to restrict the freedom
of the executive in the execution of his plans. The opinion of
the Public Accounts Committee is different, and almost borders
on conservatism. It held the view that delegation in respect of
reappropriations should be restricted and financial control made
more vigorous in this respect. The Committee commented thus:
“With regard to powers of reappropriation, the Committee
understand that at present ministries have wille powers to
reappropriate funds without reference to finance. They are not
sure whether it would be proper to continue to vest these powers
in the changed set-up. While it is true that the estimates under
each item will be scrutinised thoroughly and pruned by finance
thereby leaving no scope for reappropriation, the Committee feel
that effective financial control cannot be exercised unless the
Finance Ministry is consulted as soon as it becomes apparent
that the item of work in question cannot be completed within
the limits of expenditure approved by the Finance Ministry.
The administrative ministry should not therefore have the
powers to reappropriate funds without the prior concurrence of
finance.”** The counter argument to this review is that the
‘reappropriation’ itself is to be treated as a contingency and
therefore it would not be proper to tie the hands of an adminis-
trator in such contingencies. Besides, all cases of irregular
reappropriation are in any case to be reviewed by the Public
Accounts Committee as per its terms of reference.’® Another
factor which contributes to the dependence, is the one where
certain conditions bordering on extreme restrictions, are attached
to the delegated powers. As for example, the ministries are
delegated powers to create permanent posts in certain categories,
but such creation can take place only if there is a provision for

'* 8th Report, p. 7 (1958).
s See Part III of this book.
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it in the Budget. However, no provision is ever included in the
Budget, for it is the general policy not to create permanent posts
ab initio. Similarly no posts can be converted into permanent
ones, because there is hardly any recurring saving (which is a
qualifying clause for converting posts) and therefore such con-
version has necessarily to be done in consultation with the
Finance Ministry and likewise in matters of grants and loans,
where there are no approved patterns, and in cases of contracts
which exceed the specified amounts, consultation with the
Ministry of Finance is obligatory. While these restrictions enable
the Ministry of Finance to exercise its control in matters of
‘detail’, yet the other side of the picture is whether powers
cannot be delegated without any conditions attached to it. The
answer is that so long as the financial responsibility rests with
the Finance Ministry, it has to receive a section of cases so as
to enable it to formulate an understanding of the activities of
the ministries and these restricted delegations enable them to
receive a segment of cases which would provide such an
understanding,

Another aspect of dependence arises out of the convention
which has grown over the years to consult the Ministry of
Finance in all financial matters (there are very few matters
which are not financial in nature) partly out of habit. This was
continued even after the extensive Delegation of Powers of 1958
and the Ministry of Finance was generally consulted even in
matters where it was not obligatory to consult it. The con-
tinued consultation process may be ascribed to two factors:
(@) to ensure that a proposed action is correct from the finan-
cial angle and (b) with a view to have the responsibility shared.
Needless to add that the latter deserves not only to be dis-
couraged but condemned as well. As for the former, it can be
said that an extensive application of this procedure may defeat
the very purpose of delegation. Therefore, as a procedure, it has
to be invoked but rarely.

1962 Reforms

A realisation of the various handicaps which were inherent
in the type of delegation of powers made in 1958, very soon
led to the introduction of a new and wider scheme of delegation
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of powers. As in 1958, the new scheme had two aspects:
(a) a change in the institutional framework of financial advice,
and (b) delegation of more powers. The former aspect is con-
sidered in the following chapter. It is with a study of the latter
that we will be concerned in this chapter.

The delegation of powers under this scheme consisted, as
earlier, in (i) greater delegation of powers to the administrative
Ministries, and (i) similar delegation of powers by the adminis-
trative Ministries to the Heads of Offices subordinate to them.
Though no definite powers were formulated in respect of the
latter, it was envisaged that this would be done in due course.
In so far as the former is concerned, the scheme made a pro-
gressive headway in the delegation of powers and it can be
said that the powers delegated under this scheme gave more
operative flexibility to the administrative Ministries and removed
the riddles of the 1958 reforms. The features of this scheme are:
(6 in lieu of the 1958 powers under which Ministries were
allowed to sanction expenditure up to Rs. 50 lakhs, the new
scheme of delegation provided that any amounts, without
specified limits, may be sanctioned by the Ministries, if the
projects for which such expenditure is sanctioned, were earlier
scrutinised and accepted by the Finance Ministry; (i) powers
were delegated to the Ministries to incur expenditure on all
items irrespective of the fact whether it was a new item or
otherwise for so long as such expenditure does not exceed the
overall budgetary limit; (iii) full powers for reappropriation
between the primary units were delegated and to facilitate the
exercise of these powers, it was required that the primary units
consisting of allied schemes may be formed into groups. Such
groupings of the primary units were required to be approved
by the Ministry of Finance; (iv) powers to create posts up to a
pay scale of Rs. 3,000 per month were delegated to the Ministries
and some of the conditions attached to the powers delegated
in 1958 scheme were removed; and ‘(v) the Ministries were also
delegated powers to sanction variations in expenditure in respect
of schemes up to a limit of 10 per cent or Rs. 1 crore which-
ever is less (it was formerly 5 per cent and Rs. 1 lakh) without
reference to the Finance Ministry. Similar enhanced powers
were delegated in respect of other matters of detail also.
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Another significant aspect of this scheme is that the Finance
Ministry, for purposes of control, relied more on a process of
‘review’ than ‘control’ as such! It will be recalled at this stage
that one of the factors which influenced and, in a way, deter-
mined the exact form of delegated powers was the scope and
range of cases that would reach the Finance Ministry to enable
them to form an understanding of the activities of the Ministries
and an estimate of the repercussions that such expenditures may
have on the contemporary or future resource position. Under
the 1962 scheme, very limited powers were retained by the
Finance Ministry, but with a view to supplement whatever data
it gets, the Ministry has also evolved a system of ‘reporting” and
‘test checks’ to enable it to exercise ‘control’ and undertake a
review as well.

“The enhanced powers delegated under this scheme have no
doubt provided the Ministries with considerable operative
flexibility and reduced their dependence on the Finance Ministry
and to that extent this made a definite advance over the earlier
schemeyﬂowever, the real utility of these delegations would
be felt only when similar delegations of powers are made to the
subordinate agencies who are responsible for the implementa-
tion of the plan projects. Much progress remains to be made in
this direction. -

Review

“The preceding survey would indicate that the degree of
delegation of financial powers to the departments is much wider
now than what it has been in the past. The great increase in the
volume and complexity of government activities and therefore
of government expenditure has made the delegation of greater
powers essential. It is, however, difficult to say whether the
delegation of powers described earlier is adequate or not. A
pronouncement regarding the adequacy of the financial powers
can be made only when there are set criteria which can indicate
the exact extent to which powers are required. Such criteria are
difficult to formulate for general application.”What may appear
to be the genuine demands of a Ministry, may not arise in the
case of another Ministry. The diversity in activities and the
divergence in the approaches and objectives render the formula-
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tion of such criteria more difficult. However, the story of the
delegation of powers we have traced so far indicates that a
review was undertaken as and when changes in the circum-
stances required it and to that extent, powers were delegated.
The ‘delegations’ made from time to time may be said to have
reflected the requirements of the period.

However, one is bound to argue whether Budget scrutiny

and acceptance of the Budget by the Finance Ministry may not
be treated as adequate, and whether complete freedom may not
be given in the post-Budget stage. In other words, whether the
acceptance of proposals in principle may not be followed by
complete delegations of powers. This is not possible for two
reasons: (a) the acceptance of a proposal in principle may mean
a lot of administrative danger’* and (b) such a proposal would
cut at the very roots of the system of financial control. Indeed,
while it is necessary to delegate, complete delegation would be
a negation of the purposes of the Finance Ministry.
.~ Mere delegation of powers by itself is not enough. They must
be exercised, and for this purpose, the departments must have
the technical personnel capable of exercising the delegated
powers. The standards of financial control in the departments
varies considerably with the variations in the personnel and
with it the degree of the exercise of the delegated powers also
varies. But, by and large, the institution of the Internal Financial
Advisers in the spending departments enabled a better exercise
of the powers than before.’,

* John Woods, “Treasury Control”, Political Quarterly (1954).

" The existence of the delegated powers alone is not enough as they
are often subject to the overriding directives issued by the Finance Ministry.
In times of financial stringency directions are issued restricting the exercise
of delegated powers. Such directions were issued, in addition to the one
issued in the period of Interim Cabinet, in 1957 (when Shri T. T.
Krishnamachari ordered that all works at the foundation stage should be
stopped) and in 1960 when the creation of all types of posts in the
Secretariat was prohibited. Such directions prevent the legitimate exercise
of powers given to the department. However, such overriding powers are
also essential in the interests of the maintenance of the financial solvency
of the government.



Chapter Four

FINANCIAL ADVICE—THE GROWTH OF
A NEW SYSTEM

WE HAVE seen in the first and the subsequent chapters that the
system of financial control adopted by the Ministry of Finance
has, in the recent past, been decentralised and that more res-
ponsibilities were delegated to the administrative departments.
We have also seen how, over a number of years, more and more
financial powers were dclegated to the administrative depart-
ments. Behind all these phases of delegation of financial powers
and responsibilities, there were, at each stage, a number of
different forces at work. Along with the increasing delegation of
financial powers there have also been changes in the frame-
work and pattern of the financial control exercised by the
Finance Ministry. All throughout this period, the relations of
the Ministry of Finance with the administrative departments
were sought to be crystallised in different administrative forms
by many a reformer.

The objective of this chapter is to trace the evolution of the
new administrative forms suggested and at times implemented.
The suggestions for the improvement and reorganisation of
financial control came from different bodies—committees
appointed by the government for the purpose, ad hoc bodies,
and by the Parliamentary committees. The scope of this chapter
does not extend beyond being a historical account of the various
forces at work, the suggestions made from time to time, and the
schemes implemented by the government.

It has been pointed out in Chapter I, that during the second
world war, a change in the organisational pattern of the Finance
Department was made and that a separate division to work
intimately with the Departments of Industries and Supply was
established. It was also indicated therein that the system was
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withdrawn towards the close of the war and the pre-war systen
of centralised financial control was brought back.

~ The successful working of the wartime scheme and the amouni
of freedom it gave to the administrative departments createc
an excellent impression of partnership and coordination on the
administrative departments. Therefore at the end of the wai
they asked for a continued retention of this scheme as also for a
wider application of the scheme. Despite their pleas, the earlier
type of control was reinstated. This situation was the subject of
a study made by Sir Richard Tottenham who submitted a series
of reports on the Reorganisation of Central Government during
1945-46.

Sir Richard’s ideas regarding the reorganisation of the
system of financial control were derived from two sources:
(i) the ideas of Sir James Grigg, who was earlier Financial
Member of the Viceroy’s Council and whose ideas on the British
system were just then published in the form of an article; and
(ii) the recommendations of the Rowlands Commission' which
had then completed a study of the Bengal Administration, parts
of which included certain suggestions for financial reform on one
hand, and the impact of the wartime experience of the ‘Financial
Advisers’ on the other.

The ideas of Sir James Grigg, which were quoted extensively
with approval by Tottenham, were full of indictment of the
procedures of detailed control adopted by the Finance Ministry.
Sir James stated: “From Gladstone’s time we have inherited the
habit of requiring specific Treasury authority for many of the
detailed expenditure even after the general policy has been
accepted by it and by Parliament...whatever may have been
its efficacy in Mr. Gladstone’s time, it pretty certainly ceased to
have any potency when Mr. Lloyd George arrived at the
Treasury. In fact it seems to have transmogrified itself in practice
into straining at the gnat and swallowing the camel....I am
sure that the Treasury will have to exercise their financial powers
more in bulk and less in detail.... My own experience indeed
both in this country and India leads me to believe that bulk
control is more economical than itemised scrutiny.” Sir Richard

! Government of Bengal, 1945,
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recognised that in India too, there was too much control in
terms of details; what was more, the control in details made
it imperative for the administrative departments to refer all
proposals for acceptance to the Finance Ministry. 8uch a process,
Sir James Grigg considered, gave rise to many irritations. In
pleading for bulk control, Sir James thought that these irritations
would vanish and that the essence of ‘control’ would remain
intact. Sir Richard also considered that there were many
‘irritations’ which arise in the process of consultation with the
Finance Ministry (such consultation was necessitated by the fact
that the powers enjoyed by the ministries were limited). The
irritations according to him were: (i) Secretary of a department
dislikes that the views of the Finance Department should neces-
sarily be accepted. He is more willing to accept advice than
dictation. (i) He dislikes having his proposals whittled down
on reasons of economy, but since he expects a cut, inflates his
demands—which, as a practice, is not only uneconomical but
positively harmful too. (iii) Another fruitful cause of irritation is
the practice by which a proposal sponsored by a high authority
in one department is turned down by a much lower official in
the Finance Department. Sir Richard pointed out that these
irritations tend to blunt the conscience of the spending depart-
ments. He expected that these could be avoided by putting
financial responsibility on the departments and “by demanding
of them a more intelligent forecast of their future financial
requirements and a greater interest in the economical expendi-
ture of their grants and by providing them with financial advisers
of their own for these purposes.” In support of this argument,
he added that the contention that the system of financial
control is too meticulous, is shared by most secretaries of the
government.

The situation was obv1ously an unpleasant one where the
administrative departments found the control of the Ministry
(at this stage it was only a department) of Finance too detailed
and trenching on the administrative spheres. The Finance Minis-
try, on its part, was not willing to part with its control. As an
alternative to what looked to be an explosive situation, Sir
Richard suggested (i) that every spending department should
have a financial adviser of its own. He should be a trained
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Finance Officer but should be regarded more as an officer of the
department than as a watch-dog representative of the Finance
Department. (ii) Certain enhanced powers in respect of establish-
ment matters (such as fixation of pay up to a given point in a
given scale) and in respect of certain of posts, should be dele-
gated. He, however, warned that a complete by-passing of the
Finance Department in these matters would be unnecessary.

The recommendations of Sir Richard received cold treat-
ment from the government. For one reason, it was not strictly
within his term of reference® and for another, the government’s
attention was focussed on the more urgent political issue of the
day than on matters of financial reorganisation. This report and
the subsequent reports presented on the subject conclusively
prove one point, and that is, whatever the merits of the sugges-
tions, they were liable to be either rejected or put in cold
storage, unless the suggestions were well-timed and made at a
stage when the recommendations were not overshadowed by
other more important issues. However, this is one of the trends
which everyone recognises when analysing the problems in
retrospect.

The next attempt came from the Secretariat Reorganisation
Committee, also known as the Officer Shortage Committee or
Bajpai Committee which submitted its report in August 1947.
Its primary objective was to suggest a reorganisation of
departments taking into account (i) the direction of work,
(#) directions in which the activities could be curtailed, and
(i) allocation of personnel among different departments. The
Committee’s main purpose was to suggest ways and means by
which the shortage of officers, which was likely to be the result
of the impending partition, could be met and it was only
incidentally that it ran across the problem of the reorganisation
of the Finance Department.

This Committee was aware of the new problems that were
coming up as a result of the developmental activities newly
undertaken by government. One among such problems was the
problem of ‘delay’ which was the feature of the day, and which

2 Sir Richard Tottenham confessed in his report: “I doubt whether this

very controversial matter is strictly within my terms of refcrence” but could
not resist the temptation of making the suggestions.

7
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often was a result of the excessive noting and drafting involved
in all matters of consultation—and there were many—with the
Finance Department.

The Committee visualised the functions of the Finance
Department as consisting of day-to-day scrutiny of proposals
and other expenditure with a view to avoid extravagance and
ensure value for the money proposed to be spent. The depart-
ment is responsible for prescribing rules and regulations in
respect of all establishment matters. It is also responsible
for the provision of funds for such schemes as it has approved
for inclusion in the Budget. The Committee thought that while
the second and the third functions could continue to be exercised
by the ordinary branch of the Finance Department, the first
function should be exercised by officers each one of whom was
to be placed in direct relationship with a department or a group
of departments. The Committee considered it essential for the
Finance Department to associate itself more closely with the
work of the administrative departments to give guidance and
advice. It attached no importance to the designation of ‘Financial
Adviser’ though it contended that the essence of the financial
adviser system introduced during the war should be preserved
and extended. It also emphasised that the rank of the Finance
Officer so attached to a department should not be less than of a
Joint Secretary, so that the Secretary of the administrative
department could rely on him to give, in nine cases out of ten,
the final answer of the Finance Department.” The Committee
considered that coordination within the Finance Department,
between the different divisions would not present any difficulties,
as the different Heads of Divisions could meet in what was called
as the ‘Honourable Members Meeting’.*

The impact of these recommendations is hardly discernible
as no change was made in the pattern of financial control on

* The Committee considered that having too many junior officers under
a Joint Sccretary attached to a ministry on behalf of the Finance Ministry
with a view to help him is also not good as it tends “to keep the Joint
Secretary out of the administrative picture and will nullify the whole
objective of the scheme”. At a later date, however, in 1957, the emphasis
was focussed on having junior officers only.

¢ A precursor to the present day Meeting of Heads of Division.
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the basis of these recommendations. However, very soon, the
thread of the argument for financial reform was picked up by
the Economy Committe€ (see Chapter VIII for a detailed study
of the Economy Committee) in 1949 and by Shri N. Gopala-
swami Aiyangar, a Minister in the Cabinet in the same year.
By this time the administrative implications of the post-partition
problems also became clear.

The Economy Committee’s recommendations cover not only
the system of financial control, but also the Budgetary system.
Regarding the system of financial control, the Committee stated
thus: “We are surprised at the vehemence of complaints by
some of the ministries against the present method of control.”
The control exercised by the Ministry of Finance, the Committee
felt, was “ritualistic and ineffective rather than intelligent and
progressive”. The Committee preferred that the assistance should
be c‘constructive’ rather than ‘obstructive’.’ The Committee
gathered the impression that there was no complaint from those
ministries such as Defence (which had a financial adviser from
the very beginning) and Industry (in which there was a tradi-
tion of associating financial advisers more closely with the admi-
nistrative work). Obviously inspired by the successful working
of the Financial Adviser System during the war, the Committee
recommended “that the Joint ad Deputy Secretaries in Expen-
diture Divisions should be geographically so located as to sit
near one or more of the Ministries to which they are accredited
and the Ministries should be encouraged to consult them at as
early a stage as possible. The present sense of frustration should
then decrease. In order to emphasise the advice aspect, the
mittee also recommended that extensive powers should be given
to these officers, as it considered the prevailing practice under
which proposals from the administrative ministries in respect
of creation of posts were referred by the accredited divisions
to the Establishment Division (which was coordinating the
action on them) without themselves taking a decision as un-
justiied. The Committee expressed the opinion that such a

® Report on the Ministry of Finance.
® General Report of the Committee.
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practice would defeat the very objective of having a Joint Secre-
tary as an accredited representative of the Ministry of Finance.
(During this period all proposals for the creation of posts were
considered by an ‘Expenditure Proposals Committee’ in the
‘Establishment Division. The accredited Finance Officers were
not allowed to consider these matters and decisions in this
regard rested with the Establishment Division only.)

As for budgetary matters, the Committee recommended that
non-lapsing grants should be given to the ministries engaged
in developmental” activities, and that development funds (non-
lapsable) should be created® in the Ministries of Works, Mines
and Power, and Industry and Supply.

The recommendations of the Gommittee, considered from any
point of view, represented a new trend and revealed a progres-
sive attitude. But this time, the attention of the government was
focussed more on the specific suggestions for economy made by
the Committee, and no attention was paid to its recommenda-
tions relating to the reorganisation of the system of financial
control. What is more, the reports of the Committee were not
even made public and were treated as classified documents until
recently. Thus the Committee was deprived of the normal utility
of a committee, for its recommendations were neither accepted
nor were they allowed to be 'publicised, in which case they
would at least have created an atmosphere facilitating further
reform.

Even before the recommendations of the Economy Committee

———
received a preliminary consideration, the report of Shri N.
Gopalaswami Aiyangar was submitted in November 1949 to
the government. The refrain of Shri Aiyangar, in regard to the
system of financial control, was not different from that of Totten-
ham and Grigg whom he quoted at length. Shri Aiyangar
recognised that there was far too much centralisation® entailing
considerable delays in obtaining financial sanction. But he
thought that the entire fault lay not on one side. He pointed out,
“I have no doubt that the administrative ministries and depart-
ments are also to blame. Even in normal times, the interests of

” General Report.
8 Report on the Finance Ministry.
? See Shri Aiyangar’s Report, pp. 37-39.
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the taxpayers could not be left entirely to the spending depart-
ments”; and by saying this he treaded on a new path where he
recognised the need for,a reform in the system of financial con-
trol, but did not think that a radical departure from the exist-
ing procedure was either necessary or warranted. He expected
that the problem could be solved by bringing about such
“changes in the machinery and procedure as would render the
process of expenditure sanction more intelligent, well informed
and speedy, and thereby remove the sense of frustration
which afflicts, at any rate, several ministries and departments
at present, and at the same time to tighten up the process of
budget control of expenditure and to promote economy con-
sciousness and a sense of financial responsibility, which are the
really effective safeguards against extravagance”.’® Shri Aiyangar
recognised that what was required to avoid the contemporary
evils of financial control was a permanent financial advisory
organisation of the type that was operating in the Ministry of
Defence. But he warned!* that multiplication of similar agencies
for each department (which was in fact the contention of the
Economy Committee) to deal with a relatively small volume
of transactions would be administratively difficult as ‘it would
not be possible to allot an officer of sufficient experience who
can exercise a delegated authority’.

If such an officer is not found, neither could delegation of
enhanced powers be made, nor a change in the financial control
contemplated, for either of them requires competent personnel.
The problem assumed the shape of a vicious circle. The problem
briefly stated was that the existing situation required a change
in the system of financial control, but there were no competent
and senior personnel available to work the changed system. Shri
Aiyangar himself observed.: “A Financial Adviser to whom neces-
sary authority is not delegated would be useless. Equally use-
less would be a financial advisory organisation which is not
located in close proximity to the administrative organisation
which it is intended to serve and is linked with it on a practi-

° Ibid., para 56.
" Ibid., para 25.
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cally permanent basis.”'? He, therefore, suggested, as an alterna-
tive to these problems, that the Ministry of Finance may be
divided into two, one to deal with the control of civil expendi-
ture and another with the control of defence expenditure. The
civil Finance Department, according to him, was to have the
full authority and responsibility in respect of control of expen-
diture; and its organisation was to be so designed as to bring
about improvement in its divisions associated with different
ministries.

Shri Aiyangar diagnosed the problem in much the same man-
ner as the Economy Committee and Sir Richard, and it is
only in emphasis that they differed. These reports had their
own approaches and answers to the problems. But all of them
recognised the need for a financial advisory organisation. They
emphasised (Bajpai Report and Aiyangar Report in particular)
that unless the financial adviser was of the rank of a Joint
Secretary, the utility of the Advisers” System would be lost. The
latter factor has undergone a change in the reforms introduced
in the following years—in 1957.

The recommendations of Shri Aiyangar were implemented
partially. The Ministry of Finance was subdivided, not on the
pattern suggested by Shri Aiyangar, but into two departments:
(8) Department of Revenue and Expenditure and (ii) Department
of Economic Affairs. And to malke financial advice more speedily
available, the expenditure divisions were reorganised and
more divisions were created. The other suggestions were not
implemented.

Immediately after Shri Aiyangar’s report, there was a lull for
some time. The attention of the Government and the people
alike was diverted to more important issues like the new Consti-
tution and the First Five Year Plan. The period following 1950
presents a significant diversion in the trend of the suggestions
for financial reform. The suggestions during this period were
more and more directed to a plea for an enhanced delegation
of financial powers, rather than to a change in the framework
of the system of financial advice. Meanwhile, however, the
relations between the Ministry of Finance and the administra-

** See Shri Aiyangar’s Report, para 12.
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tive ministries continued in the same strained way. The control,
if detailed in some respects, was also remote, impersonal and
detached in a few other respects. It was detached and remote
for the reason that the representatives of the Finance Ministry
had no complete understanding of a proposal from its very
inception, but were asked to consider it, often, when it was
finalised by the administrative ministry. At such a stage, the com-
ments of the Finance Ministry, which were either adverse or
pleaded for more economy, were either resented or were un-
welcome to the administrative ministries.

The important landmarks in the history of the suggestions
for financial reform during the period from 1951 to 1954 (early
1954 only) were a report of the Estimates Committee, a report of
an expert and a report of a foreign expert. All these had a com-
mon approach and all of them emphasised the imperative need
for enhanced delegation of financial powers.

The Estimates Committee, in its second report,’® pointed out
that greater financial powers in the field of minor items of
expenditure should be vested on the Heads of ministries
and departments. This theme was taken up by Shri A. D.
Gorwala, who was asked by the Planning Commission'* to suggest
reforms for the reorganisation of the governmental machinery.
He was concerned more with what may be called the attitudi-
nal factors—the approaches and attitudes of the Finance Depart-
ment than with a reorganisation of the system of the financial
advice. He characterised the attitude of the Ministry of Finance
as one of ‘woodenness” and ‘lack of discrimination” and observed
that what was really needed was ‘control and not interference’.
To avoid the defect of financial control and to see that the admi-
nistrative ministries are given enough powers to enable them
to execute the plan projects speedily, he suggested that certain
financial powers in respect of contingent expenditure should be
delegated to the Heads of departments, and where adequate
delegation of powers is already there, it should be enforced.
He added that the possibility of enlarged delegation should be
investigated further.

18 <«

Government of India Secretariat”, p. 9, February 1957.
“ Report on Public Administration in India.
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The Government itself was meanwhile becoming aware of
the problems of the implementation of the plan and the in-
adequacy of the financial powers of the administrative minis-
tries in this regard. The result of this awareness was the delega-
tion of financial powers in 1953 and 1954.

The policy of the government was strengthened and a further
need for delegation emphasised in 1953, with the submission
of the report of P. H. Appleby in that year. Dean Appleby
critically commented upon the system of control, which he
considered to be “too specific and detailed and too slow”, and
commented wryly on the ‘extensiveness of efforts to guard and
control in terms of very small amounts”.

While these were the opinions of the experts, the opinions of
the Members of Parliament, surprisingly enough, were opposed
to any diminution of financial control. The debates on the
demands for grants of the Ministry of Finance in 1951 and
1952 are marked by a forceful plea for extension of the control.
One Member commented, “day by day, the old inescapable
control of the Finance Ministry over the activities, especially the
spending activities of the various Ministries of Government of
India, is slackening. In fact I could go to the extent of saying
that each Ministry is today functioning as something like an
imperium in imperio.”** The reasons that prompted the Members
of Parliament to plead for an extension of control were the large
amounts of savings, excesses and irregularities revealed by the
Public Accounts Committee in its reports.

If opinions of the legislators were against slackening of finan-
cial control, the opinion of the Finance Minister was for it. He
pointed out that the criticism in government was “that we are
rather overdoing it than not doing it satisfactorily”.’” He added
at a later date, “I hear grumbles and murmurs even now behind
me that too much control is exercised and I am perpetually
being blamed of being obtuse, obdurate and obstructive.
Actually, therefore, I can infer that we are doing our duty fairly

5 See the speeches of A. C. Guha, Khandubhai K. Desai and R. K.
Siddhwa in April 1951.

* Dr, Lanka Sundaram, H. P. Debates, 2 July 1952.

" See H. P. Debates, 10 April 1951.
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and tolerably effectively.”’® The viewpoint of the Finance
Minister prevailed and as we have seen in the earlier chapter
the Finance Minister initiated a series of delegations of enhanced
financial powers.

Very soon there was another plea for reform. In 1954, there
was a great flutter if not a mild sensation with the proposals
of financial reform submitted by A. K. Chanda, the Comptroller
and Auditor-General designate of India. His proposals received
added importance, with an item that appeared in the news-
papers to the effect that the Finance Minister had threatened
to resign if Shri Chanda’s recommendations were accepted. Shri
Chanda’s report arose from a direction from the Prime Minister
who asked him' to make a study on various matters including
the existing financial procedure with a view to expediting
government business and to offer suggestions from the point of
view of expediting the implementation of the plan and the
projects included in it. What was published was only a news
item, purporting to be the gist of the recommendations of
Chanda. The report, however, has not so far been published.

The suggestions (an unauthorised gist of which appeared in
the press) of Shri Chanda caused quite a discussion in the
House of the People. One Member thought that the adoption
of the system as suggested by Chanda would reduce the control
of the Finance Ministry over other ministries and in conse-
quence whittle down “that which we are more anxious to establish,
effective parliamentary control”.?” Another Member commented :
“that is not financial procedure, that is not safety for public
economy, and that is not the way in which this House can have
its wishes respected.”’ In a reply to the House, the Finance
Minister explained the procedure of financial control and con-
sidered that the answer to the problem lay in more delegation
of financial powers,?? in which direction he was already moving.
Strangely enough, not a word was mentioned on Chanda’s report
in the course of the Finance Minister’s speech. And stranger still,

* See H. P. Debates, 3 July 1952.

* See Short Notice Question No. 9, 9 April 1954.
** Dr Krishnaswami, H. P. Debates, 15 April 1854.
*T. S. A. Chettiar, ibid.

**H. P. Debates, 17 April 1954,
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the suggestion of Shri Chanda raised a commotion though no
one, except for the government was sure of what Chanda had
stated in his report.

However, Shri Chanda’s ideas became public very soon in a
different form.?* His suggestions for financial reform were given
in the form of an Appendix to the Audit Report of 1955. But
this time, it was said to be at the instance of the Public Accounts
Committee who requested him “whether he (Comptroller and
Auditor-General) could suggest certain structural changes in
the presentation of the Budget and the compilation of accounts
to secure a more realistic presentation of the estimates and their
economic and efficient utilisation.”¢

The suggestions of the Comptroller?® and Auditor-General
covered a wide range of activities including budgeting, system
of financial control, and grants to States. The suggestions, in so
far as financial control is concerned, may be stated as follows:
(i) Financial scrutiny should be in two parts—broad and overall
scrutiny at expert level, located within the adminstrative
ministries. (i) The administrative ministries should be provided
with Internal Financial Advisers drawn from a panel of officers
with financial experience (as approved by the Finance Minister).
(#i) Internal Financial Officers should be associated with the
delegation of authority. (iv) A schedule of sanctions should be
prepared by every officer for submission to the authority imme-
diately superior to him, to enable a review of the manner in
which delegated powers have been exercised.

He considered that the financial advice given by the Ministry
of Finance as unreal and detached. It was contended that the
conception of administrative responsibility could be implemented
only if the financial advice and assistance flows from within
the ministry. It was pointed out by him that in the present
system there was an unnatural divorce between authority and
responsibility. Installation of Internal Finance Officers and
delegation of powers would on the contrary be a definite im-

** In February 1956, Shri Chanda expressed the same views in an address
delivered at the foundation-laying ceremony of the building of the office
of the AGCR. Commerce, 25 February 1956.

* Introduction of the Audit Report of 1956.

** Shri Chanda had then assumed the office of the C & AG.
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provement on the prevailing conditions, as it would pave the
way for a complete identity of interests. Such an institutional set-
up would allow a speedy execution of a scheme with due regard
to economy and cfficiency and would also lead to the growth of
a financial consciousness at all levels in the spending departments.

The suggestions of Shri Chanda were based and modelled on
the British experience, in whose system extensive changes were
made in 1921 by Sir Warren Fisher. Under these reforms, the
Head of each department was designated as the Accounting
Officer and was made responsible for the economy, regularity,
and efficiency of his department. He was made responsible, “for
the financial administration of the grant of the services under his
control”, for the proper conduct of financial business and for
efficient financial administration. Under that scheme, before
allowing payments, he was to satisfy himself as to the correctness
and propriety of the payment. To enable him to discharge these
functions the Accounting Officer was given a small nucleus of
finance officers which was to render assistance in these matters.

These suggestions of Shri Chanda, the Ministry of Finance
considered, were difficult to be implemented, because of the
difference in the structure of the Indian Finance Ministry and
the UK Treasury. In the UK, the Treasury at this stage*® was
in charge of the civil service also. Also, there is a single service
and a bulk of the officers have the opportunity to gain both
administrative and financial experience. Since the Head of the
Treasury was also the Head of the Civil Service, the process of
control was further strengthened by the intimate relations be-
tween the Accounting Officers in their capacity as Heads of
departments and the Head of the Treasury. Another important
factor is that in its capacity as the Head of the Civil Service the
British Treasury was distinguishable from its Indian counterpart.
The British Treasury had also a general responsibility for the
efficiency of the governmental machinery (the O & M Division
is still under its charge). .

Apart from these differences in the structures of the two sys-

2% In 1958, the British Treasury was reorganised so as to be headed by
two joint permanent secretaries—one in charge of the Treasury proper
(directly under the Chancellor of the Exchequer) and another in charge
of the Cabinet and service matters to work under the Prime Minister.
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tems, a factor which made the implementation of Shri Chanda’s
suggestion difficult was the shortage of personnel which was
already a problem of considerable magnitude. This was further
accentuated by the steady dependence of the public sector on
the Civil Service personnel, and the numbers of the available
senior civil servants began to dwindle slowly.*

In view of these two factors, the government found it-difficult
to implement these suggestions. However, it has not equivocally
condemned the proposals; on the contrary, it contented itself
with a partial acceptance and still more with a partial imple-
mentation of the scheme. But Chanda’s recommendations left
an indelible impression and had considerable impact on the
approaches of the government. In pursuance of these recom-
mendations, early in 1955, the Cabinet decided®® that the Indian
system of financial advice’ and control should be ultimately
modelled on the UK pattern. It was the Cabinet’s intention
that the ministries should develop their own financial cells so
that schemes and proposals involving expenditure and requiring
financial advice are properly vetted in the ministry itself and
financial concurrence accorded as expeditiously as possible. In
accordance with the Cabinet decision that budgetary and finan-
cial competence should be developed in the administrative
ministries, it was decided that the scheme covering the combi-
nation of these aspects, might be tried, to begin with, in the
Ministries of Irrigation and Power and the Department of Com-
munications. ‘

Later, however, in view of certain practical difficulties, the
Department of Communications was withdrawn from the scope
of the scheme, and it was introduced only in the Ministry of
Irrigation and Power. Under this system an Internal Finance
Adviser of the rank of a Deputy Secretary was posted in the
Irrigation and Power Ministry. His functions were to scrutinise
all the financial proposals relating to the multipurpose projects,

* The implementation of Shri Chanda’s proposals presupposes the
existence of personnel. But that itself proved to be one of the handicaps.
Commerce warned that if the requisite type of personnel are not available
the experiment might make matters worse than they were. See its leader
article, 2 June 1956.

* Annual Report of the Ministry of Finance for 1955-58.
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etc. and to assist the Secretary of the Department in all financial
matters. The scheme which was introduced as an experimental
one was continued in the subsequent years and continues even
now to be in existence in the same form as was introduced in
1956. Thus the essence and the spirit of Shri Chanda’s suggestions
were accepted, but due to the shortage of experienced personnel,
its implementation was done only partly.

It is a truism that the extent and nature of the control to be
exercised by the Finance Ministry must be left to be determined
by the Finance Minister in such a manner as will enable him to
discharge adequately his responsibilities to the Cabinet and the
Parliament; and it is likely that each minister may have his own
methods of control. The new Finance Minister, who took over
charge in 1956, had different ideas in the matter and therefore a
new system had come to be introduced early in 1957.

This scheme is generally known as the Attached Financial
Adviser Scheme (AFA).?* The attempt this time was to render
financial advice to the administrative ministries and to secure
close collaboration and harmonious working relations between
the administrative and the finance officers. The scheme’s features
were: (i) A Joint Secretary, who is now called the Financial
Adviser, is accredited to one or a group of ministries. He was to
be in the overall charge of financial advice of those ministries,
but each ministry was given an AFA (Attached Financial Adviser)
of the rank of either an Under Secretary or a Deputy Secretary.
The AFA was to deal with all the proposals emanating from the
administrative ministries, and where necessary he was to seek
the orders of his superiors (Financial Adviser). Thus the AFA®®
was really the officer who was available to the ministry at any
hour ready to offer advice on all financial matters. (ii) In order to
enable the AFA to deal with all matters himself, noting at the
office level was discouraged and it was suggested that all files
should be marked to the AFA himself. (iii) In order to ensure
that the AFA functioned in a really attached manner, he was
accommodated as close as possible to the Secretary of the

** 3rd Annual Report of the O & M Division of the Cabinet Secretariat.

*° Rightly, not much emphasis was paid to the rank of an AFA. It would
be recalled that the Bajpai Report insisted on the rank of the officer being
that of a Joint Secretary.
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Administrative Ministry. (iv) With a view to acquaint the AFA
with the various aspects of every financial proposal, it was
suggested that the AFA be taken into confidence by the admi-
nistrative ministries at the earliest possible opportunity, right
from the stage when the proposal was in an embryonic form,
and allowed full facility of discussion with the senior officers
of the administrative ministry, so as to ensure that no time or
labour is wasted on the preparation of the schemes and pro-
posals which are not likely to be considered financially feasible
and acceptable at a later date. (v) The AFA was exhorted to
give constructive advice based on sympathetic understanding.
The views of the administrative ministry as regards the urgency
and the necessity of a scheme were to be given due weight, and
the AFA was asked not to give an impression that the Finance
Ministry claimed a monopoly of wisdom, and no attempt was
to be made by him to substitute his judgment for the technical
judgment “of the ministry and its technical experts”. The essence
of the scheme was adequate discussion before formulation of a
scheme, and both the administrative ministry and the Ministry
of Finance were expected to make discussion an automatic
working method. (vi) Though the AFA was an officer of the
Ministry of Finance, yet for all intents and purposes, he was to
work as though he was an officer of the administrative ministry,
and one of his functions was to assist the Secretary of the
Administrative Department in the formulation of the Budget
and other financial schemes. The AFA was to keep a systematic
and continuous watch over the progress of expenditure of the
department. It was eventually expected that he would take
over the functional control of the Budget and other finance
sections of the administrative ministry to which he was attached.
(vii) To ensure coordination between the various expenditure
divisions as also uniformity in all important matters which are
now distributed all over the expenditure divisions, certain matters
like negotiations with foreign firms and purchases, etc. were
dealt with by separate Boards set up for the purpose. The Boards
consisted of one or more Financial Advisers. This enabled the
Finance Minister to get the considered views of the Board;
and at the same time it paved the way for the establishment
of uniformity and a better coordination of economic policy.
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(viti) The representatives of the Finance Ministry on the various
Boards, companies and corporations have been rearranged by
regrouping the organisations by broad categories and by posting
officers who were acquainted with the work of these organisa-
tions. These organisational changes gained further impetus and
its spirit was reinforced by the changes that took place in the
procedure of consultation with the Finance Minister. The
Finance Minister offered that he would be ready to discuss any
matter with the Secretaries of the departments directly and
suggested that they could meet him and explain the matters to
him. An additional device adopted during this period to appraise
the Finance Minister personally of the financial implications of
major projects was the introduction of a procedure whereby
Secretaries of the departments concerned were to prepare a
small note indicating the justification for every proposal of
major expenditure, and submit it to the Finance Minister. Thus
the relations between the Finance Minister (ministry) and the
administrative ministries became closer and more intimate. What
had hitherto been an atmosphere of mutual bickering, .if not
acrimony, had been transformed into one of mutual under-
standing.

4 The system which was introduced in 1957 continued up to the
middle of 1958. The annual report of the Ministry of Finance
for 1957-58 stated, “the reorganised arrangements for financial
advice to ministries reported during the previous year continued
to function well during the year under review”. This sense of
satisfaction did not remain long, and new arrangements were
introduced with effect from 20 August 1958. The annual re-
port of the Ministry of Finance for 1958-59 stated, “the arrange-
ments for budgeting and financial control in regard to civil
expenditure during the year under review, were reviewed and
revised and new arrangements brought into force with effect
from 20 August 1958”. What were the reasons for the change?
And why was a system which continued to function well aban-
doned and instead a new scheme introduced?

The reasons for the change may be stated as follows:
(i) the recommendations made earlier by Shri Chanda received
more strength and impetus with the Public Accounts Committee
sndorsing all his suggestions, and (ii) the experience of the AFA
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Scheme which proved to be a success brought home certain
compelling conclusions, such as (@) it is necessary to entrust
the financial responsibility in matters of details to the adminis-
trative ministries and (b) that such responsibilities can be
discharged by the administrative ministries, if only they are
given the proper personnel equipped with financial experience
for the job.

The recommendations of the Public Accounts Committec®
which followed the lines of the suggestions made earlier by Shri
Chanda (dectails of which have been considered in the earlier
paragraphs) were that the control of the Finance Ministry
should as far as possible be confined to the control in respect
of policy and a detailed review of the proposals before the
budget is framed, and that the post-budget execution and the
control in the process of the execution is to be entrusted to the
administrative departments themselves. The recommendations
were accepted by the government and a new scheme was worked
out in close consultation with the Comptroller and Auditor-
General. The Scheme covered many aspects such as budgeting
and the system of financial advice. Based on the objectives
enunciated above, a scheme was evolved (i) to delegate more
financial powers and (ii) to supply the ‘personnel’ to act as the
Internal Financial Advisers.

So far as the delegated financial powers are concerned, we
have analysed the various aspects of these delegations in the
preceding chapter. The new scheme envisaged a greater delega-
tion of financial powers and responsibilities and a reorganisation
of the financial control system. As a part of this scheme they were
given officers of appropriate status such as Financial Adviser,
Deputy Financial Adviser and Assistant Financial Adviser,
but all of them were treated as ‘Internal Finance Advisers’.
They were treated as part of the administrative ministries
and were paid from their budget demands. Briefly, the duties
of the IFA were to assist in the financial, budgetary and other
connected work, as also to ensure a proper exercise of control
of expenditure against appropriations. They were also to assist in
the formulation of proposals for inclusion in the Budget.

31 8th Report of PAC, April 1958.
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The departments were free to exercise the already existing
powers delegated to them before 1958 without consulting the
IFA, but in respect of powers delegated after 1958, it was man-
datory for the ministries to consult the IFA.

The posting, selection and transfer of the IFA’s in each
ministry was to be arranged by the Central Establishment Board
and the Secretary of the Department of Expenditure was to be
co-opted whenever these postings were considered by the Board.

The IFA under the new scheme is subordinate to the Secre-
tary of the administrative department. However, his ‘subordi-
nation” does not prevent him from offering his independent,
forthright financial advice. Generally, however, there may be
many instances where the Head of a department may be influ-
enced in the direction of extravagance by various motives such
as (a) a genuine interest in the subject matter of his work,
(b) a desire for smooth working, and (c) a desire to stand well
with his minister; and influenced by these different factors, he
might override the financial advice given by the IFA. To ensure
that such cases, where the advice of the Financial Adviser was
ignored, are brought to light, a procedure has been devised.
Under this, in all cases where the advice tendered by the IFA is
not accepted, they are to be referred to the Secretary of the
Administrative Department, and if the Secretary also differs from
his advice the case has to be brought to the notice of the
minister. A monthly list of cases, where such differences arose, has
to be forwarded to the Ministry of Finance and the Comptroller
and Auditor-General. The fact that these cases are reported to
the Comptroller and Auditor-General and through him to the
Public Accounts Committee acts as a salutary check on the
Heads of the administrative departments from ignoring the
advice of the Financial Adviser. Thus, a certain degree of
independence, which is so very essential for the smooth and
effective working of the IFA had been conferred on him.

It is often suggested that when the Financial Adviser is made
subordinate to the Secretary of the Administrative Department,
it would reduce the effectiveness of financial control, for the
FA as a subordinate of the administrative department may like
to ingratiate himself with the Secretary and may like to soft-
pedal his way, thereby ceasing to work as an impartial outside

8
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tribunal and a critic. In such a contingency, the FA becomes
not only a part of the administrative ministry but a part of the
administration itself. It is, however, only to avoid these pitfalls
and ensure an effective financial control, that the IFA had been
provided with abundant independence.

Working of the System

As stated earlier, under the revised arrangements®* the mini-
stries were given Internal Financial Advisers. The Finance
Ministry on its part maintained contact with the administrative
ministries through its expenditure divisons, whose officers were
called External Financial Advisers. However, due to the paucity
of personnel, the Financial Advisers at the level of the Joint
Secretary, were given the combined functions of both Internal
and External Advisory duties in respect of most of the ministries.
This, however, did not create any confusion, as the Joint Secre-
tary was given the charge of more than one ministry. To supple-
ment his work, independent Internal Financial Advisers of the
rank of Deputy Secretary or Under Secretary were posted in the
administrative ministry.

The contacts between the IFA and External Financial Adviser
arose out of the division of functions itself. The delegated finan-
cial powers were exercised by the IFA and proposals beyond
these powers were dealt with by the External Financial Advisers.
Since all proposals were to be referred to the External Financial
Adviser only after they had been seen by the IFA, there was
always a regular contact between the two.

The scheme continued to function well in every respect,
except for the personnel arrangements. The existence of an
IFA and an External FA meant to the administrative ministries,
the creation of another channel through which its proposal had
to be processed, and this meant the emergence of a set of
new procedural problems. The creation of the new branches
also meant extra expenditure and a drag on the technical per-
sonnel which was already in short supply. So, a process of
combining the functions of IFA and External FA in one and. the

2 A similar system was introduced in Pakistan also. See its Second
Five Year Plan.
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same person even at the lower ranks, started in February 1959—
in less than six months after the initiation of the scheme. This
process of combination was effectively carried on in the follow-
ing months and by January 1960, almost all the Financial
Advisers, both internal and external, were combined in one
officer, with the exception of the Departments of Labour and
Employment, Home Affairs, Transport, Irrigation and Power
(which retained the earlier set-up) and Iron & Steel. The Annual
Report of the Ministry of Finance for 1959-60 stated, “one of the
important changes made during this year relates to the intro-
duction, at the request of some administrative ministries, of a
combined financial set-up, under which the officers of the finance
branches of the ministries concerned functioned, in addition,
as ‘external’ Financial Advisers in respect of matters requiring
consultation, concurrence with the Department of Expenditure”.

The officers in whom the roles were combined, were brought
on under the administrative control** of the Ministry of
Finance and were paid from the ‘Demands’ of the Finance
Ministry. This meant that Financial Adviser formed no more a
part of the administrative ministry, except for performing his
functions on their behalf. But, it was stated, “the combined
arrangements are expected to ensure the avoidance of unneces-
sary duplication of work and also ensure the economical utilisa-
tion of the man-power available for financial advice work”.3¢
The reasons for such a combination of different roles are, to
summarise: (i) the existence of an IFA and external FA meant
an additional procedural channel, (i) it also meant an increase
in expenditure on staff, (iii) to avoid the risk of the Finance
Ministry losing direct contact with the affairs of the administra-
tive ministry and the companies and undertakings working
under it, and (iv) to ensure a better coordination of financial
policy.

It is pertinent to pose the questiont whether such a combination
is desirable. The answer is not easy, for opinions are divided.
One Secretary of a department thought that “there should be

* As a result of this reversal, the Department of Expenditure had to go

in for a supplementary grant of Rs. 8 lakhs more, in January 1960.
* Annual Report of the Ministry of Finance for 1959-60.
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only one Financial Adviser for each ‘Ministry’,** and thought
the combination as harmless”.*® Another Secretary expressed
himself positively against such a combination as he considered
it wrong in principle. These differences in approach incidentally
explain the present system which partly represents a system of
combined Financial Advisers and the External Financial Advisers
retained separately in respect of certain ministries.

It would thus appear that the system introduced in 1958 had,
except in parts; reverted to the earlier systems.

It is, however, difficult to say whether the system of financial
control through the IFA was as effective (judging it from the
broad canons of the control of expenditure) as the earlier AFA
system or even the previous system was. The effectiveness of
the control in the existing situation or for that matter in any
situation depends on three factors. They are: (i) the Finance
Officer—whether external or internal, (ii) the Secretary of
the administrative department, and (iii) the minister of the
administrative department. A sense of financial responsibility on
the part of all these three will build up a financial consciousness
in the departments. An absence of this feeling may encourage
the extensive adoption of the ‘theory of long stop’ (which implies
that no control needs to be exercised in the administrative
departments as the Ministry of Finance is in any case there to
ensure a careful examination of proposals. The concept is based
on the cricket terminology where the posting of a fieldsman
behind the wicket-keeper enables the wicket-keeper to afford to
leave some balls on the presumption that they would in any
case be stopped by the ‘long stop’), and may make financial
control complicated, confusing and finally ineffective too. It is
on these factors that the success of reform depends.

1962 Reforms

Another reform was introduced in September 1962 by the
Central Government. This reform was the result of a review
of the earlier reforms as also of an awareness of the problems
that are confronted in the execution of the plans. The new reform

* Minutes of the 55th Report of the Estimates Committee, p. 31.
* Ibid., p. 31.



FINANCIAL ADVICE—THE GROWTH OF A NEW SYSTEM 117

was based on the philosophy that financial. responsibility should
be devolved in a greater measure on the administrative ministries
and that the role of the Finance Ministry should be restricted
to control through the pre-budget scrutiny and through random
checks and work studies in the course of the execution of the
Budget. The important features of the new scheme are:

(i) The budgets of the respective departments may be pre-
pared in greater detail and be submitted to the Ministry of
Finance in August (such estimates were hitherto submitted
some time after October) to enable an exhaustive examination
by the Ministry of Finance.

(ii) With a view to enable the administrative ministries to
control the expenditure and ensure a steady expenditure
against the appropriations, arrangements were made with the
Audit Department for the regular and timely supply of
accounting data.

(iii) It was provided that a small extra provision in the
budget of every ministry to meet unforeseen liabilities may be
allowed on merits. (It was made clear that this would not be
tantamount to the acceptance of the principle of provision of
lump sums in the budget.)

(i) That a work study unit would be established in the
administrative ministries to carry on periodical surveys of staff
strength, etc.

The scheme envisaged that the Financial Advisers as well
as their subordinate staff would form an integral part of the
administrative ministry and together with the accounting and
budgeting branches of administrative ministry would form the
financial conscience of that ministry. It was also provided in
the scheme that the Secretary of each department shall be the
final authority to decide each issue after obtaining the advice
of his Financial Adviser. It was, however, open to the former
to over-rule the latter. While the 1958 scheme of reform provided
that instances where the advice tendered by the Financial
Adviser was over-ruled, should be conveyed to the Ministry of
Finance and the Comptroller and Auditor-General, this scheme
dispensed with such conditions and made the Secretary of the
Department the actual Head responsible for matters, both of
administrative and financial nature. This scheme which was
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initially introduced as an experimental measure applicable only
to three Ministries was later extended to all the Ministries and
is now retained permanently.

Under the scheme, the scrutiny and control of the Ministry
of Finance was limited to the pre-budget stage of the estimates,
and a sort of review of the actions of the ministries through
random checks and work studies. It may, however, be argued®”
whether such review is adequate and whether it will not even-
tually lead to a consideration of the question, in each of the
transactions checked by the Ministry of Finance, whether a
particular decision was proper or not, and it can also be argued
whether such a review will not be more of a review of “propriety”
than ‘economy’. Although such a risk is inherent, yet, in a way,
what is ‘proper’ is also perhaps ‘economical’.

It should, however, be noted that this scheme was indeed a
progressive one, for what was hitherto a nominal freedom of
the administrative ministries has now become a real one.

From this survey one fact becomes clear. Since independence
we have had many reforms and if one may say so, we had a
surfeit of reforms rather than a lack of it. What is indeed
unfortunate is that no system was given a fair trial and no system
was objectively assessed before being switched off. Instead,
reform after reform were discarded and modified as quickly as
they were introduced. The system of control was in a perennial
transition and continuous change. It is time that the system is
given a larger dose of stability.

*It can similarly be argued, whether early preparation of Budget
estimates may not lead to conmsiderable modification at a later stage. In
fact the Hoover Commission (1955) task report suggested that the period
should be reduced so that a more realistic appraisal can be made of .the
estimates. However, the magnitude of this problem is lessened in India
in view of the fact that in the context of a plan the annual budget is only
a part of the expenditure programmes that have already been decided upon.



Chapter Five

PLANNING AND CONTROL OF DEVELOPMENTAL
EXPENDITURES AT THE CENTRE

For one thing, there is yet nothing in human history to disprove—just as
there is nothing to demonstrate—that economic welfare in its highest
sense cannot be achieved, even where it is most lacking, by the planned,
deliberate and organised effort of a government, relentless as to purpose
but not ruthless as to means, provided the effort is not only emotionally
impelled but is scientifically guided.

RuraL Creprr SurvEy (GENERAL) REPORT

WE HAVE so far analysed the methods of controlling the
expenditure. In this chapter we would be discussing the various
aspects of developmental expenditures and the methods used
to control them. In considering these aspects, a good deal of
attention may have to be paid to the role of the Planning Com-
mission also. It has often been felt by administrators and acade-
micians alike that the advent of the Planning Commission as an
active body associated with the evolution as well as implementa-
tion of all economic policies, “has generally undermined the
traditional role of the Finance Ministry. Some have even argued
that there has been a virtual shift of control from the Finance
Ministry to the Planning Commission. In the following para-
graphs an attempt is made firstly to provide a narrative of the
evolution of planning in India, secondly to discuss the relations
between the Finance Ministry and the Planning Commission
and lastly to describe the methods of control of developmental
expenditures. '

This chapter is slightly different and a little more ambitious
than the other chapters for it includes not only the ‘control’
aspects, but aspects of planning and budgeting, too. An attempt
is also made in this chapter to weave the current expenditure
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trends into the descriptive pattern. Also the history of planmng
efforts is considered at length.

Before narrating the evolution of planning in India, etc. it
would, however, be advantageous to define what we mean by
developmental expenditures and to indicate how they are
different from the other expenditures, described in the preceding
chapters and included in the broad term of conventional
expenditures.

Generally the answer to the question what constitutes the
developmental expenditures, is dependent on the type of deve-
lopment schemes included in the plan of a nation. These expen-
ditures, as interpreted in normal practice in India, comprise
(a) new development schemes on capital account, (b) new deve-
lopment schemes on revenue account, and (c) expenditure on
schemes which are in the nature of extensions or additions to
the existing institutions. The expenditure on the maintenance
of new institutions which have come up as a result of these
initial developmental expenditures, is called ‘committed expen-
diture’. It is necessary to realise the distinction between ‘com-
mitted expenditure™ and ‘development expenditure’. The latter
is expenditure that is incurred for the specific purpose of creating
some new assets which were not existing in any form heretofore.
Committed expenditure represents that expenditure which is
incurred on the normal maintenance of an institution as an
institution. The objective of the former is to create, and the
latter to maintain.

We have seen in the earlier chapters that all proposed expen-
diture for which Budget provision is sought (Part II—New Items
in the Revenue Budget) is examined by the Department of
Expenditure and reductions are suggested by it keeping in
view the overall availability of resources for the year. The
estimates so reduced by the Department of Expenditure are
susceptible of further ad hoc reductions by the Department of
Economic Affairs (which is responsible for the preparation of

* The Second Finance Commission pointed out that there was initially
some misunderstanding about the exact scope of the term ‘committed
expenditure’ as used in the correspondence between the Planning Commis-
sion and the States at the time of the formulation of the Second Five Year
Plan. This misunderstanding was cleared later.
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the Budget) in case the total proposed expenditure is in excess
of the total means available. The reductions suggested by the
Department of Economic Affairs are for the entire demand, and
are not generally made with reference to any specific scheme,
for such detailed reductions are not possible at the last stage.
In regard to the development expenditures which are included
in the Revenue Budget, the process is almost the same. How-
ever, the procedure in regard to the developmental expenditures
to be met out of the Capital Budget is slightly different. The
role of the Department of Expenditure is also slightly different
in the preparation of Capital Budget in that there is greater inter-
play of the forces of the Planning Commission, the Department of
Economic Affairs, and the Department of Expenditure. A portrait
of these forces, the interplay between them, and other related
issues, are discussed in the following paragraphs as in the order
indicated here—(i) an examination of the growth of the system
of planned development in India and the structure of the
Planning Commission and (i) an examination of the develop-
metal budgetary pattern, and (iii) methods of the control of the
developmental expenditures practised during the various stages.

History of Planning

Planning for economic development in an organised manner
in our country, has been the direct result of the impact of the
global wars. But even before the Second World War, there
was a growing awareness of the need for planning for economic
development. This awareness is reflected in the writings of the
persons who were actively associated with this field, and in the
contemporary resolutions of the National Congress. The fisst
effort at framing a plan was made by Shri M. Visvesvaraya in
1933 when he formulated a ten-year plan with the object of
doubling the national income of the country. This attempt was
followed five years later by a resolution passed in an all India
conference of the Ministers of Industries, which stated, “the
problems of poverty and unemployment, and of economic
regeneration in general cannot be solved without industrialisa-
tion. As a step towards such industrialisation, a comprehensive
scheme of national planning should be formulated.” This resolu-
tion led to the appointment of a National Planning Committee,
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with Pandit Jawaharlal Nehru as its Chairman. Under the
auspices of this Committee, various sub-committees were set up
to study the different aspects of the country’s economy and
suggest schemes for its development. These sub-committees put
in voluminous effort, and in the process created an urge for
economic development, as also a planning consciousness. The
subsequent efforts in this direction were mostly at the govern-
mental level, although there were some efforts made by independ-
ent industrialists and others, in their own way, to formulate
schemes for the development of the country. To the latter
category belong such prominent schemes as the ‘Bombay Plan’,
the ‘Gandhian Plan’ and the ‘People’s Plan’.

The advent of the war gave an added impetus to these efforts.
The plans for post-war reconstruction started in the government
as early as in June 1941 when a Committee was set up under the
chairmanship of the Member of Commerce for this purpose.
This Committee was replaced in 1943 by the Reconstruction
Committee of the Council with the Viceroy as the Chairman.
This Committee was equipped with a competent secretariat and
was aided in their deliberations by a number of expert com-
mittees consisting of representatives from provincial govern-
ments and non-official organisations as well. This Committee
submitted two reports, both of which held that the ultimate
object of all planning must be to raise the standards of living
of the people as a whole, and to ensure employment for all.
In June 1944, ie. one year after the establishment of the Com-
mittee, a separate Planning and Development Department was
created. Simultaneously the State governments were asked to
have their own planning organisations and to draw up their
own plans. The very first effort of the Central Department was
towards the enunciation of certain principles? in regard to the
objectives, methods, principles and finances. These in their tum
were intended to serve as the general principles on which the
plans of the provincial and state departments could be drafted.
This department also established panels of officials and non-
officials for planning the development of individual industries

2 The Second Report on Reconstruction Planning (1944), Government of
India.
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in consultation with the provincial and state governments. In
all there were 31 panels working in the department for this
purpose.

The first step in planning for industrial development, which
was the object of the day, was to enunciate a policy of the
government in the field of industrial development. The initial
groundwork of the panels, and the department was responsible to
the ‘Industrial Policy Resolution’ of 23 April 1945. At the same
time, the other Central Departments were engaged in a syste-
matic appraisal of their subjects and these efforts resulted in the
submission of various reports by the experts which helped the
departments to draw up their own plans. Significant among these
reports were—the Bhore Committee on Public Health, Adarkar
Report on the Scheme for Sickness Insurance of Industrial
Workers, and a number of other reports in the field of agriculture,
important among them being the Krishnamachari (V.T.) Com-
mittee on ‘Stabilization of Agricultural Prices,” the Saraiya
Committee Report on ‘Co-operation’, and the report of Dr Burns
on the ‘Technological Possibilities of Agricultural Development’.
Simultaneously, progress was also taking place in the formulation
of the plans at the provincial level on the pattern of the general
framework outlined by the Government of India. The plans
varied from state to state, not only in content but also in merit.*
These efforts coincided incidentally with certain other changes,
mainly political in nature, which were taking place in the
country. The impact of these developments on the general frame-
work of the plans, as also on the working of the Department of
Planning and Development was considerable. The contemporary
political developments were the end of war in September 1945,
and the elections in early 1946 which installed the rule of the
popular elected ministers in place of the Advisers’ rule. Very
soon the elected ministers in the provinces revised the provincial
plans, and the revision was on a large scale involving consider-
able changes in the scope of the plans.

At the Centre, the Planning and Development Department was

* The Advisory Planning Board set up in 1946 reported that “the plans
vary in merit. Some are fairly carefully integrated whole; others are little
more than collections of departmental schemes hastily thrown together”
(p. 68 of the Report).
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abolished in early 1946 after the resignation of Sir A. Dalal who
was until then the Head of that department. The government
itself was reorganised in September 1946, when an interim
government headed by Pandit Nehru took over the administra-
tion. This interim Cabinet initiated steps to prepare a National
Plan and towards this purpose an Advisory Planning Board was
set up under the Chairmanship of Shri K. C. Neogy. The Board
was asked to make a survey of the work already done and to
offer suggestions for laying down the objectives and priorities,
and for suggesting a suitable machinery for planning. The Advi-
sory Board completed its task and submitted its report in De-
cember 1946. The Board observed in the course of its report,
that the objectives should be “to raise the general standard of
living as a whole and to ensure useful employment for all”. But
it refused to fix any targets for development. The Board stated:
“It must be frankly recognised that we do not at present possess
in India, either sufficient knowledge and statistical information
or sufficiently extensive control over economic activity to be
either able to frame or execute plans whose combined and
cumulative effect will be to increase per capita income by a
predetermined amount.” For the implementation of these objec-
tives, the Committee suggested the setting up of a Planning
Commission which would be directly responsible to the Cabinet,
while devoting its attention continuously to the whole field of
development. The primary function of the Commission, as re-
commended by the Board, was to formulate plans for the deve-
lopment of major industries and important minerals, etc. The
Commission, it was envisaged, was to make recommendations
only, while the final decisions were to be taken by the govern-
ment itself. The Board also suggested the establishment of a
consultative body (with 25-30 members) to offer advice, sugges-
tions and opinion on different matters to the Commission. How-
ever, before the recommendations of the Advisory Board could
be given effect to, there were sweeping changes in the political
field which resulted in the partition of the country and a division
of resources, equipment and population. These changes in the
political situation required a fresh consideration of the issues
which naturally took some time. Meanwhile, the plans which
were already drawn up, were not wholly given up but were
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implemented piecemeal by all alike, viz. states, provincial
governments and the Central Departments, each according to
its capacity, and to the extent they could be implemented in
the troubled situation. This resulted in a haphazard and irregular
development of resources. This uncoordinated and independent
approach continued for some time, until, and to an extent, even
after a few years after the establishment of the Planning
Commission.

Pattern of Financial Control

It is in order, at this stage, to consider the type and pattern
of financial control exercised during this initial period when
planned development had not yet emerged in a systematic and
organised form, but was only a small nucleus whose final form
and utility were not yet settled. As stated earlier, the control
was generally exercisable in detail by the Finance Department
both before the inclusion in the Budget and after its acceptance.
Broadly the pattern of control was exercised in the following
stages: (i) Rules of Business (Rule 13) of the Viceroy, provided
that no matter which has certain financial implications can be
proceeded ahead with, unless that matter has been considered
by the Finance Department and approved by it. (i) Items which
were included in the Budget were subject to ‘expenditure sanc-
tions’ at a later date. At this stage, the expenditure sanction
could be issued only with the concurrence of the Finance
Department. This procedure implied that no expenditure could
be incurred, even if it was provided for in the Budget, except
with the approval of the Finance Department. (iii) The existing
pattern of delegation® of powers to the various departments was
not of a liberal order, with the consequence that dependence on
the Finance Department was by and large considerable.
(iv) Most of the developmental activities were provided in the
Revenue Budget. Though the Capital Budget was in existence,
yet it was used mostly to divert a few items from the Revenue
Budget to the Capital Budget, so that the heavy deficit on the

‘For example, except for the Department of Transport, all the other
Departments had to depend on the CPWD, not only for construction of
buildings etc., but even for the procedural formalities attached to it. See
para 10 of the Book of Financial Powers.
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Revenue Budget could be reduced to tolerable limits. A syste-
matic budgetary pattern for developmental expenditures has
not yet been evolved. (v) During the war period certain im-
provements were made in the institutional framework of financial
control, and an experiment of the Attached Financial Adviser
Scheme was initiated in respect of the Department of Supply
(the pattern in respect of the other departments, however,
remained as it was). The details of this system have already been
discussed in the preceding chapter. (vi) During this period the
Standing Finance Committee was also labouring hard for
achieving economy. This Committee which was presided over
by the Member for Finance and had members of the Central
Assembly as its members, was a body established to acquaint
the members of the Legislature with the governmental adminis-
tration. (A detailed study of the Committee is made in Part III.)
It is essential to realise at this stage, that this committee, whose
primary duty was to scrutinise the new items (within limits
specified for the purpose) and the proposals for supplementary
grants, was an additional factor that had to be reckoned with
in the prevailing methods of financial control. The existence
and the continued working of the SFC meant an additional
channel through which the departmental proposals had to pass
through. The Standing Finance Committee, however, had no
philosophy of its own. Its main function consisted in satisfying
itself regarding the need and urgency of an expenditure. Though
the entire usual machinery was at work, there was one important
factor which brought about a change in the work if not the
attitudes of the Finance Department. The imperatives of the
contemporary war included a quick disposal of all proposals. In
ensuring the fulfilment of this objective, the conventional elabo-
rate procedure was put in the cupboard for the time being.
Before the system could be restored to its normalcy, the needs
of planning and post-war reconstruction came up to the surface,
necessitating, to some extent, a change in the system of financial
control and also in the attitudes revealed in its working. Sur-
prisingly, the immediate post-war period witnessed no attempts
to reorganise the system with a view to adapt it to the changed
circumstances. There were, however, arguments and suggestions
for reduction in the control exercised by the Finance Depart-
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ment. The suggestions made by Sir Richard Tottenham and the
Officer “Shortage Committee” and the Report of Gopalaswami
Aiyangar, were all directed towards the lessening of the control
of the Finance Department on the administrative ministries.
While the Report of Shri Aiyangar was generally concerned with
the changes in the methods of work, not in the context of recon-
struction or planning but in the context of a growing uneasiness
and resentment on the part of the administrative ministries to-
wards the control of the Finance Minister, the reports of Sir
Richard and Sir Girija Shankar emphasised the need for changing
or improving the structure and content of financial control in
the context of a planned economic development. Sir Richard
stated, referring to the need for a change, “I would only add
that there was a great deal to be said, in my opinion, for the
principle of ‘contract budget’ experiment which was tried in
the old Defence Department before the war. Something analo-
gous would appear to be essential, if plans for reconstruction
and development over a series of years are to be carried out
successfully.” Similarly the Officer Shortage Committee revealed
a keen awareness of the requirements of the day. It reported:
“The Committee fully recognises the need for strict financial
control but is of the opinion that pre-war methods of exercising
such control from a distance and in compartments will not suit
the present circumstances. Speed of action will remain as im-
portant as it was during the war and the success or failure of
development programme will depend upon the speed with
which final decisions are taken.” They, therefore, suggested the
continuance of the System of Financial Advisers. It should be
recognised that these recommendations were not made at an
opportune moment. The country was being divided into two
and the transfer of power was taking place. Against such a
background, it was neither opportune, nor possible to embark
on any large scale reorganisation programme. While action was
taken on the immediate issues of the day, like the shortage of
officers and the ways and means to meet the shortage, the larger
issues were deliberately pushed into the background. Meanwhile
the Finance Department was slowly and deliberately reverting
to its pre-war set up. The developmental problems and their



128 CONTROL OF PUBLIC EXPENDITURE IN INDIA

impact on financial control, were taken up only at the end of the
First Five Year Plan.

The Planning Commission

We have so far traced the growth of development expedi-
tures and the process of control on these expenditures, as also
the genesis of planning in India. The efforts at planning made
up to 1946 reveal the absence of an adequate coordination and
the lack of precise information on the availability of resources.
The post-independence developments like the “inflationary
pressures inherited from the war, balance of payments difficul-
ties, the influx into India of several million persons ... defici-
encies in the country’s food supply aggravated by partition and
a succession of indifferent harvests and the dislocation of sup-
plies” put the economy under severe strain. These developments,
alarming as they were, emphasised the need for comprehensive
planning and coordinated action. It was thought that this could
be achieved “through an organisation free from the burden of
she day-to-day administration but one which is in constant touch
with the Government at the highest level”. This organisation,
as it came out, was the Planning Commission itself. Its functions,
as stated in the resolution, were to:

(i) “make an assessment of the material, capital, and human
resources of the country, including technical personnel, and in-
vestigate the possibilities of augmenting such of these resources
as are found to be deficient in relation to the nation’s require-
ments; (ii) formulate a plan for the most effective and balanced
utilisation of the country’s resources; (iii) define the stages, on
a determination of priorities, in which the plan should be car-
ried out and propose the allocation of resources for the due
completion of each stage; (iv) indicate the factors which are
tending to retard economic development and determine the
conditions which, in view of the current social and political
situation, should be established for the successful execution of
the plan; (v) determine the nature of the machinery which will
be necessary for securing the successful implementation of each
stage of the plan in all its aspects; (vi) appraise from time to
time the progress achieved in the execution of each stage of
the plan and recommend the adjustments of policy and mea-
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sures that such appraisal may show to be necessary; and
(vii) make such interim or ancillary recommendations as appear
to it to be appropriate either for facilitating the discharge of the
duties assigned to it or on a consideration of the prevailing
economic conditions, current policies, measures and development
programmes; or on an examination of such specific problems
as may be referred to it for advice by Central or State govern-
ments.”

The Commission thus established, started functioning from
28 March 1950. The Commission’s task was to formulate a plan
for the economic development of the country so that the standard
of living could be raised higher. The first answer for such a task
was provided in the First Five Year Plan.

The plan was clear in its objectives and almost for the first
time, it attempted a systematic evaluation of the resources.
Planning implies a careful budgeting of manpower, foreign
exchange, and commodities. This task which by itself was
formidable was rendered more difficult by the absence of a
national accounting system. The developmental programmes
included in the First Plan was, however, in a large measure a
consolidation of the plans already in existence. It is not within
the scope of this chapter to enumerate the various features of
the plan. The attempt here is to indicate only some of the salient
points of the plan, and the problems thrown up in the process
of implementation.

The working of the First Five Year Plan brought to light
many an administrative tangle, as for example the absence of
‘adequate coordination™ between the thinking of central
ministries in certain fields and the schemes as embodied in the
programmes followed in the States. These and many other issues
required rectification and numerous changes in the system,
which were met only partly during the First Five Year Plan. The
emphasis of planning changed in the course of preparation of
the Second Five Year Plan. This time, the object of the Com-
mission was to formulate a plan from below. The emphasis of
the plan was shifted from agriculture to industry, though during

®21st Report of the Estimates Committee on ‘Planning Commission’,
p. 27.

9
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the course of the plan period, the core of the plan was changed
and the earlier emphasis on agriculture restored.

The working of a system always throws up a number of
problems in different fields. It is, however, not the attempt here
to trace and sort out all the different problems. It is only to
emphasise that each plan has its own implications and each plan
is sought to be made better in the light of the experience gained
from the previous one. It is a continuous process. The main
objective of the study at this stage is to analyse the working of
the Planning Commission in so far as it is related to financial
control. The role of the Planning Commission in matters of
financial control can be studied from two angles: (i) relationship
between the Planning Commission and the Ministry of Finance
and (#i) nature of the financial scrutiny of the Planning Com-
mission.

Relationship between the Planning Commission and the Ministry
of Finance

The Planning Commission is not an executive body. It is an
advisory body and in that capacity it advises the Central Govern-
ment and also the State governments. The Commission started
with an executive body consisting of a Chairman, a Deputy
Chairman, four Members, a Secretary (in common with the
Cabinet Secretariat) and a Deputy Secretary. The Chairman
was the Prime Minister himself and even now he continues to
be so. At the initial constitution of the Commission, there were
two Central ministers out of whom one was a member® of finance
and also another who was a Deputy Chairman. With the increase
in’ the tempo of work arising out of the lateral expansion of the
scope of work, the membership of the Commission was increased
from 4 to 7 (including a de facto member who is an Hony.
Statistical Adviser to the Cabinet). It has been argued that the
association of the Prime Minister,” and other Central ministers
as either the Chairman or even as the members may elevate the

¢ The Finance Member of the Commission was the Finance Minister
himself.

" Prof. P. H. Appleby in his second report states that the “Membership
of the Commission is a small edition of the Government itself”, p. 31.
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Planning Commission from an advisory body to an executive
body. It is said, to cite one instance, that the “purely advisory
character of the Commission is lost, if Cabinet ministers includ-
ing the Prime Minister are members of the Commission. A
decision to which they are a party taken in the Planning Com-
mission and transmitted to the ministries, to be considered by
them or in the Cabinet is, it is pointed out, more than advice
and is very nearly (italics mine) a final decision.” There are,
however, other bpinions too, totally opposed to this point of
view and one among such opinions is that a body totally
detached from the government is likely to be an ineffective body
and that the association of ministers in a formal way as members
of the Commission “bring an essential link between the Planning
Commission and the Cabinet”. It has also been argued that even
though a minister is in the Planning Commission, he may “still
disagree with the view taken in the Commission when the matter
is considered later by the Cabinet and that this has happened
in practice”.

The Commission in its advisory capacity considers the avail-
ability of resources and considers the schemes presented by the
different central departments. In other words, all the schemes,
including their financial implications, and annual plans are
scrutinised by the Planning Commission before their inclusion
in the plan. It also scrutinises the plans of the States. The type
of the scrutiny and the nature of its examination, exercised by
the Planning Commission, is discussed in the following para-
graphs while considering the second aspect relating to the
budget scrutiny of the Planning Commission.

It has been pointed out earlier that any proposal which has
financial implications is first referred to the Ministry of Finance
for its opinion in the matter regarding the advisability and
urgency of each proposal of expenditure. The determination of
urgency, in other words, is the process.of determining the priori-
ties for a given period. The term priorities has two connotations.
In one sense it can be understood as referring to the priorities
in planning over a given stretch of years. In the second sense, it
may be interpreted as indicating the immediate ‘priority’ pattern
for the next year. The distinction is one which is based on time
span. It can be that the priority pattern in both the cases may
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have the same nature and a uniform composition. In such cases
there is no problem at all. But in a few other cases, some
changes in the immediate ‘priority” pattern might be needed to
provide for problems which were not foreseen earlier and which
have cropped up rather suddenly. The difference between the
two is not any more than the difference between long term
planning and short term planning. The Finance Ministry’s control
is essentially of a short term nature. In a system of planned
economic development, which implies a long range plan divided
into annual plans, the verification of long term priorities as also
the short term priorities has to be necessarily undertaken and
approved by the Planning Commission. Sub-paragraphs (iii) and
(vi) of the terms of reference of the Planning Commission, cited
earlier, make it imperative and legal for the Planning Commission
to satisfy itself regarding the short term priorities as well as the
long term priorities. It is necessary that the Commission should
ensure that the short term priorities fit into the integrated picture
of the long term priorities, and where there are variations
between the two, they are justified in the circumstances. The
determination of priorities is within the fold of the Commission’s
functions. These imply that the control in policy matters rests
with the Planning Commission. It can, however, be argued that
the Planning Commission is only an advisory body and that the
executive responsibility is squarely on the shoulders of the
Government. No doubt, the Planning Commission is an advisory
body, but generally its decisions, or more appropriately ‘sugges-
tions’, once approved by the National Development Council,
become binding on the government. It is on the basis of consi-
derations of this nature that it has often been pleaded that there
has been a shift of control from the Ministry of Finance to the
Planning Commission. This shift is in matters of control at policy
level. As enunciated in the earlier chapters, the control of the
Ministry of Finance is an all-embracing one, starting with a
vigorous role in the formulation of policy and more elaborately
exercised in the scrutiny of Budget estimates, and the sanctioning
of specific schemes. The advent of the Planning Commission and
its day-to-day working has taken away, to some extent, the
control in policy matters related to developmental expenditures.
Developmental expenditures are the expenditures incurred on
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the schemes included in the plans. These are plans which have
been scrutinised by the Planning Commission and approved by
it. This overall role of the Commission in scrutinising and
approving the plans and the long term expenditures programmes
is nothing more than the conventional role of the Finance
Ministry. The shift is inherent in a situation where a Commission
is established to discharge these functions. A former Minister for
Finance at the Centre expressed the opinion in a conversation
with the writer that “planning involves a slackening of financial
control as also a shift of control from the Ministry of Finance
to the Planning Commission.” He considered this to be one of
the imperatives of a planned economy. Another former Finance
Minister, however, thought that the relationship between the two
is one of a division of responsibilities, the ministry being an
agency responsible for the implementation of the plan and the
deployment of resources while the responsibility of the Planning
Commission is confined to advice and review. The above con-
clusively shows that there has been a shift of control in policy
matters from the Ministry of Finance to the Planning Commis-
sion. But the shift has not really made any change in the
processes of control. The Ministry of Finance still sees the
proposals and vets them—but at a later stage. This aspect can be
studied in detail here. .

Roles of Planning Commission and the Ministry of Finance

The Minister of Finance is a member of the Planning Com-
mission. Generally all proposals that require the consideration
of the Commission as a whole, are first circulated to the mem-
bers of the Commission. The papers that are referred to the
Finance Minister, are considered by his ministry also, and where
considered necessary, the viewpoint of the Ministry of Finance
is sought to be ventilated through the Finance Minister himself.
It may be pointed out that after 1956, the approval of the
member (Finance) of the Planning Commission was usually
taken as the approval of the Minister of Finance also, unless the
approval itself was one which was subject to a qualification.
Prior to 1956, however, there was prevalent, to an extent, a
‘split personality’, as matters which were considered by the
Commission and approved by the Finance Member were referred
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again at a later stage to the Ministry of Finance for its approval.
The general practice was that proposals, even in an embryonic
form when the details and the financial implications were not
quite clear, were referred to the Ministry of Finance before its
submission to the Planning Commission and again at a later
stage, i.e. after its acceptance in principle, by the Commission,
were referred to the Department of Expenditure of the Ministry
of Finance for undertaking a technical examination of the details.
Referring to this practice, the Estimates Committee commented :
“The Committee consider it highly unsatisfactory that the
Ministry of Finance should undertake the financial scrutiny of
a scheme after its inclusion in the plan. Elementary common
sense indicates that the financial aspects of a scheme or project
should be thoroughly examined prior to its consideration by the
Planning Commission so that all aspects of a scheme, among
which financial aspect is no doubt important, are before the
Commission and the approved plan is realistic. The Committee
have no doubt that this neglect on the part of the Finance
Ministry has led to certain grievous errors in the past, e.g. the
Steel Projects and the Dandakaranya scheme were included in
the plan and later in the Budget without adequate financial
scrutiny.” The later day scrutiny of the Ministry of Finance
also implied that a proposal is considered by the Planning Com-
mision devoid of the considered views of the Ministry of Finance
regarding the technical details. This system occasionally gave
rise not only to an ill-equipped judgment at the initial stage,
but frequently necessitated a change in the scope of the scheme
when a thorough financial scrutiny was undertaken by the
Finance Ministry., There has, however, been some justification
also in support of such a ‘Jlater date’ examination of the Finance
Ministry, for such an examination enabled the Ministry of
Finance to impose last minute overall ‘cuts’ or even ‘priority
cuts, if such cuts were warranted by the resource position of
the government. A plan for expenditure is always made having
in view a particular estimate of income. When there is a change
in the income estimates, cuts are imposed on the initial estimates.

*55th Report of the Estimates Committee on the ‘Department of
Expenditure’, p. 4.
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As one former Finance Minister stated, the ‘later date’ review
was insisted upon by the Ministry of Finance only to enable
itself to exercise those ‘guillotines’, should a resort to them be
found necessary.

The main distinction between the roles of the Planning Com-
mission and the Finance Ministry is one between the stages of
formulation and implementation. As a former Secretary to the
Department’ of Expenditure stated, the “Department of Expen-
diture came into the picture more at the implemenation stage
than at the formulation stage”. The same opinion was endorsed
by his successor also, who stated “that approval of a scheme in
principle (italics mine) would be given by the Planning Com-
mission. The Finance Minister who is associated with Planning
Commission and senior officers in the Department also had
opportunity to comment on the proposal before it was accepted
in principle. Further, the Ministry of Finance would be responsi-
ble for exercising detailed checks with reference to Budget
provision, etc. before finally sanctioning it.”** This scrutiny is
exercised not only in the pre-Budget stage but also after inclu-
sion in the Budget. This is true even in respect of schemes
whose total cost does not exceed Rs. 50 lakhs. Such detailed
post-Budget scrutiny is necessitated because of the absence of
adequate and relevant data at the pre-Budget stage. The Secre-
tary of the Department of Expenditure has stated, “that
generally at the stage of pre-Budget scrutiny, the Finance
Ministry got sufficient details in respect of schemes costing less
than Rs. 20 and Rs. 30 lakhs but not in respect of larger schemes
and the retention of this power in the Finance Ministry helped
it to satisfy itself that no big scheme escaped detailed scrutiny
prior to incurring expenditure thereon.”

However, with a view to enable a balanced judgment and to
appraise the Planning Commission even at the initial stages of
the consideration of a proposal, the procedure has since been
revised. Under this procedure, the sponsoring ministry has to
obtain'! the preliminary views of the Finance Ministry regard-

"Shri S. Ratnam, Minutes of the 55th Recport of the Estimates
Committee, p. 4.

" Ibid., p. 9.

""In addition to the Department of Expenditure the Department of
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ing the economic and other aspects before consulting the
Planning Commission regarding a proposal.

The preceding paragraphs indicate the broad relations between
the Finance Ministry and the Planning Commission. A few other
aspects of these relations are analysed in greater detail in the
course of our discussion on the process of capital budgeting
later on.

Planning Commission’s Scrutiny

~ The process of planning implies an organised look™ into the
future. In doing so the agencies of the government re-examine
their objectives and determine their priorities and programmes.
When these programmes are brought together the Planning
Commission is able to relate them to each other and rearrange
the priorities in the light of the resources available as also the
immediate needs. The schemes included in a plan represent the
public expenditure programmes for a given number of years
(5 years) and these are subdivided into the annual plans. In
assessing the resources, and in planning for public expenditures,
the Commission takes an overall view of the Centre as well as
the States. The preparation of annual plans was, however,
evolved only during 1957.2 Until 1956, that is, until the close
of the First Five Year Plan there was no systematic annual
planning. Annual planning became imperative during the Second
Five Year Plan only. The preparation of these annual plans may
be analysed from two aspects: (i) annual plans of the Centre
and (ii) annual plans of the States.

Annual Plans of the Centre

The schemes for development which are prepared by the
concerned ministries are formulated for the entire period of five
years for which a plan runs. The schemes so formulated by the
administrative ministries may be classified into those that are
directly executed by the Centre and those that are executed by

Economic Affairs are also to be consulted regarding the correctness of
estimates, in so far as the aspects of the availability of resources and
foreign exchange are concerned.

2 Annexure III-A to the 8th Report of the Public Accounts Committee,
1958.
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the States. The later category of schemes includes the centrally
sponsored and centrally assisted schemes also. These schemes
are examined by the various working groups set up for the pur-
pose. These working groups consist of the representatives of
the sponsoring Ministry, Planning Commission and the Ministry
of Finance. These groups are assisted by the Technical Divisions
of the Commission. The Commission’s administrative machinery,
set up for the purpose of scrutinising the different proposals to
render effective assistance to the ‘working group’ may be grouped
under two heads: (i) General Divisions,'® i.e. those concerned
with the whole economy but from specific points of view, e.g.
economic, resource, statistical, etc. and (if) Branch Divisions, i.e.
those concerned with particular specified branches of the national
economy, e.g. agriculture, industry, minerals, village and small-
scale industries, transport, health, education and other similar
divisions.

These Divisions are staffed with ‘subject specialists’ possessing
specialised knowledge and experience in their respective fields.

The recommendations of the working group which are arrived
at after considerable examination and discussion between the
technical experts and the representatives of the Commission,
Finance Ministry and the administrative ministry are considered
in further detail by the Commission and necessary approval
given for inclusion of those schemes in the plan proper. The
procedure for inclusion of irrigation and power projects which
necessarily imply expenditure on a large scale and certain other
matters is slightly different. The scrutiny of the irrigation pro-
jects, which are generally initiated by the states, is conducted
by a technical board called the ‘Advisory Committee on I & P
Projects’ originally set up in 1953. The terms of reference of
this Board are to satisfy itself (i) that the schemes have been
prepared after detailed investigation; (i) that the estimates are
complete and correct technically; and (iii) that the financial
forecasts and estimates of benefits likely to be derived are based
on accurate data and are reliable. The information that is to
be supplied with every scheme to enable an exhaustive scrutiny

*P. P. Agarwal, “The Planning Commission”, Indian Journal of Public
Administration, March, 1958.
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by the Board, is of a fairly detailed nature and is designed to
spotlight the various aspects of the project—technical and finan-
cial. The Board itself consists of eminent engineers, and a repre-
sentative of the Ministry of Finance. Similarly schemes relating
to industrial housing and slum clearance are reviewed from the
technical aspect by the Ministry of Works, Housing and Supply.
Besides these, there are other fields where specialised technical
agencies were set up for a similar purpose. These agencies in
consultation with the Planning Commission and the administra-
tive ministry concerned, jointly rcview the schemes initiated and
included in the central plan as also those which are included
in the State plans. The agencies not only review the schemes
proposed by the government but also issue the expenditure
sanctions in respect of certain schemes. Among the agencies of
the type the following are prominent: (a) for small industries:
the Handloom Board, the Small Scale Industries Board, the
Handicrafts Board, the Coir Board and the Silk Board; (b) for co-
operative development: the National Cooperative and Ware-
housing Board: and (c¢) for technical education: the All India
Council of Technical Education. It would thus appear that in
the process of examination and selection, the Commission re-
ceives considerable assistance from these auxiliary agencies. It is
significant to note that some of the agencies have got powers to
issue expenditure sanctions also, and to that extent they work
as substitutes to the administrative ministries.

The schemes so reviewed are recommended for inclusion in
the Five Year Plan. It should be stated here that at this stage
of technical examination, the complete financial repercussions
or the extent of likely commitment of the proposals is not nor-
mally given (they are not available). The primary object of this
examination is to ensure that the scheme conforms to the general
pattern of development. The financial estimates of these proposals
though they involve the difficult task of looking ahead for a
number of years, are at best ‘guestimates’ only. Past experience
has also revealed that there were quite a few schemes which
had undergone substantial variations at a later stage, where a
more financial based examination was made.

The second phase in the scrutiny of schemes is that after these
schemes have been approved and included in the plan, they are
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split up into various phases. These phases are so devised as to
fit automatically into the annual budget system and the budget
provision in respect of each proposal in each year is reviewed
by the Department of Economic Affairs in consultation with
the Planning Commission and only that amount which is re-
quired for the next year and is likely to be expended is provided
for in that year’s Budget.

Scrutiny of the State Budgets

At the State level the schemes of the various administrative
departments are consolidated by the State Planning and Deve-
lopment Departments and included in the State Plan.

The administrative machinery set up to deal with the plans
is not uniform in all the States. In a few States the Planning
Department is a separate department and generally the Chief
Secretary is designated the Development Commissioner, while
the Secretary of the Department itself is designated the Joint
Development Commissioner. In the Madras State, however, the
Planning Department is a part of the Finance Department and
the Secretary of the Department is also the Development Com-
missioner of the State.

The Budget proposals of the administrative departments are
first scrutinised by the State Finance Department and the State
Planning Department to ensure (i) that the estimates are realistic
and (i) that the purposes of expenditure conform to the overall
priority pattern of the plan. The final proposals which are arrived
at after examination from these two aspects are sent to the
Planning Commission. The Commission meanwhile would have
already gathered a fairly good idea of the direction of work as
also the tempo of work in the State from the progress reports
received from the States and the periodical assessment reports
made on the performance of the States in various fields, by thexr
own Programme Advisers.

With the ideas so gathered the Planning Commission sets
itself to the task of examining the proposals of the State govern-
ments. The scrutiny of these proposals by the Planning Com-
mission is conducted mainly with two objectives in view. The
objectives are: (i) to decide the composition and extent of
central assistance, viz. the proportion of grants and loans; and
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(#) to moderate and rationalise the demands of the State govern-
ments to such limits as are considered feasible. The process
of fulfilment of the first objective consists in scrutinising the
schemes sponsored by the States, but are eligible for central
assistance, in consultation with the central administrative mini-
stries. On the basis of the discussions the Commission had with
the departments, and on the basis of its own findings, the Com-
mission arrives at tentative conclusions. The Commission then
discusses its conclusions with the representatives of the State
Government in a meeting, where the representative of the Cen-
tral Finance Ministry is also present and after a considerable
process of ‘higgling and bargaining’ some items which are
mutually agreed upon are included in the plan.'* The scrutiny
of the Commission in respect of the individual schemes is not
of a detailed nature as mostly these are schemes which have
already been, in a way, finalised after careful consideration and
consultation between the concerned administrative departments
at the Centre and the State Government. The amounts fixed by
the Planning Commission and agreed to by the States are then
included in the State Budgets and the Central Budgets.®

The second objective of this scrutiny, as mentioned earlier,
is to reduce the excessive demands of the State governments.
It is a delicate and an embarrassing task to prune and rationalise
the demands of the States. In recent years these demands have
been growing on a very large scale and quite often complaints

1 The following case study, relating to the Department of Agriculture,
illustrates the procedure adopted in this respect. “In India, the States
are required to submit to the Ministry of Agriculture early in the year
detailed proposals in respect of schemes requiring financial authority from
the Central Government. These are examined in the Ministry of Agriculture
and Finance and comments are made available to the States. Thereafter
the representatives of each State are invited by the Central Ministry of
Agriculture to a meeting, at which representatives of the Ministry of
Finance and Planning Commission are also present and decisions are taken
at the meeting in regard to financial authority.” “Planning Machinery and
Economic Development”, Economic Bulletin for Asia and the Far East,
November 1957.

* According to a procedure introduced in August 1961, the discussions
of the Planning Commission are confined to the ‘more important projects
and programmes only’. See the Prime Minister’s statement in the Lok Sabha
on ‘Administrative Reform’, 10 August 1961.



PLANNING AND CONTROL OF DEVELOPMENTAL EXPENDITURES 141

are made in the State legislatures'® that their demands have
not been agreed to or that they were cut drastically, ete. Similar
expressions’® were heard and are being heard from other
autonomous agencies also. These are inevitable for these
agencies, concerned as they are with specific spheres of activity,
peg their demands at a higher level, without fully realising the
importance and implications of the competing demands for the
limited resources. The role of the Planning Commission, in this
context is, to an extent, a negative one. But if it is negative,
it is only to achieve a positive purpose of ensuring a balanced
utilisation of the available resources. It is also to be realised that
significant emphasis is laid by the Commission on the need for
raising more resources and the scrutiny and the review carried
on in this respect have been of considerable utility. As Prof.
Gadgil observed it was not only “in persuading the State gov-
ernments to rationalise their schemes of expenditure and
moderate their continuous demands on the Centre” but the
Commission “acted as an influence which induced some State
governments to shoulder the responsibility of raising additional
resources on their own account”.

Working of the System

We have so far contented ourselves with a description of the
system. We may briefly examine how it worked in practice.

The working of this system reveals certain deficiencies and
certain merits. The first merit is that the annual budget discus-
sion with the State governments offers an opportunity to review
the progress made so far and to review the requirements of the
future in a systematic manner. It also establishes the Planning
Commission as a superior body to which all the States look for
advice and guidance. In short, the annual budget scrutiny pro-

8 For example, during the discussion on the demands for grants of the
Ministry of Health, Andhra Pradesh, in March 1961 the Minister for Health
stated that some of their plans were pruned by the Planning Commission.

* See Smt. Durgabai Deshmukh’s article on “Continued Neglect of
Women’s Education in India”. The Statesmen (Delhi), 27 March 1961.

17 “Indian Planning and the Planning Commission”, Harold Laski Institute
of Political Science, 1958.



142 CONTROL OF PUBLIC EXPENDITURE IN INDIA

vides a time for annual stock taking.!®* Nevertheless there are
certain deficiencies, which are to be found not so much in the
method of working, as in the structural inadequacy of the
system. Such an inadequacy is to be found in the direction of a
functional agency, within the Commission itself, to advise it on
matters both financial and cconomic. The Planning Commission
has got a Financial Adviser who is the accredited representative
of the Ministry of Finance. But the functions of the Financial
Adviser are limited as he is concerned more with the adminis-
tration proposals of the Commission, arising out of its capacity
as an administrative agency and is not consulted regarding the
schemes or any other proposals referred to the Commission by
the administrative ministries.

The need for such a technical agency within the Gommission
to scrutinise and plan expenditures, will be evident from the
following objectives and other factors: (i) A Commission which
is charged with the responsibility of framing a plan and the
implementation thereof, should have enough'® of data and means
to collect such data, as that would enable the Commission to
review and scrutinise all the estimates and the subsequent
expenditures, with a view to bring about the necessary changes
in the policies and diversion of resources as and when such
changes are found necessary. (i) It is quite often found that
different estimates for services of the same nature are presented
by the States. While it is true that there are regional variations
which make the estimates different in each case, yet it is neces-
sary to ascertain these variations so as to arrive at a proper
technical appraisal of the schemes. In the absence of a precise
idea of the extent to which regional variations may be permissi-
ble, it would be a difficult task to discriminate those estimates

" Prof. Gadgil feels that this annual phasing did not work well. He
stated: “All plans have to be broken down into allocation for diffcrent
types of activities located in diffcrent regions and areas. It appears in
rctrospect that the preparation of the annual breakdown was never
effectively undertaken and no annual phasing was completed.” Prof. Gadgil,
however, does not indicate the data on which this judgment is based.

" Dean P. H. Applcby stated: “It (Planning Commission) should, for
example, require the development of expenditure data, promptly and
frequently, should thercefore support arrangements that will make it possible
to secure such data.” Second report, 1956, p. 32.
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which provided for these latitudes generously, from those which
have not. It would therefore be necessary to have a ‘standardisa-
tion” process in respect of the costs of different schemes. What
is suggested and emphasised is nothing more than the extension
of the pattern of scrutiny now limited to the irrigation and power
projects. (iii) The establishment of an internal accounting
machinery which can supply analytical data, will be a very
useful aid in the formulation of a policy. The Commission should
also have a Financial Adviser of its own, to deal exclusively with
the financial aspects of the schemes that are evolved by the
Commission, Besides furnishing a ‘standardised cost’ in respect
of each service, the ‘accounting agency’ would also enable an
administrator to link up the financial allocation and the physical
targets.?* Such data would be of particular help in the proper
examination of a proposal and also in making changes in allot-
ments in the light of changes in the size of the plan, and in
detecting the inter-regional variations in schemes of a similar
type. Besides it will also be of help in evaluating the progress
of expenditures not only in money terms, but in physical terms
as well. It can, however, be argued against this that the technical
examination is already done or would be done by the Finance
Ministry, and that it would not be necessary to undertake any
extra scrutiny in the Planning Commission. To this, it may be
pointed out that the scrutiny of the Ministry of Finance, in spite
of these proposals, is not based on any scientific data and its
examination is nothing more than a financial estimate on the
basis of the past year’s experiences. In such a context the avail-
ability of a handy standardised pattern of costs would facilitate
quicker and more accurate examination. It is in this respect that
the utility of such data is to be found. The work of the Com-

** Prof. Gadgil argues (referring to the non-realistic estimation of the
2nd Plan): “This implies . .. that after the general picture of the size and
the structure had been actepted, there would follow a careful examination
and building up from below on the various financial allocations and
physical targets. The real failure of the Commission arose from its inability
to complete this essential step.” Prof. Gadgil feels that the proper procedure
for the Commission would be to have a technical examination of any
individual proposal and to make additions and withdrawals in the light of
the size of a plan and structure. Prof. Gadgil’s suggestion can be made a
reality only when accounting and other technical machinery are set up.
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mission should be more akin to that of a Research Laboratory
which finds out formulae for application elsewhere and if
necessary within itself. Another argument that would arise is,
whether such compilation cannot be undertaken by the Finance
Ministry itself. For obvious reasons, such compilation can be
undertaken only by a coordinating agency, which in itself is
not an administrative department, but which is charged with the
best utilisation of the resources. From this point of view, the
Commission is pre-eminently suited for the purpose.

11

Budgetary Pattern for Developmental Expenditures

The relations between the Commission and the Ministry of
Finance become closer and intimate in formulating a Budget
for developmental expenditure. This section is devoted to a
study of this phase.

The Budget of a government embodies those of its pro-
grammes and schemes that are to be executed during the next
financial year. The process of budgeting is essentially a judg-
ment making process, involving a series of value judgments at
every stage. The Budgets so prepared have two purposes. One
is to serve as the major tool of executive management and
legislative control and the other is to reveal information signi-
ficant to economic analysis and at the same time provide the
framework for a policy of stability and development.?* The
structure of the Budget is, however, influenced not only by these
objectives but also by the institutional background and the future
requirements of a government.

A developmental Budget is of necessity a long term Budget,
providing for the expenditures on a number of plan schemes
spread over a period of years. As Prof. Gunnar Myrdal has
suggested, the ideal of planning is to have a ‘Rolling Plan™?
over a long period. The framework of such Budgets, which
may be called long term Budgets, should be of such a nature
that within the ambit of that Budget, individual schemes can

1 “Budgetary Structure and Clarification of Accounts”, UNO, February
1951, pp. 34.
2 “Indian Economic Planning”, AICC, 1958, p. 4.
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be planned, authorised and implemented. This framework should
be capable of being subdivided into annual Budgets, which are
more detailed in nature, and in which annual marginal adjust-
ments, which may be considered necessary from time to time,
can be carried out. The long term Budget calls for a provisional
assessment of the available resources for expenditure purposes
and also for a periodical measurement of not only the available
resources but also of the expenditure estimates so that the
variations in the cost estimates due to changes in the general
price level or any other economic factors, could be taken into
account.

The developmental schemes, as indicated earlier, are included
both in the Revenue Budget and the Capital Budget. However,
during the recent past there has been a gradual shift from the
Revenue Budget to the Capital Budget in providing for the
developmental items. This change in the emphasis from Revenue
Budget to the Capital Budget, can be attributed to two im-
portant factors: (i) the shortage of revenue resources made
reliance on the medium of financing through loans and issue
of treasury bills imperative and (i) there has been a major
diversion of expenditures to purposes which lead to a creation
of tangible, assets and substantial capital formation. Table I
illustrates the trend of expenditures during the ‘Plan Period’.

TasLE 1

Unit : Crores of Rupees

Public Expenditures 1950-51 ’55-56 ’56-57 ’57-58 ’58-59
Developmental

(f) Revenue 241 424 451 553 810

(i) Capital 214 334 491 405 644
Non-Developmental

(9 Revenue 476 573 634 713 792

(if) Capital 29 (—) 21 28 29 55

Source: Planning Commission, Selected Plan Statistics, 1959, pp. 1-2.

The increasing reliance on the Capital Budget even in respect
of the Receipts during these years can be observed from
Table 1I.
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TasLE II

Unit : Crores of Rupees

1950-51 ’55-56 ’56-57 ’57-58 ’58-59

Public Receipts Revenue

Tax 632 768 889 1048 1049
Non-Tax 148 229 260 293 316
Capital receipts 238 270 272 238 936

Source: Planning Commission, Selected Plan Statistics, 1959, p. 1.

From the above tables, it is clear that a major portion of the
Revenue Budget is devoted to non-developmental expenditures,
while only a very minor segment of capital expenditures are
devoted to non-plan expenditures. Though in the initial periods
during the First Five Year Plan capital expenditures played only
a supplementary role, they came into their own as a major tool
of economic development during the Second Five Year Plan.
Considering this trend the ECAFE observed®® in 1955: “An
appreciable stepping up of expenditure is reflected in the Capital
Budgets in the Union and the State Governments. (The pro-
portion of the plan financed out of the revenue account
decreased from 36 per cent in 1951-52 to 29 per cent and 28 per
cent respectively in 1952-53, and 1953-54. It is 26 per cent in the
revised estimates for 1954-55, in 1955-56 budget estimates the
percentage is further down to 25 per cent.)” The same tendency
except in a few years has continued ever since and if anything
the reliance on Capital Budget has become clearer and more
conspicuous. The role of the Capital Budget, as a vehicle of
developmental expenditures—notwithstanding the periodic
fluctuations both in absolute terms and as a proportion of the
overall budget—cannot be minimised.

It is necessary, however, at this stage to point out that the
expenditures on plan were not shown separately until recently.
Though the need?* for showing expenditures separately as non-

2 Economic Survey of Asia and the Far East.

* Referring to this aspect, the annual report of the Ministry of Finance
for the year 1955-56 stated that there were considerable difficulties in the
separation of an expenditure from non-plan expenditure. It added that
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plan and plan was all along felt, no action was found feasible
until the question was raised emphatically by the Estimates
Committee in their 20th report on ‘Budgetary Reform’. The
Committee observed that it would be a distinct advantage if
the plan expenditure could be shown separately and they hoped
“that it would be possible to give eflect to the suggestion...
for the exhibition of plan and non-plan expenditure separately in
the Budget documents at least from 1959-60”.2° This suggestion
of the Committee was accepted?® by the government and these
expenditures are now classified and shown separately. Such a
division of expenditures enables the Parliament and the public
to have a clcar appreciation of the progress of the plan and
incidentally helps the establishment of an effective parliamentary
control.

Capital Budget

It has been stated earlier that the growth of developmental
expenditures has also brought about a change in the budgetary
pattern for an increasing emphasis was laid on the Capital
Budget as the fiscal tool for economic development. This, how-
ever, should not be taken to mean that Revenue Budget has no
importance in a ‘development budget’. It retains its traditional
role and, in its own way, contributes to the devclopment effort,
for a portion of developmental expenditures are met from the
Revenue Budget also.?” What is sought to be shown is that the
Capital Budget is more representative of the developmental
expenditures than the Revenue Budget. A major portion of the

“this matter was considered very carefully, and both government and the
Comptroller and Auditor-General have reached the conclusion that complete
segregation between plan and non-plan expenditure is not a practical
proposition”. This stand was subsequently abandoned in favour of a
separation of plan expenditure from the non-plan expenditure.

2% 20th Report, pp. 9-10.

26 60th Report of the Estimates Commlttee, 1960.

*" “In India Capital Budget itself does not precisely bring out capital
formation—there are investment outlays included in the Revenue Budget
and items are shifted from one direction to -another.” Dr. N. A. Sarma,
“Problems of Budgetary Classification”, Reserve Bank of India Bulletin,
November, 1955.
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present day Capital Budget®® consists mainly of plan schemes
only and to that extent it is to be treated as the main budgetary
vehicle of developmental expenditures.

The content of the Indian Capital Budget may be studied
from the following aspects: (i) the nature of a Capital Budget;
(ii) the process of the formulation of the Capital Budget; and
(iii) aspects of its working.

Nature of Capital Budget

The transactions of the government are generally divided into
two categories which are labelled as ‘current transactions” and
‘capital transactions’. Transactions on current account are those
which include the purchase of goods and services which are con-
sumed within an accounting period (in India, the accounting
period is onc year) while expenditures on capital account are
those that are incurred on goods and services which have a
longer life expectancy.*” In the administrative terminology of
a government, “expenditure of a capital nature is that expendi-
ture which has a material and permanent character, or of
extinguishing or reducing recurring liabilities such as those for
future pensions by payment of commuted value. Expenditures
on temporary assets cannot ordinarily be considered as expen-
diture of a capital nature.” It is, however, difficult to draw a
hard and fast line between what is debitable to the capital and
revenue accounts,’® and cases may arise which possess the
features of both capital and revenue, thus making the question
of classification complicated.

To reduce these complications, a method is followed, under
which expenditures which have the following features are in-
cluded in a Capital Budget: (i) that it is essential for the exhibi-
tion of financial results of any special service or undertaking
on the basis of generally accepted commercial principles, or in

¢ The annual circular of the Ministry of Finance states: “Proposals for
capital expenditure should be mainly confined to plan schemes”, O. M.
No. 1 (Ci)-P11/60, 18 October 1960.

20 “Budgetary Structure and Classification Accounts”, UNO, 1951, p. 15.

3 Government of India, “General Financial Rules”, GOI, para. 310 and
para. 497.

1 An Introduction to Indian Government Accounts and Audit, 1956.
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some other conventional manner, so that the cost of the service
or undertaking may be ascertained or that the full implication
of any policy may be clearly demonstrated, or (ii) that the
expenditure involved is so large that it cannot reasonably be met
from ordinary revenues.*?

The Capital Budget may be divided into two types:
(i) a capital expenditure Budget which consists of the acquisition
of newly produced assets that are a part of the nation’s gross
investment for the period, and (ii) a finance Budget which consists
in the acquisition of previously produced assets which do not
affect the volume of production, i.e. the Budget concerned with
the provision of working capital.®® The investment or the expen-
diture of government for investment purposes may be split
up into direct investment—government investment in the public
sector and indirect investment-loans and advances by the
government leading to asset formation in the private sector.
The Indian Capital Budget is a capital expenditure Budget
only and does not include a finance Budget. The finance
Budget requires a constant valuation of government assets
and provision for regular depreciation of equipment and
is more applicable in the case of commercial concerns than of
government. Recently there have been suggestions for the re-
organisation of governmental accounting structure so that finance
Budgets also could be included in the Capital Budget of the
government. It is, however, questionable whether all the com-
mercial principles of accounting could and should be made ap-
plicable to the government. Considering this aspect, a Committee
of UK government observed that the argument that a finance
Budget would enable the “accounting provision to be made for
the extension and replenishment of fixed assets, and that it
provides a record of assets and liabilities” is incontrovertible.
But, it observed, “There is here a notable lack of similarity
between the position of the government and that of a business
undertaking. We would agree in principle that all facts material
to judging the position of the public finances should be made

*? “General Financial Rules”, GOI, para. 311.

** “Budgetary Structure and Classification of Government Accounts”,
UNO, 1951, p. 17 and also “Budgeting in Public Authontles”, George
Allen & Unwin, 1960.
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available. But we doubt whether this can be done on a strict
accounting basis by the mere substitution of one basis of accounts
for another. Further, the concept of ‘solvency’ as applied to a
government delies precise definition, and in any event is not
to be judged by the tests ordinarily applicable to a business
undertaking.”¢ In India too, the absence of a system of valuation
of assets in the budgetary structure has often been commented
upon as a defect in the structure. Mrs. U. K. Hicks considered
that “the Indian Capital Budget is a cash account on par with
revenue account in which no attempt is made to achieve an
objective valuation of real assets or regular depreciation of
equipment”.*® But then, it would be realised, this view is based
on a belief that the accounting pattern of the government should
be changed to the commercial system. In view of what has been
stated by the Committee of the UK government, the opinion of
Mrs. Hicks hardly requires any further comment.*

In India the Capital Budget®” is not presented as a separate

3 IMSO, UK, Final Report of the Committee on the Form of Govern-
ment Accounts, 1953, p. 45.

38 “Public Finance India Survey,” UNO, 1957.

*In thig context, it may be added that there have been frequent
suggestions for changes in the classification of expenditures. For example,
Shri XK. Santhanam suggested that capital expenditurcs should be split up
into (4) unproductive, (ii) semi-productive, and (iii) productive investments—
“Planning and Plain Thinking”, October, 1958.

It may be argued here that the cxtent of capital formation as a result of
government expenditures is already indicated in the document supplied
annually along with the budget called—"“An Economic Classification of the
Central Government Budget.” Since the main purpose is served through
this document, a classification of the expenditures on the lines of
Santhanam’s suggestion is hardly necessary. Besides such a classification
would require a thorough overhaul of our accounting structure. Shri
Santhanam has recently suggested that the Budget itself should be
presented in four parts: (i) Dealing with revenue expenditure, (if) Public
Debt, (iii) Role of the Central Government as chief creditor of States, and
(iv) Role as a mighty capitalist indicating its investment. “Union Budget
and Parliament”, The Hindu (Madras), 11 March 1961.

*In the UK Budget system there is no formal Capital Budget, but an
account of ‘loan operations’ is given in ‘below-the-line’ budget. See Sir
Herbert Britain, British Budgetary System, Chapter IV. In the American
system also there is no capital budgeting as a separate category though the
Hoover Commission recommended the introduction of such a measure.
See Jesse Burkhead, Government’s Budgeting, Chapter 8.
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Budget. The Capital Budget is a part of the Budget presented
by the Finance Minister to the Parliament, but is in addition to
the Revenue Budget representing a type of transactions which
are by their very nature different from the transactions on re-
venue account. The details of the amounts provided under each
head are shown separately in the ‘demands for grants’ of each
ministry, as also in the “Explanatory Memorandum” to the
Budget. The receipts and expenditures on this account are sub-
mitted to the Parliament in a comprehensive form (concerned
with aggregates only) in the ‘Summary Table’ account in the
Budget. The aggregate amounts are included therein under the
head.

Formulation of the Budget

Capital budgeting in a developing economy is essentially a
long term process and is correlated to the periodicity of a plan
for development. The formulation of an annual Capital Budget
is therefore primarily a process where the five year plans are
divided into annual plans and only those amounts which can be
spent during the year and are available for the year are provided
for*® The annual Budget so arrived at, consists of different
amounts provided for (i) plan expenditure—sub-divided into
(@) plan expenditure directly incurred by the Centre, and
(b) by the State governments in respects of Central schemes exe-
cuted by them, and, grants and loans given towards the State-
sponsored schemes for which Central assistance is admissible,

** Referring to long term budgeting Prof. Gunnar Myrdal suggested,
“For India I would recommend to make for every year three new plans.
Firstly, one for the next following year; this yearly plan should include the
fiscal Budget and, equally important, the Budget for the utilisation during
the next following year of the scarce foreign exchange resources; this yearly
plan would gencrally determine State and Private activity during the next
{ollowing year. Secondly, one for the next following shorter period of some
few years, let me be conservative and keep to the five year pattern, adjusted
annually through the deletion of the year, which has just passed, and the
inclusion of an additional 5th year...and thirdly, one perspective plan
for fifteen, twenty and in some sectors even more years ahead.” “Indian
Economic Planning”, AICC, 1958, p. 5. The Indian Planning, in a way,
reflects this suggestion. The Planning Commission has a separate
organisational wing devoted to “Perspective Planning”. 21st Report of the
Estimates Committee, 1958, p. 31.
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and (ii) non-plan expenditure. Purely, for administrative con-
venience, the Central Plan expenditure is further divided into
plan expenditure in the Union Territories and expenditure in
areas other than Union Territories. (Though most of the Central
schemes are included in the national plan, yet in effect the main
executive agencies are the States. To enable the States to
execute these plan schemes, the States are given grants and
loans. The various aspects of Central assistance to States are
considered in detail in the next chapter.)

In addition to the preceding groups there is another functional
division within the Capital Budget. The Budget is subdivided
into (i) expenditure on projects other than works, and
(i) expenditure on works. This division is imperative in the
context of a plan which has a bias for construction plans. The
‘Works Budget” as it is usually called represents the construction
plans and is not different from the Capital Budget. On the con-
trary, it is a part of it. However, a subtle distinction is maintained
in the formulation of the respective budgets. This distinction
arose out of the division of responsibilities and functions itself.
The Department of Economic Aflairs® is charged with the respon-
sibility of the preparation of the Capital Budget while the
Ministry of Works and Housing is entrusted with the duty of
formulating the ‘Works Budget’. The preparation of the Works
Budget is done in close and continuous consultation with the
Department of Economic Affairs and the Planning Commission.

Formulation

For the preparation of the Capital Budget, the Ministry of
Finance invites, in October of every year, the proposals together
with financial estimates and a history of each proposal from
the administrative departments. In inviting these estimates, it
utilises the opportunity to exhort the administrative ministries
to frame the estimates in a realistic manner and insists that “the
ability to spend the money asked for should be taken into
account with reference to the past performance and only the
actual amount expected to be spent, asked for”. The estimates
of the administrative departments are scrutinised by the Depart-

® This work is now being done by the Deptt. of Co-ordination of the
Ministry of Finance.
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ment of Expenditure in respect of each detail, and the consoli-
dated statement of the accepted items is sent to the Department
of Economic Affairs. The concern of the Department of Expen-
diture, at this stage, is only to satisfy itself that the schemes
proposed by the administrative ministries are technically correct.
The scope of control exercised at this stage is limited, for the
priority pattern is already set and approved. If some proposals
do not find a place in the Budget, it is perhaps due to the fact
that they do not have a place in the priority pattern, and not
because they are not technically sound. This process again
indicates that the financial control or control by the Finance
Ministry, in the context of a planned development, dwindles
and, as a matter of course, a greater responsibility rests on the
Planning Commission itself. These statements are then reviewed
by the Department of Economic Affairs in consultation with the
Planning Commission. The review is made to ensure that the
principles and physical targets of the schemes are in conformity
with the pattern of planning and that the schemes so forwarded
offer the means for the best utilisation of the available resources.

The final estimates for a year are arrived at having regard
to the resource position of the country. The two aspects of the
Budget, i.e. the revenue position and the provisional estimates
for expenditure are then submitted to the Cabinet, which
indicates the amount of capital grant for the year. In certain
cases the grant may be large enough to accommodate and
provide for all the estimates of various schemes proposed by the
ministries; and on certain occasions, the final capital grant
approved by the Cabinet may meet only a part of the demands.
In the latter case some ad hoc reductions are made in the
demands of each ministry. These estimates are then included in
the Budget presented to the Parliament.

Works Budget

The Central Public Works Department is the main govern-
mental agency which is charged with the responsibility of con-
struction of all buildings, etc. that are required for governmental
purposes. It is the agency intended for undertaking construc-
tion on behalf of the government either for its own use, or for
others. Till the early part of 1958, the general situation was one
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where there was a wide diffusion of power and a distinction of
responsibility between those who are administratively concerned
with the ‘works’, and those who are responsible for the con-
struction of the ‘works’. There were four important stages
involved in the system. They were (i) Administrative approval
of a work; (i) Expenditure sanction of the work; (éii) Technical
sanction of the work, and (iv) Allotment of funds for the work.
The proposals for works were initiated by the administrative
ministries and they were to consult the CPWD for the prepara-
tion of technical estimates. Thereupon the estimates were
presented to the Ministry of Finance for inclusion in the Budget,
and after inclusion, it was left to the administrative ministries
and the CPWD to implement the budget proposals. The imple-
mentation part of it, however, was dependent on the ‘Priority’
programme of the CPWD. This procedure was considered
unsuitable for a planned development—as the system revealed
that a good deal of haste was shown in the preparation of
estimates,*® and undue delay in taking up works for execution
as the issue of expenditure sanctions always took considerable
time. To avoid the incorrect budgeting, inadequate scrutiny of
works, delay in processing the works projects for sanction, and
unnecessary lapse of funds, etc. a revised system was introduced,
on the suggestion of the Ministry of Finance from 1958 onwards.
The main features of the revised system are: (i) The Works
budgeting is centralised in the Ministry of Works & Housing. The
ministries which have proposals for inclusion in the Budget are,
in the first instance, to obtain the preliminary plans and estimates
from the CPWD. After examination of these estimates, the
concerned administrative ministry is to accord its administrative
approval,*® and the consolidated statement of all the proposals
so approved are then to be sent to the Ministry of Works &

**The COPP, in its report on ‘multistoreyed buildings’, observed: “It
frequently happens that the time available for preparation of detailed plans
and dcsigns is insufficient, and to be able to utilise the budget provision a
great deal of haste is exercised.”

** The revised arrangements for financial control which were introduced
in 1958 contain inter alia the principles of budgeting for works also. The
circular of the Finance Ministry states: “For new works Projects, budget
Provision will not be considered except for schemes for which administrative
approval has been accorded.”
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Housing and CPWD. (ii) The proposals so received are examined
by the Ministry of Works & Housing in consultation with the
Ministry of Finance (which examines it from the point of view
of austerity standards and market rates, etc.). The Ministry of
Works & Housing also prepares a memorandum to the Expendi-
ture Finance Committee, where such a reference to the Com-
mittee is found necessary. (iii) To enable the Ministry of Works
& Housing to undertake a preliminary examination, the Minis-
tries supply the information relating to their projects under the
following groups: (i) capital works; (i) works in progress;
(#ii) new works and (iv) minor works. The projects approved by
the Ministry of Works & Housing for the entire government,
are then sent to the Department of Economic Affairs who inti-
mate the probable amounts that are likely to be available for
works from the total capital grant. The amounts so indicated
by the Department of Economic Affairs are then allocated by
the Ministry of Works & Housing among the various proposals
on the basis of ‘inter se priority’. In regard to minor works, a
lumpsum amount is placed at the disposal of the Ministry of
Works & Housing for allocation among the ministries. (v) After
approval of the Budget by the Parliament and the completion
of other formalities, the expenditure sanctions in respect of each
work, irrespective of the Ministry to which it belongs, are
accorded by the Ministry of Works.

With the introduction of this system the entire ‘works’ pro-
gramme is now, for all purposes, administered and executed by
the Ministry of Works and its agencies. The revised procedure
helped in bringing a set of independent entities into an organised
machinery.

It is necessary to point out here that there are essentially two
stages of scrutiny: (i) the stage where the Finance Ministry and
the Planning Commission come into the picture and (ii) the stage
where the scrutiny pays more attention to the total expenditure
implications and less to the individual schemes. It is at this
stage that the Department of Economic Affairs and the Planning
Commission consult and confer with each other, and together
review the overall programme. The review has a long-term
Capital Budget in its view—a long-term Budget which can meet
all the future needs and lay down an integrated plan for deve-
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lopment. The second stage is in regard to the technicalities
and the specifications of each project and the scrutiny here is
more with reference to certain set principles and cost criteria.
At this stage the Department of Expenditure and its technical
wings (Works Division) play a large role in ensuring the correct-
ness of the estimates. If the scrutiny and review at the first stage
is important from the point of view of the overall Capital Budget
and its fitness in the fiscal canvass of a government, the second
stage of scrutiny is equally important, as any lapses at this
stage may result in considerable variations and may upset at a
later date the budgetary balance itself. These two stages of
review, it may be said, are concerned with the achievement of
macro-economy (economy in aggregates) and micro-economy
(economy in the details of estimates) in the later stage.

11

Control of Developmental Expenditures

The execution of a Budget is as important, if not more, as the
preparation of a Budget and this aspect assumes added signi-
ficance in the case of a Budget devoted to developmental pur-
poses. The purpose of control at the pre-Budget stage is to
provide certain broad ceilings to which expenditure should be
confined so that ad hoc actions which may involve uneconomic
practices to avoid underspending can be eliminated. It is also
intended to provide as accurate a picture of the next year’s
spending programme as possible, so that the approval of the
Parliament could be obtained for that programme. The purposes
of control after the Budget is approved by the Parliament—this
type of control may be called the control in the process of
Budget execution, are (i) to ensure the maximum possible utilisa-
tion of the allotted resources; (i) to observe*' whether the exe-

** Referring to this aspect, the Finance Minister (C. D. Deshmukh) stated
in his budget speech for the year 1956-57: “We are keeping a continuous
watch over the growth of expenditure and securing economy .. .as part of
our day-to-day control over expenditure. ... Nevertheless this very tempo
of raising expenditure during the next five years, would open up many
possibilities of extravagance and waste and it is necessary to keep a still
closer watch over such expenditure to ensure that the tax payers get the
maximum benefits out of the plan outlay.” Debates of Lok Sabha,
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cution of an annual plan is avoiding waste in the process of utili-
sation; and (iii) to keep to the original fixed Budget, so that the
lapses and excesses could be avoided. There is, however, an im-
portant factor which makes the control of an annual Capital Bud-
get comparatively difficult and less practicable. In a system where
a long term capital budgeting is prevalent, the maintenance of
annual plans and spending the amounts strictly as a part of
the long-term Budget is rendered difficult, for occasionally prac-
tical expediences are given more weight and priority in execu-
tion than the plans which are included in the long-term Budget.
Long-term plan may also be nullified when the department con-
cerned is eager to utilise its Budget provision in any manner.
Quite frequently, criticisms are made that there is an unusual
concern for spending the amounts before the end of the financial
year. This is applicable not only to the government but also
to a few other public authorities, and a statement which has
been made on the basis of experience in the UK is equally
correct in the Indian context. It has been stated by a study
group that the execution of annual Capital Budgets involve
departures from the agreed order of priorities and quite often,
“less urgent schemes may be undertaken solely because they
can be speedily executed to use up balances that would other-
wise remain unspent at the end of the year, while more desira-
ble schemes which take longer to plan and get under way, may
have to be held over. Conversely, when there is a risk of over-
spending, schemes already authorised or in progress may have
to be held back, reduced in scope or stopped entirely, even
though this means adding to the total cost of the job or post-
poning economies in running costs.” It added that “those dangers
are inherent in any system of financing or rationing capital
expenditures by means of fixed annual Budgets which are less
than the authority concerned would otherwise have wished to

29 February 1956. Subsequently another Finance Minister (T. T.
Krishnamachari) also admitted that wastcful expenditure is to an extent
inherent in the system. He observed: “The fact is that when we undertake
expenditure in a large way, the danger of ‘wasteful expenditure is there all
the time.” Government of India, Speeches of T. T. Krishnamachari,
September, 1958.
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spend”.42 This is an inherent deficiency in the system, and to
the extent that this is a basic handicap in the system, the remedy
appropriately lies in the reorganisation of that system itself.

The control exercised at the Centre involves the exercise of
detailed control as also a system of appraisal and evaluation.
The objects of these two phases are complementary. If the
object of control is to ensure that the available resources are
utilised, the objective of appraisal and evaluation consists in
indicating that the amounts so spent are spent in the most ad-
vantageous manner, and that the progress achieved is propor-
tionate to the original plan, and that the results obtained are
commensurate with the outlay on the project. The control*®
is exercised by the administrative ministry and the Ministry of
Finance, while the appraisal and evaluation are performed by
the Planning Commission and the subordinate agencies working
under its aegis. However, the primary material on which the
control is exercised and on which the review is based, is almost
the same except for a subtle distinction—control relies more on
budgetary tools, while evaluation is based on progress reports
and inspection.

Control by the Ministry

In dealing with the various aspects of the control exercised
by a Ministry, the term ‘Ministry” is taken to include the repre-
sentatives of the Ministry of Finance. The Financial Adviser,
whether borne on the strength of an administrative ministry or
the Finance Ministry, has the same functions to perform and to
the extent that he is the person in charge of the financial matters
of an administrative ministry, he can be treated as a part of the
administrative ministry. Besides, the control exercised by the
Ministry of Finance cannot by its very nature be a detailed one
at the ‘execution’ stage, for ‘execution’ is essentially the respon-
sibility of the administrative ministry. The controls exercised
in the Ministry, including the control exercised by a Financial
Adviser, can be divided broadly into the following stages:

“* Budgeting in Public Authorities, pp. 237-8.

4 Control in a way includes review of achievements also. But it is used
here to indicate not only a review, but also a process which initiates
action and which ‘controls’ during the course of action.
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(1) action to initiate the implementation of a scheme in time;
(2) review at regular intervals to verify the progress of actual
expenditure and the results obtained; (3) analysis of the varia-
tions and reasons for variations in expenditure and estimates
and action to obtain supplementary grants at the appropriate
stages; and (4) to ensure a regular flow of expenditure and
avoid lapses, excesses and rush of expenditure towards the end
of the year. All through those four stages the objectives of
control—economy and achievement—are constantly kept in view
and efforts are made to translate these objectives into material
deeds. These four stages may be considered in detail.

Action to Initiate Implementation

The annual Capital Budgets render expeditious work an ab-
solute imperative of a planned economy. The implementation
of schemes involving huge expenditures, and fixed against target
dates, require that the budget authorisations be allotted in time
to the various agencies subordinate to the Ministry. In the
Indian system, a major part of the schemes is implemented
through the State agencies, and only a minor part by the Central
agencies. It is the responsibility of the Central Ministry to
authorise these amounts provided for in the Budget, to its various
executive agencies and issue sanctions to the State governments.
Besides, the completion of such of the technical formalities and
administrative procedures as are to be fulfilled before the launch-
ing of a scheme, also require prompt action on the part of the
administrative ministries. Any lapse at this stage is likely to
delay the implementation of a scheme and may eventually lead
to surrender of funds allotted in the Budget. Such surrenders
would necessitate carryovers in the Budget and consequently
the tempo of development itself is likely to be retarded. It is
thus essential for the Ministries to initiate action to apportion
amounts and complete the administrative formalities. This is
generally done.

Periodical Review

It has been indicated in the earlier chapters that one of the
methods by which control is exercised is the ‘quarterly expendi-
ture control meetings’. These meetings convened by the Finan-
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cial Adviser, and attended by the concerned officials of appro-
priate levels of the administrative ministry are convened pri-
marily to assess the progress of expenditure, and ensure the
periodic settlement of audit objections and reconciliation of
accounts. In these meetings the progress of capital expenditure
is also to be reviewed by the Financial Adviser, as it forms a
part of his functions.

The practice of a quarterly review of capital expenditure is
comparatively of a recent origin. Until 1956, the review of
capital expenditure did not receive any separate treatment. Up
to this period it was only as a part of the Budget demands that
they were subjected to a superficial review** by the controlling
officer at the end of every month. Even in the First Five Year
Plan, during the later part of which the Capital Budget emerged
as an important instrument of developmental policies, no specific
attention was devoted to review the expenditure of a capital
nature. Considering this as a major handicap, the Public
Accounts Committee in one of its reports of this period com-
mended that “the Ministry of Finance should issue general
instructions that the Ministries controlling larger capital grants
should conduct a review of the progress of expenditure every
quarter, and during the last few months of the financial year,
every month. This would enable them to surrender funds in
excess of requirements, and avoid lapse of funds, alternatively.
If the provision appeared inadequate, they can approach the
Parliament for further grants in time. Further, a review of this
kind will enable the Ministries to regulate the flow of expen-
diture and check rush of expenditure in the closing month of
the financial year which in the Committee’s experience is a
feature always attaching to expenditure on works.” These
recommendations of the Committee were accepted by the
government and the Ministry of Finance issued instructions
suggesting to the various departments “to take steps to ensure that
in future, such a review is conducted by the Ministry concerned
regularly every quarter...and also to see that all anticipated
clear savings in the sanctioned grants are surrendered as soon

““This review was in accordance with the instructions contained in
paras 88 to 98 in the General Financial Rules, Vol. I.
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as they are foreseen without postponing action till the closing
stages of the financial year and the consequential lapses in the
appropriation.®® The acceptance of this recommendation sup-
plied an essential link in the control system. However, in
practice it turned out to be a different tale altogether. In the
recent past, the practice of convening quarterly meetings has
fallen into disuse. While it is true that a general ‘quarterly
expenditure control meeting’ is convened regularly to assess and
estimate the Progress of Expenditure in all the ‘Demands’, yet
no specific emphasis is placed on the Capital Budget. Besides
it is a moot point whether within the short period of a meeting,
it would be possible to review all the demands of a Ministry.
In the circumstances, a weighted attention to Capital Budget or
even developmental expenditures becomes almost unthinkable.
Added to this is the important factor of the inadequacy of data
referred to at a later stage.

The instructions of the Ministry of Finance and the recom-
mendations of the Public Accounts Committee are mainly
concerned with the quarterly review from a budgetary angle—an
angle which provides them with insight into the needs of the
year, whether to go in for a supplementary grant or to surrender
funds in cases of non-materialisation of schemes, etc. What is
equally important is the economic aspect of the progress which
consists in measuring whether a proportionate progress has
been .made in the physical targets of a plan scheme also. Quite
often the progressive actuals of expenditure may not reveal a
proper picture of achievement on the material side. The physical
progress is as important as the monetary progress. It may,
however, be conceded that the question of equation of expen-
diture with the physical achievement is primarily for the
immediate executive officer, though it is no less important to the
reviewing authority.

The experience of the State Governments in this field is some-
what different. The State Development Committee which
includes all the Ministers and the Heads of Departments meets
every quarter of the year to consider and review the progress
of expenditure, as also of physical achievement. The review is

45 Epitome of PAC Reports, Vol. 11, p. 251.
11
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confined to the developmental expenditures only, and the routine
matters of reconciliation of accounts and speedy settlement of
audit objections, which form part of the quarterly expenditure
control meetings at the Centre, are left to the Departmental
authorities 1n the States. The Committee, before its meeting, is
supplied with all the monthly progress reports received for the
term from the field officers, together with a statement of the
trend of expenditures prepared by the Department of Finance
specifically indicating those Departments which have not made
considerable progress with expenditures. The progress reports
sent by the field officers contain, inter alia, the reasons why much
progress was not made in a specific project, etc. These matters
are considered by the Committee and ‘on-the-spot’ directions and
instructions are given for speeding up the progress and if
resources are found to be inadequate, arrangements are also
made to divert resources from other schemes. This review is not
supplemented by another at the official level. It is doubtful
whether such meetings can be possible at the Centre also. Such
a procedure may not be possible as the expenditure involved in
review at the Centre is large. Besides, the Centre is dependent
on the States for the execution of a major part of their plans.
But there is enough justification to demand such a review from
the Financial Adviser. The Financial Adviser has to substitute
for the Developmental Committees.

The review conducted by the Financial Adviser suffers from
another handicap, viz., the absence of up-to-date information
and data. The ‘Budget’ sections of the administrative ministry
are not under the functional control of the Financial Adviser.
Another factor is that these sections are more concerned with
the progress of expenditure under the Accounting heads of ‘Pay
of Officers’, ‘Pay of Establishment” and ‘Other Charges’, and less
with the developmental expenditures. Even these figures are
not up-to-date and accurate, as there are delays in the recon-
ciliation of accounts with the audit authorities. The system of
contro]l practiced in some of the local authorities in the UK,
seems to suit the Indian purposes pre-eminently.¢®

“In the UK the local authorities conduct regular reviews of capital
expenditure against the budget and as a matter of fact such reviews are
considered as desirable as a check so as to ensure that no significant
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The review of the administrative ministries is based on the
reports received from the subordinate agencies and the State
governments. These agencies send periodical reports—monthly
in respect of important and large projects and quarterly in
respect of others—to the administrative ministry, the Planning
Commission, and the Finance Ministry. These reports have no
specific form. But generally they include (i) a statement of expen-
ditures by significant organisation units; (ii) statement of
measures that have been taken or are proposed to be taken to
improve efficiency; (iii) nature of bottlenecks, and obstacles
encountered in the course of execution; and (iv) financial
accounts. The accounts included in these reports are of a ‘pro-
visional’ nature only and are subject to further verifications.

The review of these reports is mainly done through the usual
process of administration, rather than through the meetings as
generally the time that can be devoted for this in a meeting
is too short to enable meticulous and detailed review of the
progress. The administrative process of reviewing the progress
reports consists in taking up important issues raised in the pro-
gress reports and taking action, where necessary in consultation
with the Financial Adviser. Such a review is specific and in-
dependent in respect of each scheme. A ‘scheme by scheme
review’ of this sort is likely to come in the way of forming an
overall outlook on the total developmental Budget of a depart-
ment and it can be argued that the process of the review tending
to become compartmentalised and restricted to the narrower
confines of a scheme or two may not be useful in the long run.
This is a limitation of this type of review.

Analysis of Variations
The estimates included in the Budget are susceptible to varia-

developments have been overlooked. “Special meetings are often arranged
for this purpose. In one Regional Hospital Board, for example, the treasurer,
architect and engineer meet monthly to review the position on works in
the annual programme and to decide which schemes should be deferred,
halted or brought into the programme to compensate for any tendency to
overspend or underspend.” Such reviews presuppose the existence of up-to-
date data—data which can facilitate the formulation of a policy and can
throw up material which will make possible the assessment of the working
of a policy. Budgeting in Public Authorities, p. 241.
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tion in the course of execution. This variation is mostly in the
nature of an increase in the expenditure, and is rarely in the
nature of a reduction, They arise partly because of changes in
the general price level and partly because of changes in the
scope of schemes. In the latter case the variations are likely
to be of a substantial nature as the revisions involved are likely
to be of a greater magnitude. A factor no less responsible for
variations is the inaccurate budgeting at the initial stages. This
inaccuracy could be the result of inexperience!’ in the field or
the absence of detailed information at the preliminary stage. In
fact the principles of budgeting followed up to 1958 included
making an ad hoc lumpsum provision in the Budget within the
ceilings prescribed for the purpose, to be followed by supple-
mentary grants during the year to meet the growing require-
ments. This system was considered inadequate for a planned
economy. As the Public Accounts Committee observed in one
of its contemporary reports: “The existing system of budgeting
and administrative and financial control are not appropriate in
the present context of a planned national economy.”* The
Committee, while conceding that importance should be attached
to more realistic estimation and more prudent housekeeping,
suggested that in future a small provision to cover the prelimi-
nary expenses of survey, etc. may be included in the Budget
and a supplementary grant presented to the House after detailed
estimates are available.

Supplementary grants arise not only in cases where the initial
provision is by its nature only a ‘token’ provision, but may also
arise where the original estimates were fairly detailed and
elaborate. In the latter cases they arise because of variations
in the estimates. At times the variations may be even large
enough to upset the budgetary balance. A few examples of
such variations are given in the table on the following page.

In most of these cases, the variations were due primarily to
the fact that important features of the schemes have been
reconsidered, omissions made good and so on. While some of
these variations could have been foreseen and remedial action

47Goe Shri K. L. Ghei's lecture delivered at the Institute of Public
Administration, “Government Budgeting in India”, 1960 (Mimeographed).
¢ 8th Report of PAC, p. 2.
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(in lakhs of Rupees)

Name of Plan pro- Recent Percentage
the scheme vision estimates of increase
(up to 1959)
1. Steel Plants at Rourkela,
Bhilai and Durgapur 3,50,00 5,80,00 66
2. Neiveli Fertilizers 21,00 26,10 24
3. Kandla Port Project 12,95 17,73 37
4. Indian Refineries Ltd. 10,50 20,75 98
5 10,00 16,50 65

. Dandakaranya Project

taken even at the initial stage, it remains a fact that there are
certain factors which cannot be foreseen properly. These factors
require prompt action as soon as they are detected. Good
budgeting can partly*® offset a few of these variations but not
all of them. In a way these variations are to an extent inevi-
table when each year’s Budget is planned and prepared in the
‘December’ of the preceding year.

It is the responsibility of the Financial Adviser to be aware
of the changes that are likely to bring variations. As J. Enoch
Powell has observed: “The Treasury and the Finance divisions
of the spending departments need to be constantly reporting any
change, as soon as it comes in prospect and asking in good time
for the decisions of the administration or policy by which the
eflect of the change, if it occurs, could be counteracted.” The
Financial Adviser, by his experience in the field, can generally
detect the likely variations. Assoon as these variations appear on
the surface, the Financial Adviser either makes arrangements for
reappropriation of funds from one head to another.’’ In case a

“ Paul H. Appleby stated in his second report that “the expenditure
control is used to far too great an extent as a substitute for good budgeting;
it is a way of making the actual budget after the putative budget has been
presented to and approved by the Parliament. The budget, therefore, is
being made all the year long for the year rapidly marching towards its
close. This is a negation of Programming and Planning.” (p. 21). This being
the situation, it is perhaps difficult to place any reliance on ‘good budgeting’
as a means of avoiding variations.

5 The Banker, April 1958, pp. 216-17.

3t Formerly in all schemes where there were substantial variations, they
were brought to the notice of the Planning Commission also and its
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supplementary grant is needed, the Financial Adviser initiates
action to get such a grant.

Regular Flow of Expenditures

In the execution of a Capital Budget a regular flow of expen-
diture is essential. However, the flow of capital expenditure
does not have the same regularity as the Revenue Budget, but
quite often may have its own seasonal pattern. It is thus not
possible to expect capital expenditure to be evenly distributed
throughout the year. It is, however, essential to ensure a regular
flow of expenditure even within these seasons, if such a course
is feasible. The irregular flow of expenditure makes an adminis-
trator rush for expenditure during the later part of the year or
to surrender the amounts without utilising them. The former
attitude is generally labelled as ‘spree spending’ and ‘squander
mania’. It is not unoften that in the anxiety to spend the amounts
in some way or other before the close of the year even
unproductive schemes are taken up for execution, with the
consequence of diverting expenditure from productive to unpro-
ductive issues. Also the quick process of incurring expenditure
may not always ensure that the money is well spent, as generally
‘haste leads to waste’. Referring to this aspect, the Public
Accounts Committee pointed out in one of its earlier reports
(1934-35): “It is of great importance that in administering public
funds the risk of loss through hasty or inadequately justified
payments in the closing days of the financial year should be
rigorously avoided.”** Though this has been one of the favourite
themes consistently repeated by the Public Accounts Committee
and the Auditor-General, the rush of expenditure towards the
close of the year is still witnessed often.*® The primary purpose
of such a ‘rush’ is to avoid the lapsing of grants, and is based
on the fear that non-utilisation of amounts may reflect an
inefficient®* administrative set up.

concurrence was taken. According to the latest procedure only such
schemes where the variations are 10% or Rs. 1 crore need be reported to
Planning Commission. See PM’s statement, in Lok Sabha, 10 August 1961.

52 Epitome of PAC Reports, Vol. I, p. 337.

** See the 18th Report of PAC.

* The Finance Secretary of the GOI observed in 1937 that “the pulse
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The ‘rush’ of expenditure can be avoided either by careful
planning at the earlier stages; or by making continued provision
for lapsed grants in the next year so that continuity could be
ensured.”® The Finance Ministry, in its endeavour to avoid this
hectic hurry in incurring expenditures, expressed its willingness
in 1957 to consider proposals to allot provision for the unex-
pended amounts either in the original Budget of the coming
year or by means of supplementary grants in the year, provided
the purposes for which these amounts were orginally included
in the sanctioned grants continue to be operative. It is again
the duty of the concerned Ministry and the Financial Adviser
to arrange for such a provision in a manner befitting the
occasion.

While a tendericy for rush of expenditure is discernible on
one hand, there are, on the other hand, lapses of funds amount-
ing to about 10.2 per cent of the total appropriation. Further,
80 per cent of these savings are accounted by the Ministries
exclusively devoted to developmental activities. As, for example,
the 1959 Audit Report indicated the following savings.

Rs.
1. Education 8,12,13,843
2. Agriculture 4,59,55,142
3. Transport 3,93,14,057
4. Atomic Energy 4,63,44,603
5. Steel, Mines & Fuel, etc. 7,16,05,983

The above are only a few examples of the typical surrenders.
Commenting on this situation, the Audit Report pointed out that
“these large savings by themselves bear evidence to the fact
that the plans and programmes accepted by Parliament have
remained substantially unfulfilled”.>®

of expenditure of a department is not an unimportant manner of judging
the efficiency of administration”, pp. 13-55, Vol. II Epitome.

* Such a system was prevalent even in the 1930’s. In its report for
34-35, the PAC suggested: “If the device of a specific provision in the
reserve for the grant of lapses, as on the civil side, is likely to mitigate
this evil (rush of expenditure) we should be quite prepared to commend it
to Government for consideration.” Epitome, Vol. I, p. 337.

s Audit Report 1959, p. 1.
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The causes for these surrenders may stem partly from the
fact that the initial estimates are inflated generously, or that
there was an absence of proper planning, or even due to the
sudden appearance of bottlenecks (e.g. a sudden change in the
import policy may prevent larger purchases which were origin-
ally planned and may upset the implementation of a scheme).
The considerable time lag involved between each administrative
phase also contributes in its own way to the non-materialisation
of schemes in time. The consequential surrender of funds would
not only indicate a slackening of the plan expenditures during
the year, but would incidentally obstruct the planned develop-
ment of the future. If provision is to be made for the same
scheme during the course of the next year it is likely that such
provision may act as a hindrance on the plan, as continued
Budget provision for this scheme might mean that either a
scheme already sanctioned is abandoned, or that a new scheme is
held up.

To avoid such laspses the Estimates Committee in one of its
reports suggested that “the Ministry of Finance should main-
tain a complete record of instances where due to bad or no
planning funds had to lapse and place before the Committee,
every year, a statement showing the reasons in each case”.*’
These suggestions were accepted by the government and a
procedure was introduced under which these matters could be
reviewed. Under this procedure, all the schemes for which the
initial Budget provision was above Rs. 5 lakhs, and where the
excess of surrender is more than 10 per cent of the original
appropriation, are reviewed by the Financial Adviser in the
month of August of every year. The review is expected to be
helpful to him in achieving greater accuracy in the formulation
of the future Budgets.

All through these stages the endeavour of the Ministry and
the Adviser is to ensure a regular flow of expenditure and to
limit the expenditure to the budgetary ceilings.

In addition to these budgetary aspects, there are others, such
as the observance of economy in the execution of a scheme, and
comparison of actual results with the money spent, which are

57 9th Report of the Estimates Committee, 1954, p. 9.
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equally important. The study of these aspects brings us to the
appraisal and evaluation work done by the Planning Commission.

Control by the Planning Commission

The success of planning depends primarily on the speed with
which the plan schemes are implemented; and ensuring such a
speedy implementation of the plan is a part of the responsibilities
of the Planning Commission.

The Planning Commission, with a view to acquaint itself with
the extent of progress achieved in different fields of the Plan,
has devised certain procedures. The procedures are so devised
as to enable the Commission not only to formulate its impression
regarding the extent of progress achieved, but also to enable the
Commission to undertake an appraisal of the performance in
each field. Appraisal and evaluation are important as they render
future planning easy and economical. The methods of work
adopted by the Commission in this regard are now enumerated.

Appraisal. In the case of all important projects, the Planning
Commission, like the administrative ministries, receives monthly
progress reports. In respect of all other schemes, it receives
quarterly reviews, In addition the Commission also gets annual
administration reports of the State Governments and the different
departments at the Centre in which the achievements in their
respective spheres are enumerated. These reviews and progress
reports are considered by the Planning Commission and neces-
sary action is taken in consultation with the concerned ministries.
However, the work of the Commission in this respect was found
to be deficient in some respects, and was subjected in the past
to the criticism of the Comptroller and Auditor-General himself.
He pointed out that “the responsibility for watching the imple-
mentation of the Plan vests, at present, in the Planning Com-
mission” but “in view of the multiplicity of the functions which
are devolving upon the Planning Commission, it has not been
able to devote much attention to this important aspect of its
work”’® He, therefore, suggested that there should be “an
evaluation in terms of money at regular intervals, say every
quarter of an year. Such frequent reviews of the progress of the

8¢ 8th Report of the PAC, p. 29.
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plan also help to ensure an even flow of expenditure and avoid
the present hasty and injudicious spending in the last quarter
of financial year to prevent lapse of funds.”

After this criticism and after a self-examination by the Com-
mission of its own procedures in 1956, a good deal of change
for the better was effected, and in the early parts of 1957 the
National Development Council approved the proposal that the
Planning Commission should be made available quarterly reports
of the working of the plan, and monthly reviews of progress in
major projects, especially in the fields of irrigation and power,
industry and mineral development and transport and communi-
cation, in consultation with the Central Ministries and State
Governments. Since then the ‘progress reports’ became a regular
feature. The reports relating to important projects contain
information relating to (@) the programme of construction work,
(b) the programme of output benefits, (¢) key materials and
equipment, (d) manpower requirements and (e¢) estimates of
expenditure. These monthly reports are received in respect of
about forty projects. With regard to other schemes, quarterly
reports are received, in a summary form, and these are finally
consolidated in the annual progress reports of the Commission.
These reviews, apart from the fact that they help in the assess-
ment of the progress made in different fields, enabling judicious
recommendations for “the adjustments of policy and measures
that such appraisal might show to be necessary,” are also help-
ful in formulating the next year’s annual plan. The shape of
the future is always conditioned by the circumstances of the
present and this is equally true in the case of the formulation
of the annual plans.

The Commission has also its own agency of Programme
Advisers who visit important projects and submit their findings
to the Commission. There are 3 such Advisers since 1952.
One of their duties is to watch the progress of the plan and to
attend to the problems of implementation of the plan. Towards
the fulfilment of this objective, the Advisers undertake periodical
visits to the States, and they look in particular into the working
of the projects which are financed by loans and grants from the
Centre. The reports of the Programme Advisers lay a special
emphasis on the problems relating to the bottlenecks arising out
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of the non-availability of steel, technical personnel, allocation
of foreign exchange, procedural delays in the approval of
schemes, etc. The suggestions of the Adviser as well as the
deficiencies pointed out in these reports are brought to the notice
of the ministries by the Planning Commission, to enable the
ministries to take remedial action. These reports of the Advisers
supply an essential link in control and coordination. A significant
aspect of these reports is that they are concerned not only with
the progressive expenditures on a scheme, but also on its physical
achievement, and on the adequacy of such an achievement. It
is this emphasis that distinguishes the Advisers’ reports from
other administrative procedures described earlier.

Evaluation. The successful implementation of a planned
economic programme requires a continuous control in the
execution of a work, as also an agency to evaluate the work
after the work has been completed. Quite often, certain aspects
which might otherwise have led to economy, may not be detected
during the course of the work, and may appear at a later stage.
Similarly, even an examination of the results obtained from an
expenditure with the outlay itself, might lead to new conclusions.
Comparison of the results are useful for policy making
purposes also.

Such a comparison of the results can be undertaken in two
ways: (i) investigation into and inspection of the work with a
view to assess the performance and to suggest ways and means
which can lead to economy; and (ii) evaluation of the work
already completed. The process of investigation may be either
overall and complete or specific in that it may measure only
the deviations,*® from the original expected results. In any case
the need for such an investigation in a planned development
where the expenditures are on a gigantic scale, requires no
emphasis. Aware of this need and conscious that it has to supply
an administrative machinery to meet this purpose, it was decided
by the government to set up a high-power committee towards
this end. Proposing the establishment of such a committee, the
Finance Minister observed in the course of his Budget Speech

5 This is known as “control by exception”. Budgeting in Public
Authorities (1959), p. 190.
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in 1956: “We have been in consultation with the Planning Com-
mission and thought it better to set up a special high-power
committee of the Ministers and the Deputy Chairman of the
Planning Commission at the Centre to organise a thorough
investigation, including inspection in the field of the important
projects on hand, both at the Centre and in the States, through
specially selected teams. These teams will be composed both of
officials and non-officials. As the results of each committee are
received, the high-power committee will examine and obtain
the orders of the Cabinet or guidance from the National Deve-
lopment Council. Such proposals may include setting up
economy units in the Planning Commission.”®’

This statement indicates the genesis of a body which has come
to be known at a later stage as the Committee on Plan Projects
(COPP). This Committee was appointed in September 1956.
The important functions of the Committee are: (i) to organise
investigations, including inspections in the field of important
projects, both at the Centre and in the States through specially
selected teams; (ii) to initiate studies with the object of evolving
suitable forms of organisation, methods, standards and techni-
ques for achieving economy, avoiding waste and ensuring
efficient execution of projects; (iii) to promote the development
of suitable machinery for continuous efficiency audit in individual
projects and in agencies responsible for the execution;
(iv) to secure the implementation for their execution; and
(v) to secure the implementation of suggestions made in reports
submitted to the Committee on Plan Projects and to make the
results of studies and investigations generally available. Since
its inception, the Committee was engaged in specialised technical

* It may be pointed out that a similar suggestion, though not so concrete
in its form, was made by the Taxation Enquiry Commission in 1953-54.
The Commission stated: “During a phase of intensive development effort,
when targets in terms of expenditure also assume a certain degree of
significance, there is likely to be, even within the development sector of
expenditure, some loss in effectiveness and possible room for economy
and avoidance of waste. We are ourselves impressed with the need for
thorough and carcful enquiry both in the Central Government and in the
States into the whole question of public expenditure and suggest that such
enquiries should be undertaken and entrusted to sufficiently high powered
bodies.” Vol. I, p. 34.
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inquiries and its labours resulted in the production of valuable
reports, prominent among them being that on ‘Community
Development and NES’. The Committee has also been simulta-
neously making studies in the application of new methods *of
investigation. In an administrative process involving huge ex-
penditures, economy should be inherent in the procedures, plans
and the technical aspects of the construction, rather than being
imposed in the nature of a spasmodic, off the cuff, unrelated
cuts at the budgetary stage. The primary purpose of the Com-
mittee has been to make suggestions which can lead to a
‘built-in-economy’ and it is now acknowledged that the work of
COPP had led to f‘significant economy in many directions’.®!
The extent of economy achieved on the implementation of the
Committee’s suggestion, a few years ago, was of the order of
Rs. 1.48 crores, out of which more than Rs. 1.8 crores was on the
construction of godowns only.®? Notwithstanding this valuable
work, it has been argued from time to time that the studies
undertaken by COPP at occasional intervals are not adequate to
the requirements of a planned economy. The Estimates Com-
mittee pointed out that “even though the Committee on Plan
Projects has been doing valuable work through the appointment
of various teams, by its very nature, this method would be
successful only for specialised studies to be made at regular
intervals. It will not be possible through this method to assess
the progress of all the projects continually.”®® The Committee
therefore suggested “for the purpose of making a continuous
evaluation of the various projects that are being implemented
through the States, it would be necessary to supplement the
present agencies with a machinery like the programme evaluation
organisation”.®* An expansion of the activities of COPP to enable
it to undertake regularly periodic surveys appears to be in order.

Evaluation

The evaluation aspect of the Commission’s work is under-
taken by the Programme Evaluation Organisation (PEO). This

* Dr. Deshmukh in a personal discussion with the author.
2 Estimates Committee, 21st Report, p. 24.

s Ibid., p. 24.

¢ Ibid.
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organisation was established in 1952 to undertake a systematic
and continuous evaluation of the methods adopted and the
results obtained from the Community Development Programme
and to point out the efficacy of the extension methods. The
activities of the PEO are now spread over all plan activities, in
particular, agriculture. The utility of the PEO in the context of
the overall plan is questionable, but its utility in respect of its
specified field of agriculture and Community Development
is unquestionable. There have been pleas, such as those
advanced by the Estimates Committees for the extension of the
activities of the PEO to other fields as well. The appraisal and
evaluation work is undertaken, as would be observed from the
preceding paragraphs, on behalf of the Commission, rather than
by the Commission itself. The Commission considers the reports
of these two specialised agencies and ensures action, but it is
not itself actively involved in a regular assessment of the plan
implementation. Even the work of a Committee like the COPP,
as pointed out earlier, is not of a regular nature but is mostly
ad hoc and no periodicity of survey is observed. In a planned
economy, appraisal and evaluation have to be regular and
concurrent with the execution of work. While considering this
aspect, the Estimates Committee suggested that “it would be a
distinct advantage if the members of the Planning Commission
played a more direct role in the evaluation of plan projects,”
and recommended the setting up of two types of evaluation
machinery in respect of the various plan projects: “(i) there
should be a continuous evaluation of projects under it as well
as in a State in respect of works in the State....in order to
ensure uniformity in evaluation; the Programme Advisers should
guide and direct the internal evaluation machinery and (ii) there
should be an external evaluation machinery under the Planning
Commission which should continuously and independently
evaluate the progress made in regard to various projects under
the Central Government and the State Governments.”®® So far,
these recommendations have not been accepted by the govern-
ment, but the need for such a machinery hardly requires emphasis.

s 21st Report, p. 26.
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Control at the Project Level®

A description of the systems of control will be incomplete, if
it does not include the machinery installed in a ‘project’ itself
for the exercise of control. In each multipurpose project, there
is a chief Accounts Officer who also acts as a Financial Adviser.
His role as a Financial Adviser is slightly different from the
role of a Financial Adviser in a Central department. The
Financial Adviser in a project is essentially an accounting officer
and, important among his duties are (i) scrutiny of contracts
with reference to the specified rates, etc.; (i) technical examina-
tion of the bills before payment; and (iii) examination of the
contracts to avoid uneconomic deviations from the original
contract. His control is of a regular nature and is more related
to the pre-audit of bills, etc., than to the financial issues or even
to the results of an expenditure as in the case of a Financial
Adviser in an administrative department. In recent years the
Public Accounts Committee has suggested the introduction of
an ‘administrative audit system™® in these projects so that the
scope of activities of the Accounts Officer could be enlarged
and extended to include other controls as well. These recom-
mendations were not implemented, for the Government thought
that these functions could be effectively discharged by amplify-
ing the functions of the ‘cost control units’ already installed in
these projects.

v

Conclusions

A very wide field has been covered in this chapter making the
statement of some conclusions imperative. The conclusions
specified here are mainly those which emphasise a change in
the procedure. Other aspects are eliminated. The conclusions
may be stated as follows.

(1) Administration of a long-term Capital Budget which is the
instrument of developmental expenditures requires constant

¢ The projects considered here are the multipurpose irrigation and power

projects only.
¢ Epitome of PAC Reports, Vol. II, pp. 184-6.
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vigilance on the part of the administrative ministries and the
Planning Commission. It requires constant attention not only
from a budgetary angle but also from the economic aspects of
balanced utilisation of available resources and also in ensuring
a reasonable contribution to the gross national product. Such
attention, however, is feasible only if up-to-date data are available.
Towards this purpose, a forward looking accounting machinery
has to be installed in each Ministry to provide the Financial
Adviser with an apparatus which can enable him to make an
appraisal of performance at each level in terms of physical
achevement. The Financial Adviser has also to convene expendi-
ture control meetings, as in the States, specifically devoted to
review the plan expenditures.

(2) The appraisal undertaken by the Planning Commission, or
on behalf of it, should be more frequent and if possible
concurrent with the execution process.

(8) The budgetary system may have to be revised in such a
manner as to avoid the annual changes which frequently take
place with a view to circumvent the lapses of funds, etc. These
marginal adjustments which result in the diversion of funds to
subsidiary purposes, have to be avoided and facilities which
can remove the sacrifice of long-term objectives in favour of
short-term expendients, should be created. In the Swedish system,
which is famous for its flexibility, this is facilitated through the
system of ‘extended grants’.®” (Under this, the amounts for a
purpose are specified and limited, but are available for utilisa-
tion during a period of three years beyond the Budget year.
These grants are exclusively concerned with works equipment,
construction, etc. and all of them are included in the Capital
Budget.) A similar experiment in the Indian context may yield
fruitful results.

* UN, Government Accounting and Budget Execution, p. 63. It is of
interest to note that a suggestion was made by the ‘Economy Committee”
in 1949 for the creation of ‘non-lapsable development funds’. (See
Chapter IV.) The Committee observed that the Ministries of Works, Mines
and Power and Industry and Supply should be permitted to create
development funds out of the amounts appropriated in any year for their
development schemes instead of permitting the unspent amounts to lapse
(Report on the Ministry of Finance). This recommendation was not
accepted.



Chapter Six

CENTRAL ASSISTANCE
TO STATES—AspPEcTS oF CONTROL

IN A FEDERAL CONSTITUTION, the sharing of tax proceeds between
‘the Central and State Governments is inevitable. Similarly in a
process of planned economic development, where States are
the main executive agencies for the implementation of a major
part of the plan schemes, Central assistance to the States in
respect of schemes included in the Central as well as State plans,
becomes equally inevitable, Both these considerations are
applicable in the present-day Indian context, and these consi-
derations, in a nutshell, explain the financial relations between
the Centre and the States.

The devolution of financial resources and the sharing of certain
tax proceeds between the Centre and the States are governed
by the provisions included in Part XII (Article 264 et seq.) of
the Indian Constitution. In accordance with these provisions of
the Constitution, a Finance Commission is appointed once in
every five years which makes recommendations regarding the
process of sharing of taxes, as also the principles to be adopted
in making the statutory grants-in-aid (Articles 273, 275 (i), etc.)
to the States. A study of these aspects, however, appropriately
falls within the purview of a study of ‘Federal Finance’, and is
therefore excluded here.

The scope of the present study is confined only to the Central
relations with the States in the sphere of grants given to the
States for purposes other than those that come within the ambit
of the recommendations of the Finance Commission. Relations
of this nature are not by any means new nor is their existence
necessitated only by the imperatives of a planned economy.

The system of giving grants to the States for_ad hoc develop-
mental purposes came into greater prominence in the post-war

12
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)

era. Grants to the States for )develogmental purposes had its
origins in India in the reconstruction work started in the post-
war period. Further, it had been a part of our constitutional
history that the Central Government was always having larger
and elastic sources of revenue than the States. The Centre had
great powers, and greater responsibilities in matters affecting
defence, foreign policy, communications; and to these there must
be added the economic policy, which in the post-war years had
emerged as an important factor in the nation’s life, while the
State Governments remained all along the main executive
agencies. Such a setup necessitated a dependence of the Centre
on the States for the execution of developmental activities
initiated by the Centre. This dependence of the Centre was
reciprocated by the dependence of the States on the Centre
for finances for its developmental activities. The resources of
the States, meagre as they were, were hardly adequate to finance
the developmental activities and what little they had they spent
in offsetting the periodic liabilities inflicted by floods, famines,
and droughts.

We had seen in the earlier chapter the efforts made during
the early 1940’s for development and reconstruction. We also
noted that during this period, simultaneous progress was being
made in the States also. All through these years grants were
given by the Centre to the States for developmental purposes.

These post-war developmental grants were related to specific
schemes and were conditional to the effect that generally half
of the expenditure was to be met by the concerned State Gov-
ernments. In certain cases, however (Orissa, Assam and Punjab),
these conditions were waived and the entire expenditure in this
regard was met by the Central Government. Besides these grants,
the Central Government gave grants for specific purposes such
as the Bengal Famine, etc. In all, during a period of three years
ending in 1945-46, the Centre gave a total grant of Rs. 18 crores
for developmental purposes and in respect of the post-war
development schemes, it gave an amount of (within a period
of three years starting from 15 August 1947 to 31 March 1950)
Rs. 38.32 crores. In addition to these grants, large amounts were
being spent on the ‘Grow More Food Campaign’ in the States,
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through the Central grants. Under this scheme, specific alloca-
tions were not made to each state as the objective was “to
produce the maximum quantity of foodgrains at a minimum
cost irrespective of regional considerations”. It was, however,
ensured that “a fair share of the total block allocation was
received by every State”.

The post-war development grants, however, were stopped from
[950-51 onwards. All the same, the specific schemes formulated
and working under the various administrative ministries, and
the scheme of “Grow More Food” continued, and grants were
given to the States. The advent of the First Five Year Plan
did not mean much change in these systems, for the reason that
the First Five Year Plan consisted mostly of the post-war deve-
lopment programmes, with additional new items like the Com-
munity Projects and the National Extension Service.( This
necessitated the confinement of Central assistance to the schemes
which were already in operation such as the large-scale irrigation
and power projects and such other schemes to which commit-
ments were already entered into with the different State
Governments. %

However, before the close of the First Five Year Plan period,
many administrative puzzles involved in Central assistance to
the States came up to the surface and evoked considerable
thought on these matters, important among which were the
budgetary classification of Central grants to the States, and the
problem of payment of the Central grants to the States. Both
these aspects are of an accounting or a budgetary nature. These
two issues may briefly be considered here as they help us in
appreciating the problems involved in Central assistance.

The classification of grants had always been a problem. The
grants given to the States included those in the revenue and
capital accounts (e.g. of grants in the revenue account for ‘Grow
More Food Campaign’, the rehabilitation“grants, National Ex-
tension Service grants). Technically, only such expenditure?
which is incurred with the object of either increasing concrete
assets of a material and permanent character or of extinguishing

! Report of the First Finance Commission, p. 93, 1952.
* General Financial Rules, Vol. II, para 310,
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or reducing recurring liabilities, can be included in the capital
part of the ‘annual financial statement’. Viewed from this stand-
point, the Central grants did not constitute any material assets
for the Central Government, though they constituted a permanent
asset as also a recurring liability (for future maintenance of the
assets) for the State governments. However, prior to 1951 the
practical considerations had a lead over the technical considera-
tions and the developmental grants were charged to the capital
section of the Budget, “largely as a matter of budgetary
convenience in the context of many deficits on the revenue
account”® This situation was reversed in 1951, and having
regard to the fact that Central grants do not constitute any
material assets for the Central Government, it was decided to
include these items in the revenue account of the Budget. This
change in classification hardly continued for three years and in
1954 it was restored again to the old pattern for the same consi-
derations, namely budgetary balance and stability for the revenue
budget, which, earlier, were the factors responsible for the
inclusion of the grants in the capital Budget.

Introducing this change the Finance Minister stated * that “the
proper allocation of expenditure is always a matter of some
difficulty, particularly against the background of the large
development programme, which is in the process of implementa-
tion and which takes into account the resources of the country as
a whole”. He also clarified that “an exception has to be made in
the case of expenditure which, in the broad national interest,
is incurred at a faster pace than would be justified by the amount
of revenue that can be raised” and an expenditure, “which
technically does not create any tangible assets to the Govern-
ment”, The Finance Minister felt that “it would be proper to
meet the expenditure from capital. But as the expenditure does
not create any tangible assets to the Centre, I propose that it
should be written back to revenue over a period of years so
that ultimately all that expenditure is met from Revenue.” It
was expected that this measure had the advantage of “securing

*Budget Speech of the Finance Minister for the year 1951-52,
Lok Sabha Debates, 28 February 1951.

*See Budget Speech for the year 1954-55, Lok Sabha Debates,
27 February 1954. .
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a measure of stability to the revenue budget, while at the same
time outlay on developmental schemes is not held up by the
mere size of the revenue resources concurrently available”.

Thus the temporary problem that cropped up in the first year
of the Plan was successfully solved during 1954 and since then,
the same classification has been continuing. It must, however,
be admitted that the classification is not really a problem of
any considerable magnitude, though it should be recognised that
the classification has to be so arranged that the amounts spent
became fully accountable. These changes in the classifications
were always carried out in consultation with the Comptroller
and Auditor-General (no accounting changes can be made except
in consultation with him).

The second problem, which again is of an accounting nature,
that arose during these years related to the reimbursement of
the Central share of the total expenditure incurred by the States,
The principle that was in practice was what was called as the
‘principle of recoupment’. Under this principle the initial outlay
towards the total cost of a scheme has to be met first by the
States from their own resources and the Centre’s share was re-
covered by the Accountant-General of the State, after ascertain-
ing the actual expenditure incurred under a scheme and aid
promised by the Centre. This procedure had certain inherent
disadvantages, which are discussed in the following paragraph.
Notwithstanding these disadvantages this system which was in
existence before the First Five Year Plan was continued even
during the Second Plan. Another contemporary feature of the
Centre’s grants was the prevalence of the system of ‘matching
grants’. Under this system each Central grant for a scheme was
given on the condition that a corresponding share of the total
expenses was met by the States. The ‘matching grant’ system was
evolved to emphasise the complementary roles of the Centre and
the States in the overall developmental efforts.

The combined impact of matching grants and the process of
reimbursement of the State’s entitlement on the ‘recoupment’
basis was considerable. First, the State governments were not
in a position to meet their share of the expenditure on these
schemes as their limited and comparatively inelastic revenues
were already tied up to the inescapable expenditure on the
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implementation of their plans. At the same time, they could not
refrain from accepting the schemes of the Centre, as that would
have meant facing a steady volley of public criticism that the
government were not taking advantage of these schemes. Con-
sequently, “most of them accepted the schemes and ran into
revenue deficits”.® Secondly, because of the shortage of resources,
and in the absence of any advance assistance from the Centre,®
the plan projects got held up. The delay in the recoupment
further impaired the capacity of the States to undertake works
with enthusiasm and zeal. The working of these two forces was
largely responsible for the slow or non-implementation of certain
of the plan projects during the First Five Year Plan and in the
early years of the Second Five Year Plan.

There was no doubt an awareness of these problems in the
Planning Commission, but somehow the attention that they
deserved was not paid to them. Meanwhile the suggestions for
improvement came from another quarter—a quarter which is
the accounting and the auditing authority of both the Central
and the State governments. These suggestions were what were
then called ‘Chanda Proposals,®® which were first submitted
by the then Comptroller and Auditor-General designate.

It was observed by him during the course of his report that
“Whatever may be the applicability and suitability of the match-
ing principle elsewhere, it is retarding the fulfilment of the plan
under Indian conditions.” The non-availability of resources at
the States level and the built-in-delay involved in the working

.

® Report of the Second Finance Commission, 1957, pp. 68-9.

® Though generally the reimbursement to the States was done on the
‘recoupment basis’ only after the expenditures have been incurred, there
was an exception made in 1947. Liaquat Ali Khan, the Finance Member
in the Interim Cabinet, stated (see Proceedings of the Central Assembly,
28 February 1947): “We are making advance payments to the Provincial
governments to cover the whole of expenditure incurred by them on
approved development schemes... We have not considered it practicable
for next year to insist on a specific proportion of the total expenditure being
contributed by the provinces, since some Provincial governments have at
present practically no accumulated funds available for the purpose.”

% They are reproduced as an ‘Annexure’ to the 8th Report of the PAC,
1957-58. A number of these suggestions are repeated in A. K. Chanda’s
Indian Administration.
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of the recoupment method was already causing a slackening in
the tecmpo of development. As an alternative to the existing
situation, Shri Chanda suggested that “in lieu of the Centre
rendering financial aid to the States, for a proportion of the
expenditure on all the approved schemes, they should accept
full financial responsibility for a specified number of schemes,
up to an equivalent amount”. He added that the schemes chosen
by the Centre were to be directly implementcd by the Centre
and that Programme Advisers should be required to report that
the remaining schemes have been undertaken by the States out
of their own resources. Whereas the existence and continued
practice of outmoded administrative and accounting devices
revealed one extreme situation, the suggestions made by Shri
Chanda represented another.

In a federal setup, where the respective jurisdictions and
fields of activity have been laid down, an unduly direct active
role by the Centre is likely to undermine the role of State
governments and, to that extent, the intentions and objectives
of a federal setup arc at stake. It may be argued that the
Centre and the States are assigned complementary roles in the
national development, and that the complementary role assigned
to the Central government can be fulfilled equally well, if it
were to choose its own schemes in the State field and imple-
ment them by itself. Shri Chanda argued that such direct im-
plementation by the Centre would be better. He stated: “It is
much better for the Centre to show some concrete results ob-
tained through its assistance and efforts rather than share the
discredit on unsatisfactory performance.” The implementation
of these recommendations was fraught” with grave repercussions,

It iy interesting to note that this suggestion of Chanda was commended
by Paul H. Appleby also. He stated: “The recent proposal of the
Comptroller and Auditor-General that where expenditures are matched,
the Centre should make all of its expenditures without waiting for
matching deserves consideration. However, it might be wiser for the
Centre to advance only 40 per cent of the cost rather than its entire
50 per cent.” “Re-examination of India’s Administrative System with Special
Reference to Administration of Government’s Industrial and Commercial
Enterprises”, Cabinet Secretariat, p. 32, Government of India, 1956.
Apparently Prof. Appleby was referring to the suggestion of Chanda
contained in the 1955 Audit Report, but interpreted the suggestion as
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both political and constitutional. Besides, its implementation
may throw up some of the following problems and, in the final
analysis, instead of becoming a solution to the existing problems,
it would have tended to become a problem in itself. (a) The
schemes chosen by the Centre which are obviously selected
having regard to the amounts at the disposal of Central Mini-
stries for being given in the form of grants or loans may not
necessarily fit into the ‘immediate need pattern’ of the State.
(b) The selection of the schemes for action by the Centre is a
very delicate operation and requires a statesman’s care. (c) It is
likely to blur the demarcation of responsibilities between the
Centre and the States.

The government naturally did not accept the recommenda-
tions of Shri Chanda. It stated that the “acceptance of the
suggestion that the Centre should take the responsibility for
meeting the cost of selected individual schemes rather than a
share of expenditure on all the schemes of an agreed type might
result in the blurring of the State Government’s responsibility
for execution and might create problems in the matter of selec-
tion of individual schemes to be financed by the Centre”.*

The procedures therefore continued as they were. The
schemes of assistance that were formulated under the Second
Five Year Plan contained the same basis as the earlier schemes.
The principle of matching grants continued. The fact that no
change was made in the procedures of assistance may be attri-
buted to the factor that the formulation of the schemes to be
included in the Second Plan started even in 1954,° at a time
when the full implications of the working of the matching grant
systems were not very clear and had not yet reached alarming
proportions. Mecanwhile, the process of formulation of the
State’s plans had undergone a change. In addition to the con-
sultation (with the Planning Commission) at the initial stage of
the formulation of the plan itself, the preparation of the annual

related only to ‘advance’ contributions, which was not the real objective of
Shri Chanda’s suggestion.

* 8th Report of the Public Accounts Committee, Annexure II, 1957-58.

* “The active work in conneation with the Second Five Year Plan started
in February 1954.” 21st Revort of the Estimates Committee, Lok Sabha
Secretariat, 1958, p. 28.
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Budgets of the State government was done, since the second
year of the Second Five Year Plan, in consultation with the
Central Planning Commission. Such consultations gave an op-
portunity to the Planning Commission to review the annual
progress under different heads, and to fix the next year’s physical
targets as also the monetary ceilings under each head, in the
light of the working of the various schemes.

Second Five Year Plan. The Second Five Year Plan included
many schemes which inter alia provided for assistance from the
Centre. These schemes were divided and classified into various
groups depending on their nature. The schemes were classified
into two groups: (i) Centrally assisted and (i) Centrally spon-
sored. The former covered those schemes which are initiated
by the State governments and are included in their plans, while
the latter covered the schemes which are included as a part of
the Central plan but are executed by the States, with the Centre
bearing either all or a part of the expenditure. The type of
activities covered by these schemes included Agriculture, Com-
munity Development and National Extension Service, Irrigation
and Power, Village and Small Industries, Transport, Publicity,
Education, Health, Labour, Housing, Scientific Research and
Local Works.** The Central assistance under these schemes was
generally matched by an cquivalent contribution by the States,
though in certain cases, the rates of contribution varied. The
assistance as such was divided into grants and loans, and the
composition of each scheme varied depending on its nature.
The schemes soon became complex and in certain cases need-
lessly so as the Central aid for each scheme was a watertight
compartment in itself, and did not allow any flexibility to the
State governments. Therefore attempts to simplify these com-
plex phenomena were initiated immediately. Significant among
these attempts or rather the culmination of these attempts, was

1 1n addition to these categories, general assistance, not pegged to any
specific schemes but covering a group of schemes, is also given in the
form of Miscellaneous Development Loans. This assistance is intended to
fill up the gap in the financial resources necessary for the execution of
schemes included in the State plan, the gap being measured on the
formula: total expenditure on these schemes—the resources available with
state = miscellaneous development loans.
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the discussion of the State Finance Ministers and Secretaries in a
conference held in the later part of 1957. The general lines in
which assistance was sought to be channelled as a result of these
discussions, may be summarised as follows: (i) “To simplify
patterns of Central grants and loans so as to bring together
individual schemes which can be grouped together.” The in-
tention was that the total amount of assistance should be made
available for the group rather than for individual schemes. The
system was expected to enable the State governments to make
adjustments within groups, without making any change in the
composition of the total assistance to the States. (i) The amount
due to the States in the form of grants and loans were to be
advanced by the Central Finance Department to the State
Finance Departments. This sought to avoid the inherent
risks involved in the recoupment methods. Behind these two
premises was the general assumption that no new!! projects
not originally included in the plan or the Budget of the year
are included during the course of the year.

While these considerations and attempts were going on, the
recommendations of the Finance Commission that ‘matching
grants’? should be abolished were also made available. It should
also be pointed out at this stage that even before final action
could be taken in pursuance of the general objectives referred
to in the preceding paragraph, the Public Accounts Committee
who were then considering the suggestions of the Comptroller
and Audit-General, were also seized of the question of Central
assistance to the States.

The inquiry of the PAC proved to be beneficial from many
angles. It brought to light certain problems and attitudes. For
example, as to the suggestion of grouping the schemes so that
minor adjustments could be made by the State governments
within a group without altering the composition of the assistance,
the Committee pointed out that if the schemes within a group
lay in different demands for grants, reappropriation of funds
between those schemes would mean reappropriation from one

'' 8th Report of the Public Accounts Committee, 1958, Annexure III-A,
pp. 36-9.

* These have since been abolished. The current schemes which include
matching grants are, however, allowed to continue.
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demand to another, which would require legislative approval,
and therefore may not solve the difficulty which the Planning
Commission were trying to solve. An attitudinal factor revealed
by the Committee was the argument for continued retention of
the ‘matching grants’. It was argued before the Committee that
the implementation of the awards of the Finance Commission
would considerably augment the resources of the States and
therefore there might not be any difficulties in the continuation
of the recoupment practice, as also the matching grant system.
The Committee, however, thought otherwise and on this question
they suggested that “in the first year the Central grants towards
schemes . . . should be placed at the disposal of the State govern-
ments in advance at the commencement of the financial year
with the condition that they should be utilised only on the
schemes accepted for assistance, and in subsequent years, the
grants to be made should be regulated with reference to the
States performance in the previous year in fulfilling its own part
of the programme as was contemplated while making the grant”.!*

These different studies by different groups brought to light
certain of the problems which may be stated as follows: (i) The
practice of ‘Tecoupment’ method has resulted in placing con-
siderable hardship for the State governments. (ii) There is
a good deal of concentration' of power at the Centre and the
Provincial governments are made to look to the Central govern-
ment not only for financial resources but also for the approval
of schemes, etc. (Approval of the schemes by the Planning Com-
mission has been discussed in the earlier chapter.) (iii) The
grouping of schemes and the attendant budgetary and account-
ing procedures, allowed little or no opportunity to change the

13 1ok Sabha Secretariat, 8th Report of the Public Accounts Committee,
p. 56.

1*91st Report of Estimates Committee, Lok Sabha Seccretariat. “The
Committee would suggest that for the purpose of getting schemes ap-
proved for Central Assistance, the procedure should be so revised that the
State governments should approach directly the Ministries concerned. The
Ministries should take decisions on all such matters in consultation with
the Planning Commission and the State governments concerned.” The
Committee felt that the replacement of the extra step of consultation with
the Planning Commission by the above system would not allow any
‘justifiable feeling of dissatisfaction to remain’. Ibid.
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composition of schemes or even to divert funds from one scheme
to another within a group, when such diversion was considered
necessary.

These handicaps were recognised and conceded by one and
all, and to avoid these bottlenecks the government revised the
procedure of assistance in such a manner that it provided both
the built-in flexibility in the schemes as also a regular flow of
advances from the Central government to the State government
so that plan schemes could be taken up for implementation as
early as possible. This revised scheme came into existence in
May 1958'% and was made applicable to loans and grants payable
during the year 1958-59. The important features of this revised
scheme, considered from the points of view of provision of
flexibility and reducing the extensive dependence and consulta-
tion of and by the State governments on and with the Central
Planning Commission, were: (a) the procedure in practice of
the Central Ministries issuing specific sanctions for schemes
included in the State plans was given up. Hereafter such schemes
should be sanctioned by the State governments under their
normal procedure cxcept in regard to new schemes relating to
Irrigation and Power Projects, Industrial Housing and slum
clearance, cooperative development, farming and training, and
such of these schemes which come within the purview of the
ad hoc bodies like Handloom Board, Small-Scale Industries
Board, Handicrafts Board, etc. which have been set up for
specific purposes of development. (b) The development schemes
were re-arranged in groups and the total amount of Central
assistance was to be calculated—either in regard to loans or
grants—with reference to the financial composition of each indi-
vidual group. It was further provided that the Central Ministry
concerned should be consulted, and the Planning Commission
informed whenever it was proposed to cover the total expendi-
ture under a group by making reductions in another group. This
procedure was applicable only for schemes which were included
in the State’s plan‘proper and for which Central assistance was
assured. (¢) In respect of the schemes included under the Central

** Letter No. Plan 15/2/1957, 12 May 1958, from the Planning
Commission to the State Governments.
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plan, the arrangements were slightly different. Under these
revised arrangements, in respect of schemes which entail a total
cost of Rs. 25 lakhs over the plan period or of Rs. 10 lakhs
during a year, Central Ministries could accord their approval on
the basis of a statement from the Administrative Department
concerned in the State to the effect that the schemes have been
accepted for financial sanction by the State Finance Department.
In respect of schemes whose estimated cost was more than the
above amounts, the Central Ministries were to intimate their
approval after necessary scrutiny. The features of the revised
system in regard to the release of Central assistance to avoid the
defects of the ‘recoupment method” were: (i) a substantial
portion of the Central assistance either for the Central plans or
for the schemes included in the State plans would be made
available to the State governments as lumpsum ways and means
advances by the Ministry of Finance. Three-fourths of the
amount would be released in nine equal monthly instalments on
or about the 15th of every month. (ii) These advances were
interest free, but when a part of the advances was converted
into a loan, after readjustment of the entitlement of the States
with the advances paid by the Centre, it would carry the
normal rate of interest. (iii) The final release of funds was cal-
culated with reference to the proportion of assistance under
loans and grants intimated by the State government. These
payments were to be authorised by the Central Ministries
concerned through the issue of the payment sanctions to the
Accountant-General.’® (iv) Release of funds during the second

** The final adjustments which might reveal the need for more grants
or even conversion of a part of the assistance into a loan, is done by the
Department of Expenditure who issue a single consolidated sanction
covering all the demands and adjustments to the Accountant-General
concered. The procedure in force prior to 1958 was that the expenditure
on the Developmpent Schemes is initially incurred by the State government
from their own resources. The expenditure is subject to usual audit by the
AG, as in the case of other expenditure incurred by the State governments.
Only so much of the audited expenditures, as incurred on schemes
approved by the Government of India, is then reimbursed by the AG to
the State government concerned by debit to the Central government. This
ensures that the grant is actually spent by the State governments on the
objects for which it is sanctioned.
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and the third quarters of the year would be regulated in
accordance with the trends and progress of expenditure for
every quarter, as also the cumulative expenditure. The release
of assistance for the last quarter would be based on a realistic
estimate of the ‘expenditure requirements’. These payments
would be subject to final adjustment on the basis of entitlement
and the assistance pattern and on the basis of actual
expenditure’” for the year as a whole and these adjust-
ments are made in the following year. Where the advance
payments are revealed to be more (generally such cases are
rare) than the entitlement, the differential amount would be
treated as a loan to be adjusted subsequently. But where the
accounts reveal further amounts payable to the State, such
amounts are paid by the issue of a single consolidated sanction
by the Department of Expenditure.

The implementation of the revised system brought a change
in the picture, for they contributed to the avoidance of some of
the ecarlier bottlenecks. But certain problems remained. For
cxample, the grouping of the schemes which generally implied
that Budget Provision is made in different ‘Demands’ made the
reappropriation difficult for no reappropriation could be made
by the government between ‘Demands’. All the same it should
be conceded that the revised system reduced the degree of
dependence of the States on the Planning Commission and
allowed them some elbow room and flexibility. The monthly
release of funds towards the Central assistance to the States also
considerably reduced the dimensions of the problem.®

The grants from the Central government are spread and dis-
tributed over the entire gamut of the Budget demaunds of the
Central government. The grants received by the State govern-
ments are also equally widespread and consequently the bud-

" The figures of actual expenditure arc those certified by the Accountant-
General, One might argue that the final adjustments should be made on
the basis of ‘audited’ expenditure. In fact now the final sanctions are to be
made on the basis of audited actuals.

' The Comptroller and Auditor-General felt that even this method
might cause delays. He suggested that a ‘revolving fund’ may be created
for the purpose so that delays might completely vanish. This suggestion
was endorsed by the Public Accounts Committee. But so far, the suggestion
has not been implemented. See the 18th Report of PAC, 1958-59.
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getary flexibility of the schemes is limited. The rigid grouping
of schemes made the operations tight and the activities were
straitjacketed between ‘Demands’. At the same time, the grants
given by the Centre (being adjusted under the respective major
heads of accounts of the State governments) presented an
inflated picture of the receipts of the State which in conjunc-
tion with the Central demands presented a grossly inflated
picture of the total expenditure of the Central and State govern-
ments together, in any particular field.

Keeping these factors in view and also having regard to the
need for a centralised control, the government decided to change
the accounting structure. The first part of these changes were
introduced during the financial year 1961-62, while another part
of the reorganisation has come into effect during 1962-63. The
features of these changes are: (1) All the grants-in-aid, includ-
ing those which are of a statutory nature are amalgamated and
included under one major head, ‘XLIX-Grants-in-Aid from
Central Government to the State Governments” and ‘61-Grants-in-
Aid to State Governments’. (2) All grants (for the developmental
purposes and given as part of either the Central or the State
plans) to the States would be included in a ‘composite demand’
under the control of the Ministry of Finance. This demand
would include the grants shown under separate subheads “ac-
cording to the subjects to which they relate and portions
thereof placed at the disposal of the administrative ministries
concerned”.’” These changes were introduced to synchronise
with the Third Five Year Plan period. Introducing these
revisions, the Finance Minister stated: “This arrangement will
give at one place the total of these grants from the Centre to
the States and will also facilitate integrated control on the
utilisation of these grants.”>* A similar arrangement is made for
having all the grants under a composite demand in the case
of the State governments also, and the reappropriation between
‘Demands’, so far as developmental grants are concerned,
is now facilitated as all the grants are now under a single

** Explanatory Memorandum on the Budget of the Central Government
1961-62, pp. 4-5.

*The Budget Speech of the Finance Minister for the Year 1961-62,
28 February 1961.
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accounting head. Also the final release of assistance is now done
with reference to the total approved outlay under a head rather
than on the basis of the pattern of assistance for each scheme.

Aspects of Control

We have so far considered the process and techniques of
Central assistance to States. We may now consider the aspects
of control of the expenditures met out of such assistance.

The control of such cxpenditure met out of the Central
assistance presents certain new issues. Control in this regard is
required both at the Centre and in the States, and the controls
exercised by those two different authorities together ensure the
smooth working of the system. Further, the control of the Centre
is dependent on the control exercised by the States and on the
promptitude shown by them in furnishing the different progress
reports, etc. to the Central government. The control of these
expenditures is at two levels, viz., at the Central government
level and at the level of the State governments. The control at
Central level may be further analysed into (i) control by Plan-
ning Commission and (ii) control by the Administrative Depart-
ment concerned. In considering these matters, it should be
recognised that in its nature the Central control is one of review
only since the powers and responsibilities of execution of
schemes are vested in the State governments. The review is,
however, not in the nature of examining the propriety of an
action or even the economy in a transaction for such a review
would presuppose the existence of a Central government with
powers of review of the actions of the State governments. In a
federal constitution such as ours, a high powered Central govern-
ment is likely to distort the federal relations. As such, the review
involves only a verification of the progress of outlay and the ful-
filment of the physical target assigned for such an outlay. The
other aspects such as the propriety and economy in a transaction
are to be ensured by the Finance Departments of the State.

The objects of control have been stated at length in the
preceding chapter. The control exercised by the administrative
ministries at the Centre is not of any significant order and there
is no specific machinery devoted for this purpose. The
control itself is exercised by obtaining periodical reports from
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the State governments. The State governments send a monthly
report in respect of each important project addressed to the
Planning Commission with copies to the Ministry of Finance
and the Administrative Ministry concerned. The State govern-
ments also send a quarterly report indicating the progress made
in various developmental fields. These reports are considered
by the administrative ministries either in the quarterly expendi-
ture control meeting or in the usual departmental process, more
often in the latter. Though the quarterly expenditure control
meeting provides an opportunity for reviewing the expenditure
under the plan schemes either in the sphere of the States or the
Centre, yet the utility of such a review is doubtful, for within
the limited compass of a meeting, it is generally not possible to
review the progress of expenditure under the Central grants to
the States. (See Chapter V for the limitations of this meeting).
Besides, it is also to be recognised that the expenditure directly
incurred under the aegis of the Central government is itself
considerable and generally much time is spent on that expendi-
ture itself.

The other way of ensuring the control is contained in the
departmental process. This consists in reviewing any matter
which is considered important, and taking necessary action
thereon. The important points that arise in a report are consi-
dered at the respective levels in a Ministry and where the matter
is of a serious nature (such as exceptional variation from the
original estimate, abominable slackening in the tempo of the
execution of a project, presence of bottlenecks which were not
foreseen earlier, etc.) necessary action is initiated (if such action
rests with the Central government) and the Planning Commission
is also consulted. If, however, the matter is of such nature that
the action called for rests with the State government, there is
not much that can be done by an Administrative Ministry at
the Centre, except to inquire from the’ State government con-
cerned, as to the causes that led to the slackening of tempo, etc.
These matters receive the due and timely attention when there
is proper coordination between the concerned departments at
the State and the Centre and when there is a proper demarcation
of responsibilities. The Estimates Committee in one of its reports
suggested that there should be regular contact and coordination

13
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between the departments at the Centre and in the States.

The Committee also gave a plan for such concerted action in
a specific activity.” The Committee stated (in regard to the
execution of health plans) that (i) the Central Ministry should
at regular intervals review the progress of different health
schemes and devise measures for an organised approach to
accelerate the pace of progress; (ii) in cases where the planned
expenditure of a particular scheme is not likely to be incurred,
funds may be diverted from one scheme to another so that there
is maximum realisation of targets; and (iii) such a review will
help the Ministry to find out the position of the plan provision
which it cannot usefully spend and, which, in consultation with
the Planning Commission, can be diverted to other purposes.”

The implementation of these suggestions of the Committee
naturally requires a regular liaison between the Central and
the State Departments. The absence of regular contact between
the Ministries at the Centre and in the State renders such a
liaison comparatively difficult.

In any case, so long as the Centre is dependent on the States
for execution of schemes, it is perhaps imperative that the role
of Centre (once the amounts are sanctioned) is reduced to that
of a passive agent confined to watching the progress of expendi-
ture in a helpless way for it cannot certainly prod the State
departments in the same way in which it does the attached and
subordinate offices. The control of expenditure in these matters
is one which is linked with inter-governmetal relationship, and
like any other inter-governmental relation, it is a delicate one,
where any extra move in any direction is likely to be mis-
construed. Thus of necessity the control within the Administra-
tive Ministry on the grants given by it to the State governments,
is not considerable.

In the field of control of Central assistance to the States, there
is also a role for the Finance Ministry. The Department of
Expenditure whose representatives are accredited to or asso-
ciated with various Ministries, perform the reviewing functions
along with the administrative ministries in the expenditure con-
trol meetings; and to that extent, the role of the Department of

® See the 37th Report 1958-59 on Public Health, Part I.
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Expenditure should be treated as an integral part of the over-
all functions of an Administrative Ministry. The control func-
tions relating to ‘financial assistance to States’ and control of
Capital expenditure are, however, performed by the Rlammng
Division of the Department of Economic Affairs of the Ministry
of Finance. As indicated earlier, this Division is responsible for
the preparation of Capital Budget, monthly release of Central
assistance to States and the control of expenditure thereof. The
process of control in this Division once again is one of review
only. Like the administrative ministries, the review is done
through the regular departmental process. The Planning Division
is empowered with certain tools, which though rarely employed,
still possess potential use. The Planning Division like the Ad-
ministrative Ministries and the Planning Commission, receives
the progress reports from the State governments. But this
Division does not have any direct interest in the reports, for it
does not have any schemes of its own except for the miscellane-
ous schemes. Its functions lay in ensuring that each monthly
advance is expended before the next one is given, and in that
way it ensures a steady flow of expenditure. The important tool
of control that it has in its hands is that whenever an advance
remains uncleared, a proportionate cut is made in the next
monthly advance. The intention in making such a cut or reduc-
tion is to see that there is no immobilisation of resources. But
the process of control of the Planning Division is really related
to the flow of expenditure rather than to the purposes and
problems involved in the incurring of such expenditure and to
an itemised review of expenditure. Appropriately, the respon-
sibility of itemised review is within the duties of the Adminis-
trative Ministry. Further, the ‘control’ is also impersonal and
detached to a certain extent for the cuts are made, not with
reference to any scheme, but with regard to the total expendi-
ture only. Thus this ‘control’ cannot really be treated as any
“control’ at all,

An important function is performed by the Planning Com-
mission, in matters relating to appraisal of the Central assist-
ance. This appraisal involves the twin aspects of review and
evaluation. If review ensures the smooth execution of a scheme,
evaluation indicates, though after the scheme has been imple-
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mented, the pitfalls encountered in the execution, and makes
such suggestions which with advantage can be implemented
when undertaking similar schemes in the future. The working
of the Planning Commission, viewed from these aspects, may be
categorised as follows: (1) review through the (a) reports—
monthly in respect of important schemes, quarterly and annual
progress reports and (b) reports of the Programme advisers;
(2) evaluation through (a) committee on plan projects and
(b) Programme Evaluation Organisation. The activities under
these different branches have already been briefly discussed in
Chapter V. This aspect of the coordination of the Planning Com-
mission is of considerable help in maintaining the tempo of the
execution of plan projects. The progress reports enable the
Planning Commission to realise the merits of the progress
achieved and to suggest alternatives and diversion of resources
to other productive projects if certain projects are found to be
unproductive or not timely. This review helps in achieving
‘control’, or in fulfillimg the object of ‘control’ in a broader
sense by obtaining a maximum utilisation of resources in the
circumstances.

The second part of the ‘control’ consists in evaluation. The
utility of evaluation is always to be found in the future rather
than in the immediate present. This evaluation is acquired
through the two permanent wings of the Planning Commission—
viz., Committee on Plan Projects and the Programme Evalua-
tion Organisation. The latter organisation is specific in its scope.
(The various aspects of these organisations have already been
considered in the earlier Chapter.)

We have so far seen the ‘control’ exercised by the Central
government on the grants given by it to the State governments.
Allied to the above types of control are the audit control and
the parliamentary control, which also merit a consideration here,
before we turn our attention to other issues.

Audit Control

The main purpose of audit is to ensure that the grants given
are spent for the purpose for which they are intended. As, how-
ever, the grants given by the Central grants form part of the:
receipts of the State government, the regularity of expenditure
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and other aspects are ensured by the Accountant General of
the State. The Accountant General is also responsible for
adjusting the final claims of the State government based on the
actual expenditure against the advances given by the Centre.
The irregularities and such other defects in the execution of all
the plan projects including those which are financed from out of
the Central grants, are included in his audit report which is
submitted to the State legislatures and considered by the State
Public Accounts Committees. The ex post fact control of the
Audit Department helps in establishing that the amounts are
spent for the purposes for which they are intended.

Parliamentary Control

The control by Parliament is exercised by its ‘two eyes'—the
Public Accounts Committee and the Estimates Committee.
While the activities of the Estimates Committee mainly consist
in reviewing the activities of each Ministry, the PAC considers
the annual accounts and the audit report submitted by the
Accountant General. The Central PAC has been devoting con-
siderable attention to the question of Central assistance to States.
But its interest is mainly concerned with the techniques of
Central assistance rather than with the utilisation aspect of
Central assistance. The utilisation comes within the jurisdiction
of the State Public Accounts Committee. Nevertheless there had
been a significant awareness*’® on the part of the Central PAC

202 At one time there was cven a suggestion from one of the Members
of Parliament, that a scparate Parliamentary Committee or Commission
should be appointed to watch the utilisation of the Central assistance to
States. The Finance Minister, referring to these suggestions, in the course
of his reply to the debate on the Demands for grants of the Finance
Ministry, observed: “Shri Tulsidas (Kilachand) also made a very interesting
suggestion that we should have a Parliamentary Committeec or Commission
to watch the utilisation of cxpenditures incurred by the States out of the
Central assistance given to them by way of loans and grants.... At first
I was inclined to think that perhaps an arrangement of this kind might
be useful.... T do not think we ought to take a dccision in the sense
suggested by him until we see our way clear. There are audit arrangements
made by the C & AG and there are progress reports of the Planning
Commission” and considering these steps as adequate, he rejected the
suggestion. See the Proceedings of Lok Sabha, 17 April 1954. This
suggestion was repeated again in the House by the same Member in
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of these matters. The 8th Report and the 18th Report of the
PAC (mentioned earlier) deals with the techniques of Central
assistance. This Committee also published a documentary study
on the ‘Central Assistant to States’.?! However, the actual con-
sideration of the utilisation aspect rests with the State PAC’s
only. The importance of the role of States PAC’s, from this point
of view, has often becn stressed by the Speaker of Lok Sabha
also. The Speaker once obscerved: “In the context of the scheme
of Central assistance, the roles of Central PAC and States PAC,
will have to be supplementary. In case of a loan or a grant the
Central PAC should obviously look to the State PAC to ensure
that the money has been applied for the purposc meant.”? Again
in his address to the conference of the Presiding officers,??
emphasing the need for scrutiny of the grants given to the States,
in accordance with Proviso (1) of Article 275 of the Constitution,
the Speaker noted: “In my opinion there should be some scrutiny
over the utilisation of thesc grants also. The Financial Com-
mittees of the State have an effective role to play in this regard.”**
The Public Accounts Committee of the State scrutinises these
aspects in the same manner in which they scrutinise the other
expenditure of the States.

Perspectives

The preceding paragraphs give an account of the different
April 1956. Referring to this suggestion the Finance Minister observed
that the States have their own Legislatures and that it would not be
desirable to undcrestimate them. The utilisation aspect is generally
ensured and checked by the Comptroller & Auditor-General. He added:
““So far as the physical check on schemes is concerned, I cannot see how
Parliament or any of its Committees can keep and carry on this check. This
has to be done by a body like the Planning Commission which is charged,
among other things, with the duty of watching over the actual implementa-
tion of the plan.” Proceedings of Lok Sabha, 17 April 1956.

2 April 1959, Lok Sabha Secretariat.

2 The Journal of Parliamentary Information, April 1959.

*3Gec The Journal of Parliamentary Information, April 1960.

* One of the recent reports of the PAC (23rd Report, 1960), also
emphasised that measures should be devised to bring the grants given
under article 275(i) within the audit purview. Their comments arose out
of a grant given and left unutilised to a Samiti organising a certain
developmental activity in the village donated to the gramdan movement.
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aspects of the working of the Central assistance to the States.
During the last decade, the system has revealed many a defi-
ciency as also a fiexible nature to adapt itself to different
requirements. Among the deficiencies, which owe their existence
more to other factors than to this system, were the considerable
lapses in funds for one reason or the other. The Audit Report of
1955 observed that “these lapses of funds indicated that the plans
and programmes of government, considered essential both for
the defence of the country as well as for its economic develop-
ment, were being unduly retarded to the detriment of both
national security and prosperity”. The position revealed up to
1956%* was very gloomy, though with the introduction of the
revised system since 1958 there had been a change in the picture
and a steady tendency for better and greater utilisation of the
grants is now descernible.

The working of the system also revealed that there is little
or no control (as distinguished from review) by the Central
government. If these revealed the financial aspects of the work-
ing of the system, the administrative aspects were rather of an
entirely different kind. The administrative aspects are associated
with the relations between the Central government and the
State government. It has often been felt that the State govern-
ments have been reduced to the status of subordinate agencies,
by excessive dependence on Central finances, as also for the
approval of the various schemes and changes in the schemes,
by the Plamming Commission.>”® Apart from the fact that this
made the Statc officials come to the Central metropolis many
a time during a year to have consultations with the Central

% The percentage of savings in the Civil Capital grants in 1953-54,
1954-55 and 1955-56 were 25, 41.50 and 41.12 respectively. See p. 11
of the 8th Report of the Public Accounts Committee.

22 The awareness of these has led the Third Finance Commission to
recommend that the developmental assistance given to the States, should
be brought within the purview of the Finance Commission’s work. This
majority recommendation (there was a minute of dissent by the Member
Secretary) was not accepted by government on the consideration that
such arrangements would be devoid of the fiexibility inherent in the
existing system of annual plan reviews and fixation of assistance. Third
Finance Commission’s Report, 1961.
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government, the situation also revealed an absence of delegation
of powers and responsibilities to the State government. Delega-
tion as an administrative technique is of vital importance in the
administration of a vast country. It is true and reasonable that
for the management of a national plan, a certain direction from
the Centre is necessary. (It is, however, difficult to define this
‘certain direction’.) In any case the continuance of the present
system which has been called as a ‘vertical integration™® of the
Centre and the States is a matter of serious discussion. It has
also often been suggested by Parliamentary Committees and
academicians that a plan which needs planning from below
should also be executed from below. The Estimates Committee
suggested”” (21st Report) “that the broad distribution of the
Budget provision under the plan should be perceived by the
Centre within which the State should evolve its own systematic
Budget in consultation with the Central Ministry”. The Com-
mittee also suggested the establishment of planning commissions
at the State level.

It has also been increasingly felt that the grants have been
attached to specific schemes and were allowed little variation.
Also the successful utilisation of the Central grants under the
present system implied an effective, and a ‘level to level’ co-
ordination between the Central government and the State govern-
ment. In practice, quite often, the State governments found that
their suggestions for alteratigns in schemes took a long time to
be accepted at the Central government. It is argued that an
absence of coordination may bring even an otherwise smoothly
working unit to a halt.

Added to these issues was the procedure of reimbursement,
which?* some of the State governments felt was not working to

*¢ K. Santhanam, Union and State Relations in India, Chapter V.

*" Ibid., p. 30.

* While the assistance pattern is based on the ‘Composition of a
Scheme’, the final assistance is calculated on the basis of the formula:

Actuals « Crants/loans due for the

Approved or Budgeted” Budget Outlay.

This formula is applied to the total of all the schemes grouped together
and not schemewise. Also, the assistance payable is subject to the overall
ceilings of all the schemes. The assistance, even in cases where it works
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their advantage. It has also been argued time and again that
the actual responsibility of execution should be delegated to
the States, with only the review functions entrusted to the
Central government. A former official*® of the Planning Commis-
sion has observed that “conditions differ from State to State; so
it may be more advantageous to make the States responsible
for administering these grants. The funds assigned for the pur-
pose may be placed at the disposal of the States so that each
State could plan the working in its own way. The function of
the Central Body should be primarily to set standards, watch
achievements and where necessary to effect improvements.” The
present tendency of frequent lapses and surrenders of Central
grants to States reveals incidentally a certain amount of bad
planning. It has also been argued that the limitation of the
grants on an annual basis does not allow the departments to
work in a continuous way. No doubt the plans are prepared in
advance and are approved in advance. Nevertheless it is not
infrequent that many a variation takes place in a scheme before
its implementation and in certain cases the final schemes do not
bear much resemblance to the original schemes at all. It is also
to be noted that even in the financial estimates, quite frequently,
variations take place. These variations may be due to the
changes contemplated in the schemes or changes in the price
level and, quite often, political pressures are also responsible for
changing the scope of a scheme. To the extent that these varia-

out to be more than the ceilings, is restricted to the ceilings. In cases of
shortfall of expenditure there is a proportionate fall in the assistance also.
There has been a suggestion that since there is a downward revision of
assistance, when there is a shortfall of expenditure, there must be an
upward revision also—even beyond the ceilings—whenever there is an
upward trend in expenditure. But the implementation of such a suggestion
will make ceilings meaningless. The above formula does not consider the
excesses or shortfalls under each group and is concerned with the total
outlay only. Some States, however, feel that they would be in an
advantageous position if the calculations are made with reference to
schemewise pattern of assistance than with reference to the total outlay.
A change has been introduced recently (Third Plan period) and now
reimbursements are to be made on the above formula, with reference to
the groups composition, subject to ccilings, and not with reference to
total assistance. The formula is, however, under constant review.
* P. P. Agarwal, The System of Grants-in-Aid in India.
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tions are due to political factors, remedies ought necessarily to
be of a political nature. As for the ‘lapses of funds’ which have
been mentioned earlier, quite often they are due to the fact
that the implementation of schemes has been taken up only in
the last quarter of the year, having devoted the better part of
the year to consultation, etc. It may, however, be argued that
lapses indicate the extent of the remaining work to be done,
and thereforc that it should be continued in the next year.
Naturally in a process of planned development, budgeting ought
to be a continuous process. It should also be recognised that
each expenditure incurred for development involves future
commitments also. A school started today as a part of the plan,
requires annual maintenance expenditure tomorrow and to that
extent enough safeguards should be provided for such expendi-
tures also. The process technically known as the ‘Forward
Looks’ is not practised in the present system. But the need for
such ‘looks’ needs hardly any emphasis. Thus whatever has
‘lapsed’ today . will have to be provided for tomorrow. Alterna-
tively, ‘non-lapsable” grants should be evolved.

Thus the major problems in the Centre-State relations are
connected with the delegation of more powers with freedom in
the management of their affairs, and the financial composition
of the schemes. The consideration of these issnes in the imple-
mentation of a plan is of utmost importance. Any system that is
evolved should avoid the preceding problems. A nucleus of such
a system is attempted below: (i) It would be bhetter if the
scrutiny of schemes by the Planning Commission is confmed to
a pattern where only the nature of the schemes and the mone-
tary implications involved are considered. Scrutiny on these
lines is essential to ensure that the schemes adhere to the broad
priority pattern laid down by the Central Planning Commission
and also to ensure that the financial implications of the schemes
are not an undue burden on the slender resources. The working
of the details should be better left to the State governments.
(if) The grants given by the Centre should be in the nature of
an ‘obligational grant’.** These grants which are given every
year should not be allowed to lapse at the end of every year

3* ‘Obligation” may be defined as commitment of money appropriated.
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but should be allowed to continue. The grants given over a
period (5 years, to run simultaneously with the plan period)
should be so phased and adjusted that the overall amount does
not exceed grant initially agreed to. (To help accounts manage-
ment, a separate ‘Demand’ can be opened for this ‘Head” and
the accounting should be kept open until the entire grant is
exhausted.) (iii) The schemes initiated by, and included in, the
Central plan should be schemes which are in the nature of a
demonstration, pilot schemes and inter-State schemes and
schemes for which lumpsum provision is made until broken up
among the states. One hundred per cent of these schemes should
be financed by the Centre and as far as possible it might be
advantageous, if schemes with lesser periodicity are taken up.
The above three phases render the State governments as
independent units in themselves and would also help in retaining
the essential control and direction in the hands of the Centre.
It can, however, be argued that the second premise requires an
amendment of the constitution.?’ It may also be argued that
such a procedure undermines parliamentary control and would
complicate matters in accounting procedures. Sufficient it is to
realise here, that the Constitution was framed at a time when
the administrative implications of a plan were not very clear,
and therefore it should not be considered sacrilegious if a
provision is amended to suit the rcquirements of the day. The
parliamentary control is also not lessened, for these grants which
form part of a plan are already, by implication, approved by
the Parliament. (The Parliament has divided itself into many
Committees to consider the Second and the Third Five-Year
Plans and it is after such a consideration that the plans are ap-
proved by the Parliament.) These grants are fully accountable,
for they are considered by the State PAC’s—the only difference
being that they become accountable .at a later date than the
normal demands. The accounting procedures also—systemati-
cally evolved in 193722 are slightly out of date and do not
adequately meet the modem requirements. These considerations

*t Article 112 of the Constitution.
2 Explanatory Memorandum for the Budget, 1961-62.
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make the change imperative and therefore an effective and
useful change is a necessity.**

* The Prime Minister, in a statcment placed on the floor of Lok Sabha
on August, 1961, observed that hereafter the discussions of the Planning
Commission in regard to the Annual Plans of the State will be confined to
the ‘more important Projects and Programmcs’. He also added that “the
pattern of assistance to schemes both centrally sponsored and state
sponsored, are also being simplified”. The exact nature of simplifications is
not, however, indicated.



Chapter Scven

CONTROL OVER
GRANT-AIDED BODIES

THE term ‘grants-in-aid” has different applications. It is generally
understood to be the medium through which ‘grants’ are made
by the Central government to the State governments and by
the State governments to the Local bodies. \T%)_e_gl_x{)_p_o’sg’o_f_sud'n
grants may be elther to balancg_tbe State or local budgets or to

so far as they are ngen 1 to tates have already been conSIdered
in Chapter VI. This chapter is devoted to the study of ‘grants-
in-aid” given either to a corporate body or institution, under the
authority or the control of government, or to an institution which
is independent of government. The study is divided into two
sections (i) the trends in ‘grants-in-aid” and (ii) the control over
grant-aided bodies.

Trends

The ‘grants-in-aid’ given to private institutions, independent
of government control, and to corporate bodies set up either by
statute or by a resolution in Parliament, has reached a signifi-
cant magnitude only during the last decade. The reasons for
giving grants-in-aid to these bodies may be said to arise from
the following factors: (1) Certain service functions can be
better carried out by private or corporate agencies than by
government. This is particularly applicable to the field of social
welfare services. (2) In other fields also, where initiative in
the public sector is limited, or is not forthcoming in the required
degree, grants-in-aid are the only means of financing the bodies
specially created by government to perform functions of public
importance, but which for administrative and other reasons are
not performed by the government itself (e.g. specialised research
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agencies like the Council of Industrial and Scientific Research,
Institute of Public Administration, School of Town and
Country Planning, Indian Council of Medical Research etc.).
(3) Certain fields may not be suitable for government participa-
tion on a large scale and the role of government may have to
be confined to financing these bodies, leaving the considerations
of policy formulation and day-to-day administration to them.
The pre-eminent example in this regard is the University Grants
Commission which stands between the universities and the
government without encroaching on the independence of
universities (which would have followed if the normal pattern
of control associated with other moneys spent by the government
is followed) and at the same time ensuring accountability to the
governmental grants, and enjoying the confidence of both.
(4) The grants may also be used to foster development of "Arts'—
a development that requires finances which are not geunerally
forthcoming to the extent required. This is a field where indirect
participation and control of activities by government is not
often welcomed, and therefore their development has necessarily
to take place through special agencies set up for the purpose
(e.g. Lalit Kala Akademi). (5) The system of grants-in-aid also
aflords an opportunity for a most convenient and economical
way of supporting a service which is independent of government,
but one which regquires its support in the national and public
interests. Crants—inqimﬁ_fﬁe—s_e_ circumstances, offer the most
practical way of helping such institutions as the Administrative
Staff _College, the National Council of Applied FEconomic
Research, etc. - — T

Thus the system of ‘grants-in-aid’ offers a medium through
which grants may be given by government for specific or general
purposes, and affords an opportunity to the government to over-
look the alternative of taking over these functions for direct
financing and execution, which may prove to be too costly and
even impracticable- If reliance were not to be placed on these
bodies and if, instead, the government alone were to render
them, it would be obvious that government may have to under-
go a considerable expansion in its staff, etc., and even with such
an expansion, it may not after all be able to render those services
effectively in an administrative atmosphere encumbered with




CONTROL OVER GRANT-AIDED BODIES 207

red-tape and inertia. Thus on considerations of economy and
efficiency, the system of grants-in-aid is always generously
resorted to by government.

Practices

During the first and sccond five-ycar plans, increasing reliance
(as it ought to be) was placed on the system of ‘grants-in-aid’,
for rendering specific services included in the plan which were
not directly administered by government. In fact, a major portion
of the Budget demands of some Ministries, such as the Ministry
of Education, are devoted to the grants' allotted to various
agencies, both private and corporale. Also, the total amounts
provided for these ‘grants’ have increased during this period.
The grants given to individual institutions do not fully represent
the general patterns; and therefore, in a study of the trends of
grants, it is necessary that we confine ourselves to the aggregates.

The practical experience gained during the last decade reveals
three broad tendencies; (i) a phenomenal increase in the total
amounts of ‘grants-in-aid’, (if) an increase in the total expendi-
tures because of (i) and (i), a tendency for an increasing
reliance on governmental ‘grants’, often resulting in an abandon-
ment of an organised attempt to pool the cotributions from
charitable and philanthropic sources. The important questions
that arise from these three factors are—what are the means at
the disposal of government to ensure that the grants given are
spent for the purposes for which they were intended and within
the stipulated time period, and that the grants from government
have not been a positive factor responsible for the drying up of
private charities? While an answer can be found for the former
aspects, we have to content ourselves, in the absence of data,
with a few generalisations in respect of the latter.

The ‘means’ or the methods used in government to verify
if the amounts of grants have been spent on purposes for which
they were intended, constitute the very process of control itself
and may be studied from four angles. (i) Administrative control

! Report of the Estimates Committee, 1959, April, p. 8. About 60 per
cent of the Education Ministry’s budget provision is absorbed in the
disbursement of grants-in-aid. The number of grants-in-aid schemes
sanctioned by the Ministry has risen from 40 in 1955-56 to 92 in 1957-58.
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—control by the Ministry which is responsible for giving the
grants; (ii) Financial control—control by the Ministry of Finance;
(iti) Audit control—control by the Audit Department and
(iv) Parliamentary control. Each one of these spheres of control
is independent in itself, but together they ensure that the grants
have been well utilised. These spheres of activity may now be
considered in detail.

Administrative Control

The grants given by the administrative ministries are of many
kinds. The terminology used for the ‘grants” is also at times
confusing and complicated. The different terms* used to indicate
this mode of financing are ‘grants’, ‘grants-in-aid’, ‘direct grants’,
and ‘grants and donations’. The payment of obligational charges
to international bodies like the UNO, UNESCO, etc., are called
‘contributions’. ‘Contributions’ to these international bodies,
however, are generally distinguishable from the other grants
(a detailed study of these ‘contributions’ is made towards the
end of this section).

Though the terminology is different, yet the nature of all kinds
of grants, with the single exception of ‘contributions’ to interna-
tional bodies, is the same, and therefore may be considered
hereafter under the term ‘grants’. A grant may be ‘conditional”
or ‘unconditional’. Where the grant is given for a specific purpose
it is ‘conditional’; and where no objective is specifically laid
down but is intended for general improvement, it is ‘uncondi-
tional’. The grants may be recurring or non-recurring and may
be in cash or in kind. A grant is in kind’ where machinery or
equipment is given the monetary equivalent of which is included
in the ‘Demands for grants’ of the Ministry. These grants, as
stated earlier, may be given, both to corporate bodies set up by

2The Estimates Committee, in its 24th report (1958), recommended
(p. 13) the need for laying down a uniform nomenclature in this regard.
It is significant to note that a similar recommendation was made by the
UK Estimates Committee, in its 2nd report, in 1954. That Committce
observed that “the use of words ‘contribution’, loan’, ‘grant’ and ‘grants-in-
aid’ appears in some cases both haphazard and illogical.”
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government and to private institutions. In the case of grants to
corporate bodies set up by the government and working under
its control, the grants are, in a way, transfers from one govern-
ment agency to another. Generally, these ‘corporate bodies’ are
created for specific purposes with a view to enable them to
work in an independent way, untrammelled by the routines
and procedures which characterise the work of a government
department; and towards this purpose, these bodies are given
a certain amount of autonomy. As, however, these bodies are
largely financed by government, it has greater control on such
bodies than on those which are essentially ‘private’ in their
origin and functioning. Thus the extent of control exercised by
the Ministries has two aspects: (i) Control in the case of private
bodies which receive grants from the Ministry and (i) control in
the case of corporate or non-corporate autonomous® bodies set
up by government. The government’s control has many aspects
and differs in degree from one case to another depending upon
the purpose, size, nature of the grant, and the nature of the
receiving body.

Control in Regard to Grants Given to Private Institutions

The control exercised in these respects by the Ministries may
be examined from two angles: (i) before the grant is given
and (ii) after the grant has been made.

The first phase is essentially related to the examination of the
needs, the economic capacities and the administrative capacities,
i.e. capacities to administer the programme and spend the
amounts of the granting body. The second phase is primarily

* Bodics, which are set up by the government in the ordinary course,
without rccourse to a Statute, cannot have any separate legal status and
arc considered only as limbs of the government until such time as they
are given such status. This fact has been demonstrated in the case of the
Central Social Welfare Board. The Audit Report for the year *57 observed
thus: “The S.W.B. (Social Welfare Board) has been constituted by a
resolution of Government. It is neither treated as a government depart-
ment nor has it been incorporated by or under any statute. Accordingly,
the S.W.B. has no Juristic Personality, and as such is not competent to
hold or dispose off property. It has to be treated as a departmental agency,
the department being responsible for all its acts of omission and
commission and responsible for removing the irregularities.”

14
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concerned with the object of ensuring that the grants have been
well utilised and spent for the purpose for which they were
given. Those two phases may also be termed as ‘Pre-budget
Scrutiny’ and ‘Post-budget Vigilance” on expenditure.

Pre-Budget Scrutiny

The extent of scrutiny in the Pre-budget stage is dependent
on the nature of the grant. In certain cases, grants are prescribed
in ‘Statute’ and in other cases they are of an ad hoc nature.
Where they are prescribed in the Statute, the scrutiny by its
very nature is limited. Where ‘grants” are of an ad hoc type, the
extent of scrutiny is larger and more elaborate. The procedure
of scrutiny runs on the same lines as the scrutiny of any other
‘estimate’ (described in Chapter II). Briefly, the procedure of
scrutiny may be stated thus. The grant-receiving institutions
send their estimates to the government some time in November
when the Budget for the ensuing year is under preparation.
Like the estimates of the government departments, these esti-
mates are based on past experience, future expectations and
special programmes, if any, proposed to be included in the
coming Budget. The main issues of examination for the govern-
ment at this stage are to assess the actual requirements of the
body with reference to the programmes offered, etc., and its
managerial capacity to spend the amounts. However, no assess-
ment is possible except on the basis of its experience of the
institution. To enable itself to have a clear perspective of the
abilities and requirements of the institution, the government
insists on* “having an audited statement of the accounts of the
body or institution concerned”, which would enable it “to see
that the grant-in-aid is justified by the financial position of
grantee and to ensure that any previous grant was spent for
the purpose for which it was intended”. In the case of small
institutions which cannot avail of the services of the auditors,
the audited statement of accounts is not insisted upon, and “the
sanctioning authority may exercise its discretion of exempting
any such institution from the submission of accounts audited in
this fashion”,

* General Financial Rules, Vol. I, para 207(3), p. 65.
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On the basis of these statements, the Department concerned
is expected to estimate only for such an amount as is likely to
be expended during the year.® Defective estimates may lead to
surrenders and non-utilisation of grants, shortages on one hand,
and a partial fulfilment of the needs of the grant-receiving body
on the other hand. Thus, a proper estimation of the requirements
in cases other than those where grants are pegged to specific
purposes and where the cost aspect of the purpose and pro-
gramme are calculated in great detail, is a delicate and difficult
exercise. However, this process of studying the past history
and the background information of the grant-receiving body
with a view to fixing up the grant, may not always be helpful
in certain cases. The utility of this process of examination is
restricted in the case of bodies whose functions cover a wide
range and are not static. Where the grant proposed is in respect
of an altogether new activity, such an assessment is rendered
difficult. Besides, the past of an institution can be of little guid-
ance in judging its new activities. Further, in cases where grants
are given to °‘Arts’ councils, the applicability of the normal
methods of estimation is limited. In fact, in Britain the Treasury
receives the assistance of an “assessor’ in fixing up grants to the
‘Arts Council.™®

Post-Budget Vigilance

A grant settled through all this rough and tumble is then
included in the Budget and after acceptance by the Parliament,

5In certain cases, very few indeed, this canon is abandoned and grants
are made in excess of the requirements. See, for example, Annexure XIII,
Volume II of the 15th Report of PAC 1954-55. The Education Ministry,
which has made certain payments in excess of requirements, have justified
such payments as they considered strict adherence to the rules in certain
cases would have defeated the very purpose of the grants. The Ministry
stated that in ‘genuine and unexceptional cases’ a deviation from the
prescribed procedure of the General Financial Rules may not be considered
an irregularity, provided always that the necessity of such a deviation has
been carefully examined and concurred in by the rule making authority.”
p. 53. Cases of this type are likely to occur where the government is
more anxious than the grantee for the development of certain fields.

°]. W. Grove, “Grants-in-aid to Public Bodies”—1952, Public
Administration.
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an expenditure sanction is issued by the appropriate Ministry,
putting the amounts at the disposal of the grantee. The expendi-
ture sanction may be issued for the entire amount or a series
of sanctions may be issued over a period for each instalment of
the grant. This procedure depends upon the fact whether the
entire amount is to be given in a single instalment or in a
number of instalments over the year. The expenditure sanction
so issued specifies “clearly the time limit within which the grant
is to be spent, and also the object for which it is given and the
conditions attached, if any, to the grant”. The intention behind
this procedure is to ensure that there is at no time an accumu-
lation of balances with the recipient and that only amounts
which do not exceed the requirements are given. The specifica-
tion of the objective in the sanction is helpful in assessing,’
at a later date, the performance achieved from the grant. A
phased programme of grants or the paying of a grant in instal-
ments is equally helpful in modifying the amount of grant or in
short issuing the future grants in case utilisation of the first
grant has not been satisfactory. These sanctions have two im-
plied conditions,® (i) that the grant will be spent upon the
object within a reasonable time, and (ii) that any portion of the
demand which is not ultimately required for expenditure upon
that object shall be duly surrendered to the government.?

After the issue of the sanctions, the important concern of the
administrative department is to ensure that the amounts given
are spent for the purpose for which they are given. But in
ensuring this objective, any exercise of detailed control on the

"It is necessary that this expenditure sanction is always issued early, as
otherwise the utilisation of the grant is affected. The Estimates Committee
recommended (24th Report) that a suitable time limit of two months for
issuing expenditure sanction should be laid down.

® General Financial Rules, Vol. I, p. 66. ~

*The UK experience is slightly different. There, a grant-in-aid is
considered as exempted from the condition that the money must be
expended within the financial year. (Notes for the Use of Accounts
Branches of Government Department, p. 7. Fourth Edition, IIMSO)
Durrell observed on the aspect thus (p. 200): “When money is voted
as a grant-in-aid, Parliament dispenses with the condition that any amount
issued to the grantee but not finally expended within the financial year
shall be surrendered.”
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organisation is avoided as to do so would be contrary to the
object of using a grant-aided body?® for the specific purpose.
Thus, post-budget vigilance essentially consists in the operation
of an administrative machinery, which can render the grants
accountable without subjecting the grant-aided bodies to a
detailed control of the department in respect of its expenditure.
The accountability is ensured through the following methods:
(i) The grant-aided bodies are required to submit progress
reports. These periodical reports indicate the expenditure on
each of the objects as detailed in the scheme for which grants
are given, and are helpful in noticing the variations either in
the cost of the scheme or in the scope of the plan in its imple-
mentation, and also in ascertaining unauthorised diversion of
funds for other purposes. (i) Inspection of the grant-aided
bodies by the officers of the Ministry in order to report on the
progressive utilisation of the grant, and (iii) Representation of
the Ministry on the management of the grant receiving bodies.
(This is generally resorted to in case of institutions where the
entire or a major part of the expenditures are borne by govern-
ment or in the case of institutions, where the distinction between
private finances and government grants in its total budget is
hardly noticeable.) Such representation enables the Ministry to
obtain first hand information regarding the management of the
affairs of the grantee, as also to shape the policies to be followed
by the institution.

These procedures which have been in operation for quite some
time, have been revitalised with the recent implementation of
the recommendations made by the Estimates Committee in its
55th'! report. The Committee, emphasising the need to review
the benefit that accrued out of these grants, as also to realise the
actual use to which these grants are put to, suggested that the
“concerned administrative Ministry should obtain annually a
performance or achievement report from the grantee in respect
of each grant, and with the assistance of some leading officials
interested in the object of the particular grant review annually
its utilisation so as to regulate the payment of grants-in-aid in

' Treasury Memorandum to the UK Select Committee on Estimates—
2nd Report ‘Grants’. This is true in the Indian context also.
' ‘Department of Expenditure’, p. 7, 1959.
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future”. The Committee also suggested “that a review on the
utilisation of the grants-in-aid specifying in detail the achieve-
ments vis-a-vis the amounts spent should be included in the
annual report of the Ministry concerned”. The acceptance and
implementation of these recommendations have greatly en-
hanced the objectives of control. It should, however, be recog-
nised that control, in these matters, is essentially a ‘Teview’ of
the achievement with a view to regulate the future grants on
the basis of the past record. The grants, during an year, would
be susceptible for such regulation only if the grants were divid-
ed into instalments payable on different dates. Thus a phased
grant system has certain more advantages over a lumpsum block
grant inasmuch as the former enables a stricter control even
during the year, while the latter’s utility is confined to its being
merely a guiding point to the future. A phased programme of
payment of grants is therefore preferred generally to the
Jumpsum grants.

The procedure of review is, however, different in the case of
local development works, undertaken under the aegis of the
Community Development, where grants are given to the village
Panchayats and other voluntary agencies. Those are only
accountable through the local fund audit conducted by the
State Accountant General. The progress in respect of schemes
is conveyed to the Central Government by the State Govern-
ments through detailed statements and quarterly reports. The
State!? governments have their own agencies—liaison officers,
etc., to review the progress made by the agencies. However the
addition to the number of channels—voluntary agency, State
Government, Central Government—make the review at Central
Government level ineffective and even unrealistic. The remote
situation of Central Government, and the absence of an intimate
contact with the voluntary agency are factors which liberally

31t has been noticed by the Estimates Committee (24th Report, p. 10)
that the Ministry of Education were dealing directly with the applications
of individual private institutions. The Committee suggested an increasing
utilisation of the expertise of the State government in this matter and also
recommended that the “Centre should invariably inform the State govern-
ments concerned of the extent and purpose of assistance given to such
institutions.”
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contribute to the ineffectiveness of the review. An important
factor which helps the Ministry in assessing the performance
of these agencies is the certificate given by the Audit Officer to
the effect that the grant has been utilised for the purpose for
which it was given.

Grants to Corporate Bodies

It has been indicated earlier that specific bodies, with or with-
out a corporate status, are created by various Ministries to
render specific services which would otherwise have remained
unrendered. The control on these bodies, both in the pre-Budget
stage and the post-Budget review, follows the same trends as
are found in the case of corporate bodies, which enable the
government to be more intimate with the corporate body without
trenching on the autonomy of that body. The autonomy of these
bodies, as in any other case, consists in the management of their
own revenues and in administering a given policy. However, as
a major part or the entire revenues of the corporate body owe
their origin to government, it is natural and proper that the
government keeps itself in general awareness of the activities of
the body with a view to take necessary remedial action, if
required. What the UK Treasury has stated in a different context,
is applicable in this case also. The UK Treasury observed:
“Where the contribution made is small in comparison with the
proportion put up from outside resources, a lighter control is
more appropriate than in cases where almost all the finances are
provided from public funds.”* The control in these cases is
ensured, in addition to the general methods enumerated in the
preceding paragraphs, through the following means. (i) The
powers of these bodies in regard to the creation of high level
posts (Rs. 2,000 and above per mensem) have been deliberately
limited. The creation of such posts can be undertaken only
with the prior approval of the Ministry concerned. (ii) Generally,
there is nomination of government representatives on the govern-
ing bodies of the institution. The representatives may be either
from the Ministry of Finance or from the concerned administra-

*2nd Report of the UK Select Committee of Estimates on
“Grants-in-aid”.
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tive Ministry. (i) The submission of audited statements ¢
accounts and the budget estimates for the ensuing year to th
government. (iv) These bodies are, as a convention, audited b
the Comptroller & Auditor-General. In the case of a few orga
nisations, the following further safeguards also exist: (i) th
prior approval of government is to be obtained for large scheme.
of capital expenditure exceeding certain specified limits
(#) certain powers are retained by the government to issue
directions to these organisations in regard to some matters; and
(i#i) the government also retains a right to inspect these bodies.
Though these controls are generally acceptable to all, two of
them relating to the nomination of representatives on the govern-
ing body of the institutions and the right to issue directions, are
likely to be controversial and have in fact been much debated.
The question of government nomination on these corporate
bodies is one which is rather complicated and for which there
can be no definite answer, for any answer is a reflection of a
point of view which has its own rationale, logic and rcasoning.
All the same a few answers have been supplied. On the one
hand, it is argued that nomination of government representatives
on these bodies would reduce them to the status of an extended
wing of the secretariat. On the other, it is argued that senior
officers of ministries, who are concerned with advising govern-
ment on matters of policy, should not be associated with the
day-to-day execution of the policy, for such a combination of
different functions is more likely to result in the blurring of res-
ponsibilities, in the maintenance of a split personality and con-
sequent indecision. This point of view has been repeatedly
emphasised by the Estimates Committee in most of its reports.
The same Committee, however, took a different point of view
in its 15th Report'* and recommended that a representative of
the Ministry of Finance should be nominated on the Manage-
ment Board of the School of Town and Country Planning, as
the institution is solely managed on government contributions.
This recommendation was made despite a statement by the

* 15th report—2nd Lok Sabha, p. 24.

These views were expressed in regard to the government’s relations
with public enterprises. The above is an extension of the committee’s
reasoning, in respect of ‘grant-aided bodies.”
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representative of the Ministry of Finance to the effect that it was
not their policy to nominate representatives on such boards.*®
A different point of view can be that the nature of the bodies
set up for these specific purposes should be that of an advisory
body or a departmental committee with a government officer
as a chief executive officer under the control of the Ministry.
Such an arrangement is likely to thwart the very purpose of
setting up these bodies, and it would appear to be advantageous
to prefer a system of having corporate bodies with a degree of
autonomy while retaining some essential powers in the govern-
ment, rather than choosing the risky alternative of converting
every wing of activity into an arm of the government. A depart-
mentalised administration in these fields may be a poor substitute
to a flexible and autonomous body. Policy making is the forte
of the government and it is undesirable to delegate these func-
tions to other subordinate agencies. It is inevitable also, in the
case of bodies wholly financed from government grants, “that
there must be some degree of interference by the Treasury and
the parent department in the policy of that body”.’®

A related aspect of these questions, is one concerning the
control exercised by these corporate bodies on the grants given
by them to other subordinate agencies in the field. These cor-
porate bodies are big in themselves and in their own turn give
grants to other agencies or other institutions who require such
grants, e.g. the University Grants Commission gives grants to
the universities and the Social Welfare Board to the voluntary
agencies. There are many other similar bodies who disburse
grants to other agencies. While the control of government is con-
fined to the grant-receiving body only, the objective of control in
the corporate body extends far beyond to reach the final grantee.
Thus, the control by the corporate bodies on these agencies is
as essential as the control of government on these bodies.

The control by the corporate bodies runs on much the same
lines as the government’s. But the process of control is more
elaborate'” and is channelled through long and detailed codes

3P, 24, ibid.

*J. W. Grove, “Grants-in-Aid to Public bodies”—1952, Public
Administration.

'"In certain cases, it was found, that the corporate bodies had no
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which lay the criteria for receiving grants, conditions to be ful-
filled before the release of the grant and submission of progress
reports, ete. For instance, the Central Social Welfare Board
and the UGC have elaborate codes in this respect. The applica-
tion of these codes helps in determining the total amount of
commitments in the form of grants in a given year, and in
ensuring that the commitments so entered into are fulfilled
economically and that the total commitments have not been
exceeded.' The control exercised by these corporate bodies
supplies an essential link and supplements the control by the
government.

It is proper at this stage to study the impact of the grants on
the private charity. An increase in the number of grants and
in their magnitude is likely to result in the private contributions
receding backwards. While this tendency cannot be treated as
a strict Taw’, yet expericnce confirms the prevalence of such a
tendency. The govermment grants seem to make the people
rely more and more on government for more and greater grants,
rather than to explore the avenues of private charity. The
PAC of UK remarked in its 3rd report “that there is a tendency
for government assistance to result in drying up rather than in
stimulating voluntary financial cffort”. These opinions have been
further echoed by the Indian Estimates Committee who, follow-
ing the lead of the UK PAC, have in their 24th report stated,
“in fact the grant-in-aid should provide for a stimulus for
voluntary contribution and not dry it up”.

It is, however, lamentable that even in those cases where gov-
ernment grants are given on condition that private efforts should
be pooled to a specified extent, the experience has been wholly
disappointing. As for example, in the case of the Central Social

machinery of their own to know the progress and evaluate the achievements.
For example, the Estimates Committces in its 5th Report recommended
that the Natak Akademy should have machinery to watch the implementa-
tion of grants given by it (such a machinery did not exist before), p. 9.

'* Notwithstanding these codes, irregularities do happen. The incidence
of such irregularities may be ascribed to a faulty implementation of the
rules rather than to the system. The 1957 Audit Report (p. 70-2) cites
many instances of defective control over relcase of grants-in-aid to
voluntary welfare institutions and their utilisation by the Central Social
Welfare Board.
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Welfare Board, “In 1954-55, out of an expenditure of Rs. 7.33
lakhs the projects raised Rs. 1.88 lakhs from the public in cash
and kind; this was 25 per cent of the total expeunditure.” In as
many as 77 of the 17 projects, however, for which audited ac-
counts were available, there was no contribution’ from the
public as required in terms of the grant with the consequence
that “the basic principle of self-reliance which was regarded as
essential to the success of the projects was ignored in starting
many of the projects”.*" In these cases it became inevitable
for the government to finance the schemes, for essential projects
should not be stopped on the ground that private donations
were not forthcoming. This is one of the economic compulsions
in a developing economy; on the other hand, continuous and
extended application of this system may result in making public
reliance on government excessive. It is ncedless to say that
such a situation is unwelcome. How should this voluntary effort
be stimulated? What is the extent to which governmental grants
should go? These are some of the questions to which answers
have not been attempted here, for the answer lies not in the
administration of government or in pegging the grants to an
equal-matching voluntary effort but on the attitudes, behaviour,
social awarenesses, economic capacities and above all, on the
innate urge to contribute to the public good of a nation.

Contributions to International Organisations

As stated earlier, another important channel through which
the government’s grants flow is their contributions to the various
intemational organisations of which the government is a member.
Payment by the respective member governments is called a ‘con-
tribution’ as distinguished from a ‘grant’. In the case of the
former it is obligatory on the part of its members to pay thcir
subscription, while in the case of the latter it is always discre-
tionary. The contributions from the government to these bodies
generally vary with the nature of the organisation and with the
policy of the organisations. In some cases the amounts payable

'* Audit Report—1957, p. 69.
** Ibid., p. 70.
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are fixed and in others they vary depending on the programme
of the agency concerned.

These contributions have been increasing steadily during the
last five years. In 1955-56,%' the principal contributions amounted
to Rs. 1,37,27,971. During the same year contributions of less
than Rs. 1 lakh but exceeding Rs. 20,000 aggregating Rs. 2,32,009
were paid to 6 other international organisations. During
1957-582* the principal contributions amounted to Rs. 1,60,92,229
while contributions of less than Rs. 1 lakh but exceeding Rs.
20,000 aggregating Rs. 3,40,064 were paid to seven other inter-
national organisations. During 1959-60 the total*® amounts paid
in the form of contributions (including annual subscriptions)
were Rs. 2,01,99,000. These amounts have since been showing
a rate of increase.

The increases in the amounts paid to the international orga-
nisations do not any more increase the need for greater control
than does a stable expenditure; nor can a decrease in the
amounts reduce the magnitude and dimensions of the control.
The tendency for an increase is perhaps inherent in the activi-
ties of the international organisations and the preceding statis-
tics have been given to illustrate this aspect.

The estimates of contributions to these organisations are mnot
susceptible to close scrutiny, for the amounts are generally fixed,
and where there are variations, the variations are dependent
on the changes in the scope of the budget of the organisation
which should have already been approved by all the members.
The contributions, so fixed, do not lend themselves for any
control. Once the pro-rata contributions are fixed by the
organisation they will have to be paid by the member countries.
The alternative for the Ministry is either to accept the policy
of the organisation concerned and pay it on its terms or if it is
not satisfied with the performance ¢Jf the organisation, it may
cease its membership. It cannot call for any progress reports, as
it does in the private and corporate institutions and will have
to rely on the periodical deliberations of the organisation and
the progress reports published of its own accord. Thus the

3 Audit Report—1957, p. 65.
3 Audit Report—1959, p. 63.
* Explanatory Memorandum to the Budget, 1961-62, p. 271.
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control in the case of international organisation is almost in-
significant and in this respect it presents a contrast to the other
institutions which receive grants from government. There is,
however, one similarity. Both the intemational organisations and
the other institutions offer their programmes in advance and it
is only on the basis of these programmes that the government
becomes either a member of the organisation or decides to give
a grant to the body. The difference between the two arises
mainly in respect of post-Budget vigilance. Since these inter-
national organisations are a form of government in themsclves,
the control by the member governments becomes limited. But
each government keeps itself abreast with the latest develop-
ments in the activities of these organisations through its own
representatives on the Board of the organisation concerned.
This comparative administrative complacency which is almost
inherent in the system is apparently not acceptable to all. As for
example, the Estimates Committee recommended that in regard
to such payments (payments to international bodies) also, the
administrative ministry concerned should attempt a periodical
review of the benefits flowing therefrom in its annual report.2¢
Such an inclusion of benefits, in the annual report, will indeed
explain the utilisation of the contributions made by each
department. But in the assessment of the benelfits three factors
arc to be recognised: (i) The benefits may not always be com-
mensurate with the amount of the contribution. An application
of the rule that benefits should strictly be in accordance with
the amount of contributions would in the international sphere
only result in the maintenance of existing inequalities and
under-development. The application of this principle would also
result in the richer countries (for they contribute more) getting
more benefits. Such a principle is hardly conducive to the ideal
of economic development of the under-developed nations.
(i) In certain cases, it' may not be possible to quantify the
benefits from a contribution. As for example, the contribution
of a specific amount included in the ‘Demands’ for grants of the
Ministry of External Affairs for United Nations Emergency
Force can hardly be said to be resulting in a benefit to the

* 55th Report—April 1959, p. 8.
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contributing country. Contributions in these fields are based
more on the objectives and policies of the government con-
cerned, rather than on the ‘benefit’ principle. (iii) Activities of
certain organisations are confined to certain areas (e.g. malaria
control). Such limitation of activities to specific zones leads to a
situation where most of the countries may not derive any
benefits.

These factors are important in enumecrating and in assessing
the benefits. The basic truth is that contributions to international
organisations are obligational payments, based more on the
objectives of government than on the ‘benefit’ principle.

I

Financial Control

The sccond important aspect of ‘control’ is the one that is
exercised by the Ministry of Finance. In the process of exer-
cising this control the Finance Ministry supplements the con-
trol exercised by the administrative ministries. Since a part of
the work of the administrative ministry is done through the
Financial Adviser who is a representative of the Ministry of
Finance, it is natural that financial control should intermingle
with administrative control.

Up to 1958,** the administrative ministries were not delegated
any powers in respect of grants-in-aid even when provision for
the purpose was made in the Budget. Grants could be given only
with the specific concurrence of the Ministry of Finance. This
position underwent a change in 1958 when revised arrange-
ments for budgeting and financial control were introduced and
enhanced delegation of financial powers made.?* Under the
newly delegated powers, the administrative ministries were
given full powers to sanction grants-in-aid provided that the
patterns of assistance, the rules and principles governing the
grants have already been approved* by the Ministry of

*s ‘Book of Financial Powers'—1952—GOG

3¢ See Chapter 1V.

?* Such approved patterns exist in the case of Ministries of Health,
Education, Scientific Research and Cultural Affairs, and Community
Development.
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Finance. Where, however, there is no such approved pattem
grants can be given only after they have been approved by the
Finance Miuistry. The delegation of powers to administrative
ministries did not dispense with the control of the Finance
Ministry; on the contrary, it increased the responsibility of the
Ministry of Finance at the pre-Budget stage.

The control by the Finance Ministry may, like the adminis-
trative control, be analysed from two angles: (i) Pre-Budget
serutiny and (i) Post-Budget responsibilities.

All proposals received by the administrative ministries for
grants-in-aid are included by them in their Budget estimates
and these Budget estimates in their turn are presented to the
Ministry of Finance for their acceptance. At this stage, the
Finance Ministry is concerned with the size of the grant and
the policy of the grant and like the administrative ministries
it tries to ensure “that the object for which the grant was pro-
posed was a proper and valid object and that the grantee
deserved the grant™*® In order to acquaint itself with the
purpose and object of the grant, as also its likely beneficial
utilisation, the Finance Ministry studies “the position of the
institution and its past records, etc.”*

After such a scrutiny and having regard to the availability of
resources, necessary amounts are provided in the Budget. The
amounts so included in the Budget can be sanctioned as grants-
in-aid by the Ministries without any further reference to the
Finance Ministry, if such grants fall within the scope of the
‘approved pattern of assistance’ and where it is not so, it can
be sanctioned in consultation with the Ministry of Finance.

The post-Budget responsibilities are essentially a part of the
duties of the concerned administrative ministry. But in the
performance of these functions the administrative ministries
consult the Ministry of Finance. As for example, creation of
high level posts in the corporate bodies, variations in capital
expenditure, or in a case where the grant has to be spent for
a purpose other than the one for which it was originally intended
to, or when a reappropriation has to be made to provide for

** 55th Report of the Estimates Committee, p. 7.
** Minutes of Sittings Relating to Fifty-fifth Report of the Estimatcs
Committee, p. 17.
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an increase in a grant which was not foreseen earlier are matters
which require consultation with the Finance Ministry. In addi-
tion to these regular contacts, there are certain specific issues
in which the Ministry of Finance is interested and about which
it ascertains the correct position from the Ministry through its
representative accredited to that Ministry. These issues are:
(i) uatilisation of the grant and timely surrender of unutilised
portions; (ii) variation in the issue of grants with variations in
the progress of the schemes; and (iii) maintenance of the assets
created out of government grants. As indicated earlier, one of
the implied conditions of grants is that the unutilised amount
should be surrendered to government. Such surrenders may still
occur despite an accurate estimation of the grants. The Finance
Ministry ensures from the administrative ministry whether such
surrenders, if any, are made or not. The budgetary aspect of
surrenders is supplemented by equal care and attention in
regard to the utilisation aspect also. (It is, however, primarily
for the administrative ministry to satisfy itself regarding the
utilisation). The Ministry of Finance also tries to ensure in the
cases of phased payment of grants, that an instalment of the
grant is released only after the first instalment has been com-
pletely utilised. The obejct of control as stated earlier, is to
ensure that there is no accumulation of reserves by the grant-
aided bodies. Thus the payment of grants, or the ‘cash issues’
of grants, are always watched by the Ministry of Finance with
a view to ensure that the grant-aided bodies do not, at any
time during the year come into possession of large funds in
excess of their requirements. The third aspect of this control is
in regard to the maintenance of the assets created with or from
the grants made by government. It is quite natural that a number
of assets are cteated by the grant-receiving body. The review
of achievement by government, as indicated earlier, is confined
to the utilisation of grants only. But it is equally important to
ensure that the assets created out of the grants-in-aid, are not
squandered or misused. Keeping these aims in view, the Ministry
of Finance has recently institutionalised the pattern of main-
tenance of assets and governmental control over them. Under
this procedure there would be provision for the maintenance of
an audited record of all assets acquired “wholly or substantially
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out of government grant.” It has also been laid down that “in
respect of grants to non-government or quasi-government bodies
or institutions,” a condition may be laid down that the assets
should not, without the prior sanction of government, be dis-
posed of, encumbered or utilised for purposes other than those
for which the grants were sanctioned.

It would thus be apparent that by and large the financial
control acts as an essential supplement to the administrative
control and while so functioning it probes deep into certain
fields which are imperative to the efficient maintenance of
government property.

III

Audit Control

The main purpose of the audit undertaken by the Comptroller
and Auditor-General in this respect, is to ascertain whether the
money expended has been applied for the purposes for which
the grant was given, and whether the unutilised amounts have
been returned to government at the end of the financial year
or not. This process of control is useful in estimating and assess-
ing the actual utility of a grant-in-aid. The usefulness of such
audit in moulding and directing the future policy hardly requires
any emphasis. This audit control may be studied in two
different stages: (i) process of audit control up to the end of
1956 and (ii) since the beginning of 1957.

The year 1957 marks an important change in the scope and
nature of audit control in respect of grants.

Up to 1956, this consisted of the audit of (i) the original grant
itself,** and (ii) the expenditure subsequently incurred from it
by the grantee. The audit of the original grant received the
same attention as any other expenditure from the consolidated
fund. It mainly consisted of an examination to ascertain the
extent of observance of rules and regulations that govern the
expenditure®' from the consolidated fund and in respect of
grants-in-aid, in ascertaining whether the expenditure sanction

3 See Article 198, ef. seq. Audit Code, Vol. 1.
%1 See Chapter X.

15
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was issued by the proper authority, and whether the conditions
like the scrutiny of the audited accounts of the grantee prior to
the issue of the grants have been performed or not. The second
aspect is concerned with an examination of the utilisation of
the grant, i.e. the expenditure incurred from out of the grant.
The verification by audit in this regard is dependent on the
nature of the grant, whether it is conditional or unconditional.
In case of conditional grants, it is the responsibility of the audit
to ensure that the grants were expended only on the purpose
for which they were given. Where no conditions are attached
the audit is in no position to comment on the manner in which
the grant was spent. To obviate this difficulty the audit mainly
relied on the method of obtaining a certificate from the con-
cerned Ministry to the effect that the grants have been utilised
for the general purposes for which they were given. This certi-
ficate, which is required to be given at regular intervals, is
admitted in audit. Before recording this certificate, the Ministry
is expected to satisfy itself regarding the proper utilisation of
the grant. The certificates given by the administrative depart-
ments, though generally admitted in audit, are at times submitted
to a test check? with a view to examine the adequacy of the
procedure observed for obtaining the assurance on which the
certificate is based. Thus, the audit until 1956 remained essen-
tially dependent on the certificates produced by the adminis-
trative authorities. This procedure had undergone some change
in 1956* during which year increasing stress was laid on
providing an independent means to the Comptroller & Auditor-
General in order that the grants, especially in those cases where
they form the bulk of the revenue, are spent for their intended
purposes. A realisation of the need for an independent check
resulted in the evolution of a new system initiated into practice
in January 1957. According to this procedure “grants-in-aid in
excess of Rs. 1 lakh per annum recurring and Rs. 5 lakhs non-

2 Audit Code, Vol. 1, Article 193 (C).

53 It is significant to realise that developments of this nature have taken
place, a few years earlier in UK in 1951. On a suggestion by the PAC,
the Treasury conceded that where the grant forms the bulk of the
grantee’s income, the inspection of the Comptroller & Auditor-General
should be accepted—]. W. Grove, op. cit.
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recurring should normally be sanctioned by the competent
authorities with the specific condition laid down in the sanction-
ing orders that the accounts of the institution receiving the grant
should be open for a test check by the Comptroller & Auditor-
General at his discretion.” This procedure opened new horizons
in audit control and the comparative low ceilings of grants
indicated in the revised procedure brought a major section of
the grant within the control of thc audit. This device of test
audit “is a compromise between full authority by the Auditor-
General and no kind of inspection of the accounts at all.”*
The audit exercised by the Comptroller & Auditor-General
may be analysed under the following further heads: ** (i) Bodies
which receive grants-in-aid from the government but which
account in detail to the Comptroller & Auditor-General. In this
category may be included the various universities and other
corporate bodies which were set up by the government. In
entrusting the audit to these statutory bodies, enough care was
taken not to impinge on the autonomous character of the insti-
tutes as conferred upon them under various statutes. In these
cases where provisions relating to audit were not specifically
included in the statute, the question of accountability and audit
were conveniently solved by making consent audit arrangements
with the Comptroller & Auditor-General—a process which
consisted in the autonomous bodies themselves asking for the
audit arrangements. In certain cases, where possible, a specific
provision to the effect that the audit would be done by the
Comptroller & Auditor-General, was incorporated in the statute.
An instance is the Indian Institute of Technology, Kharagpur
Act of 1956. Similar arrangements exist for the UGC and other
bodies as well. However, an exception was made in the case of
the Indian Statistical Institute on the plea that it is a scientific
institution in the evaluation of which more emphasis should
be laid on the performance rather than the usual audit,®®

3 1. W. Grove, ibid.

** This analysis is greatly influenced by the UK Select Committee’s
2nd Report—1954, p. 74.

* Initiating the Debate on the Bill the Prime Minister observed that
audit of the type done by the Comptroller & Auditor-General is more
relevant to Government administration than to scientific institutions. He



228 CONTROL OF PUBLIC EXPENDITURE IN INDIA

(ii) Bodies which do not account in detail to the Comptroller &
Auditor-General but whose accounts are open to his inspection.
Most of the private institutions which receive grants exceeding
an amount of Rs. 1 lakh recurring and Rs. 5 lakhs non-recurring
under the 1957 procedure are included in this category, and
(#it) Contributions not specifically treated as grants-in-aid to
international bodies whose accounts are not maintained by the
Comptroller & Auditor-General and are also not open for his
inspection. As stated earlier, contributions stand altogether on a
different footing so far as control is concerned and are not
comparable to the usual grants. However, information in regard
to all these grants is included in a separate section in the Audit
Report under two headings: (i) contributions exceeding an
amount of Rs. 1 Jakh (given in detail) and (ii) the total amount
of grants varying between Rs. 20,000 and 1 lakh.

The audit authorities strive to reach the diflerent corners of
a grant and render accountability of grants complete. It is,
however, a moot point, whether it is legally entitled to undertake
this test audit at all. The functions of the Comptroller & Auditor-
General,*” as adapted by the constitutional order of 1947, are
the same as those laid down in the Audit and Accounts order
of 1936 and no provision was made in this order to enable the
Comptroller & Auditor-General to undertake test audit in respect
of grant-aided bodies. This lacuna can be avoided by bringing
about comprehensive legislation, specifying the activities and
responsibilities of the Comptroller & Auditor-General as desired
in the constitution.

It is, however, important to note that whatever be the legality
of the test audit, this audit by the Comptroller & Auditor-
General has brought to light many deficiencies and, time and
again. focussed the attention of the administrative authorities
on the need to observe the rules and regulations more carefully.
These findings of the audit have also been useful to the Public
Accounts Committee of the Parliament.

added: “1t is better for such institutions that the Comptiolics & Auditor-
General be not charged with the audit of these institubions See Lo S
Debates of 14th December 1959,

** See Chapter IX.
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1AY

Parliamentary Control

The control of Parliament in this respect is exercised, as
in the case of other financial matters, through acceptance of
estimates presented by the Ministries and then cyamination of
the reports of the Comptroller & Auditor-General at a later
stage, There is, however, one important difference that distin-
guishes its control on grant-aided bodies from other financial
matters. These grants form an exception to the general rule
that money voted by Parliament must be accounted” for in
detail to the Comptroller & Auditor-General. But as indicated
earlier no grant-in-aid is accounted for in detail. This feature
is inherent in the system of grants-in-aid. Nevertheless, ways
aud means and procedures have been devised by which the
Parliament can be appraised of the progress of work financed
from the grants-in-aid. Thesc procedures may be classified into
two groups: (i) parliamentary discussion and acceptance of
budget demands and (i) parliamentary supervision through
its financial committees.

Discussion

The general attitude of Parliament is that it does not welcome
the principle of voting money without maintaining control over
it. As such, it is generally of a conservative bent. But in the
Indian context, however, this has certain limitations. In an
economy which is expanding grants-in-aid both through the
efforts of government and private agencies are to an extent
imperative. Though the Parliament is aware of the compulsions
of a planned economy, the Parliament, as a body, has been very
conscious of its rights and privileges. The Indian Parliament,
while on occasions®® welcomed the grants, also insisted on a
better degree of parliamentary control.

" The PAC of UK obscrved in 1896: “grants-in-aid furnish an caception
to the general rule that the expenditure within the Parliamentary votes
must be acconnted for in detail by the Accounting Officer.”

** See, for example, the discussions of the Lok Sabha on 14 Dec. 1939
on the Indian Statistical Institute Bill. Mcmbers of Opposition alco wel
comed the need for such a bill.
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The ‘Demands for grants’ of the Ministries presented to the
Legislatures, include the amounts provided for grants. These
are discussed in the Legislatures, although only generally. The
traditional instruments of moving ‘cut motions’ are equally ap-
plicable to the grants-in-aid but, more often than not, these cut
motions are moved to ventilate grievances rather than to limit
the supplies. In regard to the contributions to international
organisations (as these amounts are not susceptible to reduc-
tion) the alternatives before the Parliament are either to con-
firm the decision of the Government to remain a member of an
organisation by voting the subscription or to compel the Gov-
ernment to resign from the body by withholding the necessary
funds. The discussions by Parliament at the stage of voting
the supplies is a healthy step and is an extremely useful device
in the hands of the Parliament in controlling the ‘grant-aided
bodies’. In respect of autonomous bodies which though set up
by the Government but are financed by grants-in-aid, the Mem-
bers are allowed to move resolutions to discuss the affairs and
programmes of the grant-receiving institutions.*’

In addition to the procedures mentioned the Parliament also
exercises control in other ways. These are related more to the
structure of powers of the executive and its dependence on the
Parliament for supplies and the audit provisions incorporated
in the statutes through which specific ad hoc bodies have been
set up. The structure of the financial powers of the executive
is such that it cannot increase, in any circumstances, the amount
of the grant-in-aid by reappropriating the savings available
under other sub-heads of the vote. It has to approach the Parlia-
ment for a supplementary grant. This measure restrains the
executive from spending more amounts than granted. Secondly,
in the case of a few institutions which account in detail with
the Comptroller & Auditor-General, the audited accounts are
submitted to the Parliament along with his report. These reports
provide an opportunity to the Parliament to ascertain the pro-
gress made out of the grants. To enable the Parliament to
discharge these functions, it is supplied with detailed informa-

“*Such a resolution was moved once to discuss the progress of the
Indian Institute of Public Administration.
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tion in respect of most of the grants. For example, the details
regarding the contributions to international organisations are
shown in great detail in the “Explanatory Memorandum of the
Budget.” Similarly, when a new legislation is under way for the
setting up of an institution information regarding the method
of financing and the amount of grants payable from the consoli-
dated fund is given.*!

Control through Committees

The two financial committees of the Legislature are the Public
Accounts Committee and the Estimates Committee. The Public
Accounts Committee scrutinises and comments on the audit
report submitted by the Comptroller & Auditor-General. As
indicated earlier the audit reports, which include the results
of the test check undertaken by the Comptroller & Auditor-
General, serve as the basis for the examination of the Public
Accounts Committee.

The Public Accounts Committee takes, as its working in the
recent years would indicate, a critical attitude on the procedures
adopted by the Ministries in making payments of grants-in-aid.
Irregularities that occur in the non-observance of the rules and
regulations are looked upon by the Committee with serious
concern.

The Estimates Committee is the other Committee of the
Legislature. This Committee, by its very nature, cannot go
either into the accounts of the body receiving grants-in-aid or
make a study of the management of the institution itself as it
does in the case of the Ministries. Notwithstanding these struc-
tural handicaps the Indian Estimates Committee has made a
useful contribution not in verifying whether a grant was spent

¢ The Estimates Committee (24th Report, p. 13) has recommended that
in the case of recurring grants a note should always be attached to the
‘estimates’ stating that the grant-in-aid is a series of grants-in-aid and
setting out the amount already granted and the further amount to which
Government are committed. The Committee desired that a note on these
lines should be included in the Explanatory Memorandum: It may be
stated here that information in respect of the grants given during the
preceding two years is generally included in the Budget. The grants-in-aid
for the future are not always precise and therefore it becomes difficult to
include the “commitments.”
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for the purpose for which it was intended—which essentially
is a function of the Public Accounts Committee—but in devising
administrative checks to ascertain the utilisation of the grants.
Important among the studies made in this regard by the Com-
mittee are the 24th report, and 55th report of the second Lok
Sabha. The suggestions of the Committee have already been
considered in the earlier sections.

Conclusions

We have so far been concerned with a description of the
system. The questions that would arise from such a study are:
(i) Does the system ensure a smooth working? and (i) Is the
control adequate? The merits of the system of grants-in-aid
are dependent on the answers to these questions.

The process of examining a system with a view to assess
whether the machinery is operating well or not, has necessarily
to consider the point of view of both those who administer and
those who are administered. In other words, it should reflect
the attitudes of both the parties. Viewed from one angle the
attempts of the administrative ministries in taking precautions
before making a grant should be considered essential and
justified. It is only natural that safeguards are taken before
amounts are given. But these safeguards are not always appre-
ciated by the grantees. The grantecs often allege that there is
considerable delay in the issue of expenditure sanctions.** and
that even when the sanction is issued there is considerable delay
in making the grant available. Such deficiencies are likely to
hamper the effective utilisation of the grants-in-aid. They have
led one writer to say that “the system of grants-in-aid as it
exists today does not seem to serve fully the purposes for which
it is intended.”* The generalisation is, however, sweeping, for
the deficiencies enumerated are more due to other fundamental
factors than to anything connected with the system of grants-
in-aid. It is not a good system of grants-in-aid that is the need
of hour, for it already exists. What is required is an efficient

*“ The 24th report of the Estimates Committee concedes this (p. 13).
“P. P. Agarwal, The System of Granis-in-aid in India.
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working of it. Any assessment of the system of grants should
take cognizance of this basic distinction.

The second question is related to the adequacy of control.
The methods and process of control, described at length, offer
many checks and balances and retain sufficient power in the
Ministries to ensure the proper utilisation of a grant. Despite
these safeguards there have, however, been many lapses.
These lapses as revealed through successive audit reports are:
(i) Grants made without verifying the capacity to spend thereby
resulting in large surpluses with the grantees, (i) Grants made
without specific budget provision even where the new service
concept was attracted, (iii) Unexpended grants not called back,
leaving room for their utilisation for other purposes, (iv) Lack of
evidence in many cases that the audited accounts of the grantees
had been examined administratively by the concerned ministries,
and (v) inordinate delay in the submission of the utilisation
certificates to audit.

These defects again are not due to the system but due to
the non-observance of the rules and regulations and should
therefore be treated as lapses, more due to human failures
than as failures of the system. In conclusion we may consider
some criticisms that are generally levelled, viz., (7) that it reduces
parliamentary control, and (ii) that the grants help the creation
of ‘domains’ of patronage.

The inadequacy of parliamentary control in regurd to the
grants has been the subject of many a study in the United
Kingdom. Two representative opinions of this school of thought
may be cited here. Prof. Ivor Jennings has observed,** “The
establishment of separate funds for quasi-independent authori-
ties and fed by grants-in-aid is part of the process of taking the
subject matter ‘out of politics; being out of politics, being out
of control’”” In the same vein the Select Committee on Estimates
observed: “Your Committee clearly understand the advantages
existing in grants-in-aid, but they fear that.as their number and
size increase, so parliamentary control over public expenditure
must deteriorate.”® It added that “any slackening of this control

“* Parliament, p. 339.
*' 2nd report on ‘grants-in-aid’, 1954,
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would be a retrograde step and might lead to abuse” and with
a view to prevent this the Committee addressed itself to the task
of reducing the size and number of grants. They suggested that
the Treasury should exercise greater vigilance in considering
new grants. These considerations are important in themselves.
But they are not very relevant to the Indian conditions, the
distinguishing feature being that in a developing economy an
overwhelming role of the Government in all spheres is not
desirable. It is this factor which necessitates reliance on
autonomous organisations to render useful services. Thus an
increasing utilisation of the grants-in-aid as a device for promot-
ing development is essential. Further, the Parliament as a body
is not interested in the detailed accounting. The object of
parliamentary control is fulfilled through the administrative and
other financial checks exercised by the administrative ministries,
Ministry of Finance and the Comptroller and Auditor-General.
A proper functioning of these three controls, incidentally, ensures
a reasonably good parliamentary control too.

The second aspect relates to ‘patronage’. It is often felt that
when large grants are given they enable the Head of the institu-
tion to create a “domain of patronage.” Needless to say “the
basic safeguard against the waste of public funds by grant-aided
bodies of this sort lies in the capacity and integrity of their
governing Boards and officials.”*® But to avoid any misapplica-
tion of funds, etc., the Government ensures before giving a
grant, that adequate legal provisions exist in the by-laws of
the body to prevent any mishaps. For this purpose, elaborate
codes and rules and regulations are required to be prepared by
each of these agencies.

It would, therefore, appear that the control exercised is fairly
adequate and if it errs at all, it errs contrary to the normal
opinion and belief on the excessive side. The comprehensive
checks and balances go to make the control more stringent than
liberal.

“J. W. Grove, op. cit.



Chapter Eight

ASPECTS OF
EXPENDITURE POLICY

“Would you tell me, please, which way I ought to go from here?”
asked Alice.
“That depends a good deal on where you want to go to,” said the cat.

THE PrecepING CHAPTERS were concerned with a description of
the administrative machinery employed to control the finances
and the various methods used by them for such control. This
chapter is devoted to a study of the expenditure policy of the
Government—the problems faced at different stages by the gov-
ernment and the ways devised for tackling them. A major part
of the study is devoted to problems that arose after independ-
ence. To ensure continuity in the study and to provide a back-
ground against which the present policy can be better appre-
ciated, certain landmarks in the expenditure policy of earlier
periods are also considered. These landmarks are related to the
problems that cropped up during the early years of the history
of Indian financial administration. The study is broadly divided
into three parts: (i) the characteristics of Indian public expendi-
ture; (i) the course of policy; and (iii) a perspective for expendi-
ture policy.

Indian Public Expenditures : Characteristics and Growth

A basic principle observed by every individual in spending
his monetary resources is to ensure that the utility derived from
every rupee spent by him is the same. -His resources are so
apportioned among different goods as to give him the same
marginal return for all of them. It is generally known that in the
case of individuals (private finance) their expenditure is limited
by their income. These considerations, however, do not hold
good in the case of ‘public finances’ or governmental finances.
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The financial administration of a country is carried on by a
group of officials (civil and political) who have their own judg-
ments for every public expenditure incurred. The operation of
“public expenditures’ is the result of a series of 'value judgments’
arrived at by these officials. The government ‘expects them’ to
exercise the same vigilance in respect of expenditure incurred
from public moneys as a person of ordinary prudence would
exercise in respect of expenditure of his own money. Though
this general principle is helpful as a guiding star, it is not always
possible to cxercise the same prudence—prudence based on the
marginal utility theory in all public expenditures. The individual,
in the process of making a comparison of the different utilities
derived from a rupee spent on as many commodities, is helped
by the normal market mechauism. In the government, however,
the process is quite different. Primarily, the decision-making
process of a government is essentially political and the govern-
ment by virtue of its coercive powers always enforces the
decisions it has made. Secondly, the absence of precise market
values renders the assessment of the merits of each public
expenditure difficult; besides, the measurement of utility of each
expenditure in a government is also impossible. A complete
balance of such equi-marginal satisfaction may be possible only
when “a community were literally a unitary being with the
government as its brain™.?

The governmental expenditures are incurred in accordance
with a set pattern of objectives—a pattern which reflects the
social and economic needs and requirements of a community.
These needs which are reflected-in the objectives of a budget
grant are translated into action in the form of programmes,
plans and schemes. The objectives of a budgetary grant of an
expenditure programme may not always be the exact reflection
of a community’s wishes and demands, and quite often they
might be the result of a compromise arising from conflicting
political forces. It is the interaction between the political and
social processes of a country that define the range and character
of its national objectives. The objectives so arrived, may not

' General Financial Rules, sub-para (i) of para 10, p. 3.
* A. C. Pigou, A Study in Public Finance, p. 31.
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always be implemented in the same form. They are liable to
undergo certain changes in the process of decision-making and
functioning of government. The decisions of the government
are, in certain fields, made in an atmosphere of uncertainty.
For example, foreign policy and defence are some of the fields
where generally the unpredictable happens. Further, the deci-
sion-making process of government is itself a complicated one,
involving different levels in a hierarchy. Government dccisions,
as indicated earlier, are the product of an organisational machi-
nery where cach level carries a particular degree of responsi-
bility. There are certain important factors to be recognised in
the process of decision-making, such as (i) expertise, (i) com-
munication and responsibility.* The expertise consists in the
measurement and comparison of alternative public outlays; the
communication function, in hearing the views and the represen-
tation of diflerent groups; and the responsibility function, in
testing the realism of proposals in relation to the requirements
of these groups.

In the Indian governmental system. the first function is per-
formed by the civil service. and latter two functions by the poli-
tical executive. All these elements merge in the process of
making a decision and together they give rise to a decision based
on the values thrown up by an integration of expertise, com-
munication and responsibility. In this process of decision-mak-
ing “facts and values are no longer compartmentalized; facts
shape values and values shape facts.”

The objectives of public expenditures are always determined
by the existing requirements of the community and the political
ideology of the party in power. Experience in this regard is
complete. For example. during the early years of the 18th
century when laisser faire was the slogan of the day, public
expenditures were treated with positive contempt. They were
considered to be unnecessary and were deemed to be at the
expense of private spending. This philosophy yielded its place
in due course to another. With the growth of an ideology which
pleaded for a positive interference and extensive control by the

* Jesse Burkhead, Government Budgeting, p. 56.
4 Ibid.
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State, a new light was shed on public expenditures. The subse-
quent occurrences of economic fluctuations and frequent ‘depres-
sions’ brought to light many aspects of public expenditures
which were not hitherto given any attention. Each one of these
stages has had its influence and impact on the nature and
course of public expenditures. But, by and large, the expendi-
tures were moulded, shaped and guided by the economic
requirements, contemporary social philosophy, and the political
ideology of the government. Notwithstanding the obvious
differences between the objectives of public expenditures in one
period and another a general pattern of the objectives of public
expenditures can always be formulated.

It is important, however, to recognise that specific situations
always require specific objectives and more specific remedies.
The formulation of a specific objective can always be done by
applying the general objectives to specific purposes. The general
objectives are: (i) to provide a minimum of certain services for
the physical, social and economic security of the nation;
(i) to promote the most effective utilisation of human and other
resources; (i) to protect the welfare of the majority even where
certain public expenditures are devised to further the welfare
of a particular class of people; and (iv) to stabilise the factors
that shape the economy of a country.

Growth of Expenditure

The implementation of these objectives during the last century
has led to a tremendous growth in public expenditures in almost
all the countries. A statement of the factors that led to an
increase in expenditure is in order at this stage.

Adolph Wagner, the famous German sociologist, stated in the
later part of the 19th century, after making a study of public
expenditures of many nations, that the activities and the func-
tions of governments were regularly increasing. He called this
tendency, the ‘law of increasing activity’. This increase in expen-
ditures, though primarily due to urbanisation and industrialisa-
tion, was the result also of the constant addition of new functions
and the more efficient and complete performance of both the
old and the new functions. This law in fact indicated the future
trend of public expenditures.
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The expenditures of the period that followed reveal a con-
sistent and secular trend of ‘increase’. These increases in public
expenditures during the last two decades were the results of
different forces working in multiple directions. The main factors,
however, were®: (i) the expansion of public wants (ii) the rise
of the ‘modern state’ with its emphasis on service to the citizens;
(iii) the two global wars which proved to be costly and conti-
nuous international tensions; (iv) the rapid growth of population;
(v) the impact of the industrial and social revolutions of the
19th and 20th centuries with the resultant emphasis on new
efforts at social progress; (vi) the rising levels of public con-
sumption; (vii) the direction of public expenditures towards
economic development and stability; and (viii) the rising prices.

All these factors are equally discernible in the Indian public
expenditures also. The gradual change of attitudes in the foreign
rule from a stage when they were primarily concerned with
the maintenance of law and order to the setting up of famine
relief funds, construction of irrigation projects (though obvi-
ously for the purpose of increasing the revenues thereby) and
eventually to a stage where increasing expenditure on social
services like education, medical amenities, etc. were spent con-
clusively indicates the pattern of the growth of Indian public
expenditures. Finally, the replacement of a foreign rule by a
democratic government wedded to a policy of economic recon-
struction has led to a significant change in the direction of
public expenditures.

The term Indian public expenditures broadly refers to the
expenditure of the Central Government, provinces® and princely
states, etc. However, the data given in the following paragraphs
are related to the Central and State governments only. The trends
of Indian expenditures can be better analysed by dividing them
into four phases, viz. (i) trend of expenditures up to 1922;
(i) between 1922 and 1936; (iii) during and after the Second

% See the author’s review of Francis Bator’s book in The Indian Journal of
Public Administration, Jan.-March, 1961, Vol. VII, pp. 116-17.

¢ After independence, and especially after the States reorganisation in
1958, these units of administration were reorganised into three distinct
units: (§) Central Government, (#) Union Territories and (i) State govern-
ments.
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World War and up to independence; and (iv) post-independence
period. An almost similar division of periods is also adopted for
reviewing the expenditure policy of government. At this stage,
the study is concerned only with the direction and composition
of expenditures during the above periods. No attempt is made
here to discuss these periods exhaustively. The classification of
the past into these periods helps a proper understanding of these
issues. What is attempted here is a picture of the ‘tendencies’
over a century and a general ‘running commentary’ of the salient
features of the expenditures all through these few phases.

The following table gives the different categories of expendi-
ture, as also the amounts spent under each category of the
Central Government for four decades after 1890.

TasLE 1
(in lakhs of rupees)’

Expenditure 1891-92 1901-02 1911-12 1920-21

(i) Debt Services 3,60 1,73 88 12,07

(#) Military Services 23,58 24,24 29,33 87,33

(iii) Collection of Revenue 5,90 8,77 9,57 16,09
(iv) Commercial Services

(Rly., Irrigation. P & T) 1,34 —Shown as Net Revenue only.

(v) Civil Services 21,25 21,83 36,81 52,59

(vi) Famine Relief 1.26 1,32 1,50 1,50

(vii) Provincial adjustments 1,48 1,45 86

It would be ohserved from the above table that the important
items which occupied a larger share in the total volume of
expenditure were the Military Services, Debt Services, and Civil
Services. The amounts spent for famine relief up to 1878, were
either raised specifically or surpluses were diverted for the
purpose. In 1878, this system was changed and a system by
which specific amounts were appropriated was introduced. But
this was not strictly adhered to until 1881, from which year an
annual amount of Rs. 1.50 lakhs was provided in the Budget
and appropriated. This explains why the amount was static
under this head. The debt services,” which were heavy owing
to commitments entered into during and immediately after the

V. Anstey, op. cii
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Sepoy Mutiny, appeared to be reducing towards the latter part
of the 19th century. But the expenditure on civil public works
and the First World War, necessitated the raising of new loans.
There was thus an increase in the debt services. It would also
be observed that expenditure on the ‘Social Services’ has not
received any attention during this period though the expendi-
tures on Defence Services rose to such an extent that in 1920-21
nearly 51 per cent of the total expenditures was devoted to
Defence. This tendency is understandable but the years that
followed the end of the war were not happy either. The failure
of the monsoon, the incidence of an influenza epidemic and the
onset of a trade depression in 1921 reduced the possibilities of
incurring expenditure on ‘Social Services’. In addition, the diffi-
culties on the legislative front where the Swarajya Party was
refusing to consider any fresh levies aggravated the contem-
porary situation. The impact of all these forces was considerable.
The continued prevalence of Budget deficits, during the last
two decades in particular, allowed no room for diversion of
expenditures to productive purposes.

The decline in the expenditure on ‘Defence Services in the
immediate post-war period’ was to an extent compensated by
an increase in the ‘debt services’. The following table gives the
details of expenditure on Debt Services, Defence Services, Civil
Administration® and on capital account in the post-war years:

TasLE IT°

(in lakhs of rupees)

Year Debt Civil admi- Defence Capital
nistration services outlay

1922 16,00 9,41 69,81 2522

1923 16,18 9,94 65,27 21,59

1924 17,33 9,34 586,23 16,70

® ‘Civil Administration’ represents the wages, salaries, payment for goods
and services and also developmental expenditures like education, medical
and public health, ports, pilotage, etc.

* Compiled from the ‘Banking and Monetary Statistics’.

16
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The absence of expenditures during this period on social ser-
vices was criticised on different counts. Dr. B. R. Ambedkar
pointed out that “progress” has been sacrificed to “order™°®
while Prof. Kale observed that “the obvious preoccupation of
war was not a sufficient excuse for marking time in the expansion
of education, improvement and sanitation and the promotion
of industries”. While this was the case in respect of the Centre,
there was a noticeable improvement in the Provinces. The intro-
duction of the Montford Reforms helped considerably the
resource position of the Provinces. Provincial autonomy which
was a part of the ‘Montford’” reforms not only gave new resour-
ces to the States but also certain fields of activity where more
expenditures were to be incurred. Table III indicates the trend

TasLE III"
(in lakhs of rupees)

Year Debt Security Social services*
services services
1922 1,02 27,18 15,39
1923 1,29 27,40 15,18
1924 1,86 27,35 15,36
1925 2,44 28,78 16,64
1928 3,28 28,96 18,53
1927 2,95 29,59 19,72
1928 2,89 30,04 20,33
1929 2,92 30,89 21,71
1930 2,80 31,61 22,35
1931 2,75 32,46 22,10
1932 3,31 31,50 20,19
1933 3,84 30,55 19,07
1934 3,78 29,91 19,52
1935 3,15 29,76 19,78

1938 3,58 30,65 20,39

' Quoted from V. Anstey, The Economic Development of India.

'* Compiled from the ‘Banking and Monetary Statistics’ (RBI), p. 875.

'* Expenditure under this head includes education, medical and public
health, agriculture, industries, civil aviation, ports, pilotage, etc.
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of Provincial expenditures during the period from 1922 to 1936.

During these years, the total expenditures of Provinces were
also increasing while the total expenditures of the Centre were
steadily declining. This growth and decline was the result of
contemporary constitutional reforms. The growth and decline in
these expenditures may be observed from Table IV.

These Provincial expenditures increased so very rapidly that
by 1936 they maintained a level of near parity with the total
expenditures of the Centre. This may be observed from Table V.

With the outbreak of the Second World War there was a
great upsurge in the expenditures of both the Centre and the
States. The following table gives an indication of the growth of
public expenditures during the Second World War.

TaBLE V2

(in crores of rupces)

1921-22 1936-37 1938-39
Centre 109.93 80.92 82.03
States 70.12 76.69 80.53
TaBLE V

(in lakhs of rupees)

Total expenditure Total expenditure
of Centre of States
1934 80,12 85,76
1935 83,23 . 85,25
1936 83,09 88,56
1937 80.89 91,40

'3 Taxation Enquiry Commission Report, p. 35.
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TaBLE VI*
(in lakhs of rupees)

Total Central Total States

expenditure expenditure
1939 85,11 85,76
1940 94,57 89,12
1941 114,18 95,27
1942 147,26 103,54
1943 288,87 118,49
1944 439,86 153,44

1945 496,25 204,35

These figures speak for themselves. After the end of the war
the increased expenditure on military services, slowly gave place
to developmental expenditures. The expenditure on Defence
Services, was maintained even after the war, though at a reduced
level. But increasing attention was being paid to the develop-
mental expenditures also. As new resources were becoming
available, they were increasingly diverted for developmental
purposes. The plans for post-war reconstruction as indicated
earlier (Chapter V) were initiated during the latter years of
the war.

The post-war period witnessed many an important event.
Among them are the partition of the country, sporadic troubles
(Kashmir, etc.), the merger of Princely States, the inauguration
of a new constitution, and the setting up of the Planning Com-
mission. The culmination of these attempts at reconstruction
and economic development came with the launching of the
First Five Year Plan. Already by this stage, even before expen-
ditures under the plan came up to the surface, there was a
large increase in the expenditures which “was mainly due to
expansion of governmental activities in serveral directions, includ-

* Compiled from the ‘Banking and Monetary Statistics of India’.
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ing the formation of new ministries. The working of democratic
institutions in itself enhances the costs of administration; and
this is equally true of the States”.’* Yet another factor contribut-
ing to the increase in expenditure was the administration of
various regulatory measures, particularly in respect of Labour
and Industry.'® Besides, the growth of population increased the
responsibilities of the government at all levels. A result of the
interplay of these forces was the increase in public expenditure.
In the latter years the necessities of development brought about
a change in the components of the structure of expenditures.
Table VII gives the changing composition of public expendi-
tures.!’

TasLE VII

EXPENDITURE OF CENTRAL GOVERNMENT ON REVENUE
ACCOUNT

(in crores of rupees)

(RE.)
1921-22  1936-37 1938-39  1950-51 1953-64

Non-Development 104.03 74.94 76.02

295.02 331.78

Social Services 231 174 1.62 14.62 21.21
Economic
Development 3.59 4.23 4.39 26.23 35.79

TOTAL 109.93 80.91 82.03 335.87 388.78

The tendency to devote a significant part of the total expendi-
ture for development purposes became steady during the plan
periods. Table VIII gives an indication of the expenditure
incurred on developmental purposes, at the beginning of the
First and Second Five Year Plans and at the close of the Second
Five Year Plan. Starting with 48.1 per cent in the First Plan,

'* Taxation Enquiry Commission Report, Vol. I, p. 37.
' Ibid.
" Taxation Enquiry Commissien Report, Vol. I, p. 35.
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the developmental expenditures reached a proud position of
67.3 per cent of the total expenditures in the last year of the
Second Five Year Plan.

TasLE VIII

DEVELOPMENTAL AND NON-DEVELOPMENTAL
EXPENDITURE OF THE CENTRAL AND STATE
GOVERNMENTS

(in crores of rupees)'®

1951-52 1955-56 1960-61 1961-62 1962-63 1963-64
RE. BE.

Total expenditure 998 1470 2563 2808 3440 4157

Development

expenditures® 480 884 1727 1872 2203 2502
Non-Development

expenditurest 518 586 836 936 1237 1655
Development

expenditures as
percentage of total
expenditure 48.1 60.1 67.3 66.6 64.1 60.1

Non-Development
expenditures as
percentage of the
total expenditure 51.9 39.9 32.7 334 359 39.9

® Includes revenue and capital expenditure on development heads, loans
and advances (net) and Railways and P & T expenditure on expansion,
renewals and replacements, excludes working expenses of industrial and
commercial undertakings.

} Excludes appropriation for reduction and avoidance of debt, transfers
to special development fund and capital outlay on State Trading.

The preceding survey, as already stated, is not intended to be
anything more than a narration of important tendencies of these

18 Economic Survey of each year.
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periods. The objective has been to illustrate some of the broad
trends in the growth of public expenditures—their composition
and the direction of such expenditures. But all through these
years there arose a number of problems which influenced the
direction and the composition of expenditures. A study of the
problems faced in incurring these expenditures and the impact
they had on the formulation of an expenditure policy is made
in the following section.

IT

The Course of Public Expenditure Policy

The guiding principle of the expenditure policy of the Indian
government, since and during the later part of the nineteenth
century, may be said to have consisted in a search for ‘eco-
nomy’.** If achievement of economy were the sole objective, the
favourite hobby horses in the earlier decades on which the axe
of economy was grinded, were mostly expenditures on military
services and to a lesser degree on assistance to the states. In
recent years the latter has given place to ‘economy in personnel’.
There were other avenues also in which economy was sought
to be achieved, but these were the main and important channels.
At every stage during the last century there were different forces
at work which made the achievement of ‘economy’ an absolute
necessity and an imperative in government programming and
budgeting. Viewing broadly, the forces that requized the achieve-
ment of economy may be said to have been the following:
(i) the upsurge of national patriotism and opposition to the

* The term ‘economy’ has two different connotations. In one sense it
represents a reduction in the aggregate of total expenditure or even parts
of expenditure. In another, it means a spcific way of the best and overall
utilisation of resources. As Burke said, “Here parsimony is not economy, and
great expense may be an essential part in true economy, economy is a distri-
butive virtue and consists not in saving but in selection. Parsimony requires
no providence, no sagacity, and no power of combination, no comparison,
no judgment. Mere instinct may produce this false economy in perfection.
The other economy has larger views. It demands a discriminating judgment
and a firm, sagacious mind.” Quoted from The Political Economy of
National Security, by James R. Schlesinger, 1960, p. 229. The term is used
here in the first connotation.
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increasing debt incurred towards the payment of British forces
maintained in the country to ensure law and order’; (ii) in heavy
expenditures and the continued post-war deficits. (7ii) The exist-
ence of inflation in the economy and the persistent need to
keep it under control through reduced public expenditures.
(iv) The need to reduce expenditure on non-developmental pur-
poses with a view to divert all the available resources for expen-
diture on developmental projects. These forces, incidentally,
reveal the different phases and facets of expenditure policy.
The change in the nature of the forces reveal the changing
background and behind this changing background the swift
undercurrent of Indian history can also be observed. It may
also be added that the forces which sought to achieve economy
worked in three different spheres and where economy was
achieved it was the result of the combined impact of these
three forces. These three forces were: (i) The Ministry of Finance
which exercised its typical control to ensure economy in each
Budgetary Demand; (ii) The special ad hoc bodies: Among the
bodies appointed for the specific purpose of achieving economy
and proposed to be dealt with in the following paragraphs are:
(i) The Royal Commission on expenditure, 1896; (ii) The Inch-
cape?® Committee of Retrenchment, 1922-23; (iii) The Central
Economy Committee, 1949. The Parliament, in addition to pro-
viding a platform to voice the popular feeling against the increas-
ing burden of unproductive debt and ‘oppressive’ taxation in
the initial years, also took an active part since 1924, in the form
of Standing Finance Committee to screen and examine all
proposals for new expenditure.

Out of these, the nature of the control exercised by the
Finance Ministry needs no explanation and the control exer-
cised by the SFC is reserved for a detailed treatment in Part
II1. Therefore this study is confined to the ad hoc bodies mainly
and in a lesser degree to the other forces as well. For the sake
of convenience the working of these forces may be studied in
three different phases: (1) prior to Independence; (2) after
Independence and up to 1951; and (3) 1951 and afterwards.

2 So called after its Chairman Lord Inchcape.



ASPECTS OF EXPENDITURE POLICY 249

Pre-Independence Era

It is not possible, within the limited compass of a section, to
survey comprehensively the trends of public expenditures and
the measures taken each year to counteract the tendency of in-
creasing expenditures for every year in detail. Of necessity,
therefore, the following paragraphs deal with certain ‘and-
marks’ in different fields. Incidentally, the study of these
landmarks throws enough light on the contemporary financial
compulsions and the solutions offered to achieve them. The first
‘landmark’ in the nineteenth century is the Royal Commission
on Expenditure.

Royal Commission on Expenditure

The period prior to the appointment of the Committee was
one which witnessed a tremendous increase in military expen-
diture and public debt. The Mutiny of 1857, followed by other
frontier and international wars, necessitated frequent increases
in military expenditure. Since these expenditures could not be
provided from out of the existing sources of revenue—inelastic
as they were—and since the political climate did not allow any
fresh taxation the government resorted to the raising of debt
which consisted partly of the rupee loan raised in India and
the sterling?' loan in England. These two factors, despite the
repeated attempts of the Secretary of State to prevent further
increases in expenditure, were responsible for the contmporary
growth of public expenditure. D. E. Watcha summarised the
existing position succinctly in his evidence before the Commis-
sion in 1896 thus®*: “The Secretary of State writes imperative
despatches for strict economy, and for exercising utmost care
in public expenditures for the danger of increasing the burdens
of taxation has to be borne in mind. These warnings seem to
fall on deaf ears and Secretaries of State do not enforce what
they enjoin and the despatches remain only pious intentions. At
any rate, the Commission must have noticed how, in spite of
them, expenditure has grown apace. Since 1892, taxation to the

21 Vera’ Anstey states: “It was these debts which led to the complaint
that India was burdened with Payments that ought properly to have been
debited to England’s account,” p. 384. :

22 Quoted from R. C. Dutt, The Economic History of India, Vol. 1, p. 429.
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extent of about 3 crores (two million pounds sterling) has been
added while the military activity beyond the frontiers was even
greater in consequence of the acquisition of Gilgit, which ulti-
mately led to the growth up to Chitral at a cost of 1% crores (1
million pounds sterling) and the permanent annual charge of
25 lakhs (£ 166,000). The State Secretary as originating party
to this kind of expenditure is himself silent, it may be...that
the despatches were practically of no effect and that both the
Secretary of State and the Government of India must be held
equally responsible for that expenditure.”?

The growing feeling of discontent of the public over the rapid
and secular rise of military expenditures and public debt, backed
by the financial justice to India in the House of Commons, led to
the appointment of a Royal Commission on Expenditure in 1895
with Lord Welby as the Chairman of the Commission, “to in-
quire into the administration of management of the Military and
Civil expenditure incurred under the authority of the Secretary
of State or of the Governor-General of India and the apportion-
ment of charge between the Governments of the United Kingdom
and of India for purposes in which both are interested”.

This Commission so appointed deliberated for a period of
two years and took oral evidence from all groups representing
the public opinion and submitted its final report in 1900.2¢ The
findings of the Commission were generally disappointing. “It
has not touched,” as R. C. Dutt observed,** “the really larger
questions of reduction of the Indian debt, reduction of the Home
charges and of taxation and the reduction of military expendi-
ture”; instead it has frittered away its energies in suggesting
reductions on what seemed to be smaller issues, which did not
give any significant relief to the people. Among those recom-
mendations which brought some financial relief, were the
sharing of expenditures in respect of civil charges, employment

23 <

It is of interest to note that Sir Charles Trevelyan stated in 1873:
‘two conflicting policies prevailed in India. One, the policy advocated by
me, of reduction in expenditure; the other, which was the favourite at
Calcutta and in England, increase of Taxation’.” Quoted from Dutt, Ibid.,
p. 446.

** A minority report of the Commission was also submitted.

=P, 421.
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of Indian troops at Aden, Naval charges and Army charges in
which respect they suggested that the UK Government should
share a part of the total expenses. The contemporary issues
were the growing public debt and the rising military expendi-
tures. The main reason for resentment was the collection of
charges towards the maintenance of British troops stationed in
India for the maintenance of ‘law and order’ in India. The
people felt this was unjust and agitated for a reduction in these
expenses. The Commission proved of little assistance in bring-
ing about ‘economies” although the agitation was for that pur-
pose alone!

All in all, the Commission failed to bring any radical econo-
mies in expenditure and this proved to be a severe blow to a
nation which was being swept away in the tidal wave of a
severe and widespread famine. But, in retrospect, it cannot be
denied that the appointment of the Commission was in itself a
‘milestone’. What is lamentable is the failure of the Commis-
sion to rise to the occasion and deliver the goods.

We may skip a few years, as nothing eventful occurred—
excepting for wars (national and international) and diversion of
resources for investment in railways and irrigation and power
projects—and reach the period of 1922. During the years be-
tween 1900 and 1922 there was an increase in the expenditures
on military services, which had further gone up with the out-
break of the First World War. As Vera Anstey*® observed,
“the outbreak of war caused a short financial panic in India,
which was soon successfully stemmed, followed by a period of
strain and anxicty, in the financial as well as in other spheres”.
The rapid expansion in the expenditure on military and other
administrative expenditures led to continuous deficits in the
Budget. The post-war period witnessed, instead of a reduction
of expenditures and lessening of deficits, continued deficits
owing to an “extensive failure of the monsoon and a terrible
influenza epidemic”. Added to these were the expenses incurred
on the Afghan war and trade deficits due to an international
trade depression. Even the introduction of the financial re-
forms as a part of the major constitutional overhaul undertaken

*¢ Ibid., p. 395.
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on the basis of the Montford suggestions, which induced an
element of elasticity in the revenues of the Provincial govern-
ments, could not stave off these deficits. Table IX gives the trend
of revenues and expenditures from 1914 to 1923.

TasLE IX

(in lakhs of rupces)®’

Year Total revenue Total expenditure
1914 101,59 98,12
1915 94,33 97,00
1916 99,18 100,96
1917 118,80 107,58
1918 139,72 127,59
1919 153,80 159,53
1920 163,67 187,32
1921 170,67 196,68
1922 81,19 108,84
1923 89,30 104,31

5

These increasing deficits required the enforcement of economy
in all directions. The Legislative Assembly also indicated its
‘concern’ at the growing deficits and sought to remedy the
situation by imposing ‘cuts’ in the budgeted amount. These
‘cuts’ were, in certain cases, disproportionate and were not
accepted by the government. For example, the ad hoc ‘cuts’
made by the assembly in 1921 and 1922 to the extent of Rs. 129
and 95% lakhs respectively, were accepted by the government.
A cut of Rs. 114 lakhs made subsequently in the Budget,*® was
restored by the Governor-General on the plea that they were
required for the provision of railway amenities. The antagonism

* Compiled from the “Banking and Monetary Statistics in India”.
28 Simon Commission Report.
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of the Parliament and of public opinion to the increasing deficits
underlined the need for a thorough survey of the needs of
administration. The result has been the appointment of the
Inchcape Committee, which during the course of its existence
of one year, interviewed the representatives of each of the
Departments at the Centre. The primary aim of the Committee
was to reduce the liabilities of the Central government. The
recommendations made by the Committee were specific and
related to each Department. Some of these important recom-
mendations may be mentioned here. (1) They suggested that
the audit work may be separated from accounts (the latter to
be maintained and expenditure met by the States) so that the
Centre’s share of the maintenance of accounts staff engaged on
Provincial Accounts could be reduced. (2) The Committee
similarly suggested the abandonment of the Stores Department
and made several far-reaching suggestions for reductions in
expenditure under ‘Health’ (these recommendations were not,
however, accepted). (3) The Committee also recommended with
a view to bolster up the revenue position of the Central Budget
that a regular system of contributions from the Railways to the
Central Finances be instituted. (4) In addition it has made
specific suggestions for reduction of personnel in the Armed
Forces and Civil Administration, department-wise. The imme-
diate impact of the recommendations, a majority of which were
accepted by the government, was a reduction in the total expen-
diture as well as in the expenditure on ‘Defence Services’. The
expenditure under ‘Direct Demands on Revenue” and °Civil
Administration’ remained almost stable for a period of two years,
though the expenditure under ‘Civil Administration” witnessed a
spurt of increased activity from 1925 onwards due to the change
of emphasis from claims of ‘economy’ to increased expenditure
upon production and cultural objects. (The term ‘Civil Adminis-
tration’ included developmental expenditures on education,
health, etc.) Table X summarises the above position.

The recommendations of the Inchcape Committee, whose im-
mediate impact is clearly discernible from this table, were soon
counteracted up to an extent by the increasing expenditure under
the ‘Developmental’ heads. This new trend of increased expendi-
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TaBLE X

(in lakhs of rupees)™®

Year Total Direct de- Civil admi- Defence
expen- mands on nistration services (net)
diture revenue

1923 104,31 5,22 9,94 65,27

1924 99,07 3,44 9,34 56,23

1925 97,06 5,37 10,13 55,63

1926 97,57 5,38 10,76 56,00

tures on ‘services’ was the result of a ‘war®® between the claims
of economy and retrenchment on the one hand and the demand
for expenditure upon ‘services’ etc., on the other. In fact, the
expenditure of the following years was characterised by increas-
ing expenditures on ‘services’ and in this field the States vied
with each other.*® But this ‘influence’ came almost to an abrupt
stop with the onset of the economic depression in 1929.

The policy of the government during the depression was
‘extremely orthodox’ and no reliance was placed on expenditures
as a fiscal tool and as an instrument in the hands of the State
to infuse a new life into the economy of a nation. Instead, the
depression was allowed its course until it drove itself to extinc-
tion. As one writer observed:?? “No attempt has been made to
encourage capital expenditure or to undertake public works in
order either to relieve distress, decrease unemployment, improve
productive capacity, or tide over the bad years.” The policy
followed during these years indicated a misplaced ‘niggardliness’
and an absence of appreciation of the situation. During the
years of the depression there was actually a decline in the total
expenditures as can be seen from Table XI.

» Compiled from the “Banking and Monetary Statistics of India”,
pp. 872-3.

?* Anstey, op cit., p. 391.

% Ibid., p. 392.

% 1bid., p. 402.
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TaBLE X1

(in lakhs of rupees)®*

Year Total expenditures
1929 92,82
1930 96,56
1931 97,84
1932 95,40
1933 86,02
1934 80,12
1935 83,23
1936 83,09

However, with the advent of the Second World War, the
expenditures again took an upward turn.** The total expendi-
tures which were at Rs. 85,11 lakhs at the beginning of the war
reached an amount of Rs. 496,25 lakhs at the end of the war.
The same tendency is also observed in the expenditures of the
states. As indicated earlier, the traditional forms of control of
finances were, during this period, kept in the cupboard and for
a time again the term ‘economy’ was allowed to be submerged
in the streams of oblivion. Simultaneously with the war effort,
development efforts for the economic reconstruction of the
country were also set into motion.

These trends brought a new problem into focus. The mode of
financing the war and the diversion of the production machi-
nery to war purposes, resulted in Budget deficits and the

* Compiled from “Banking and Monetary statistics of India”.

* It is intercsting to note that there was a plea in the Assembly in
April 1938 (the total expenditures of government at this stage were
Rs. 86.57 lakhs) for the appointment of a ‘Retrenchment Committee’. This
resolution, which was moved by Shri M. A. Ayyangar (former Speaker of
the Lok Sabha) was linked up with the question of constituting an
Estimate Committee. Replying to this, Sir James Grigg (Finance Member)
observed that there are two types of economies: (i) retrenchment in
administrative matters and (i) in policy matters. Towards ensuring the
former objective, a Retrenchment Committee was set up in that year. The
Committee’s work had no immediate effect due to the outbreak of the war.
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appearance of inflationary pressures in the economy. These
pressures posed a problem to the government: (a) whether to
meet the problem by making a variation in expenditure towards
its reduction, or (b) to spend more amounts for development
purposes so that more goods can be produced to meet the
increasing demand. The latter issue was sought to be tackled
through the work of the Department of Planning and Develop-
ment, which was established for the purpose. So far as the
former was concerned, while the opinion in regard to a ‘varia-
tion in expenditure’ took no clear form, yet the necessity to bring
down the total expenditure to reasonable limits was clearly felt.
Towards this end a reduction in the staff was suggested. The
great increases that have taken place in the numbers of gov-
ernment employees during the war time proved excessive in the
post-war period. Referring to this, Liaquat Ali Khan, the Finance
Minister in the Interim Cabinet, observed in the course of his
Budget speech: “It may...be found that certain establishments
of the Government of India are susceptible to reduction....
It may also be necessary to see if the Central Government has
undertaken any functions® or activities which legitimately fall
within the provincial sphere beyond what is necessary. Even
though the Finance Department in the course of its day-to-day
working, conducts an examination of expenditure proposals
keeping all these considerations in view, I feel that there might
be advantages in an ad hoc review at this stage by a Committee
consisting of officials and non-officials including Members of the
Legislature.” But until after independence no Committee was
appointed for the purpose. The need for ‘economy” was, however,
felt both inside and outside government and has been the refrain
of the Budget speeches of successive Finance Ministers. In the

3 The previous experience in this respect was rather disappointing.
Even after the 1935 Act which gave new functions to the Provinces, there
was very little reduction in the Staff employed in the Central government.
The Whecler Commission reported shortly afterwards: “At first sight it
would appear that the advent of Provincial autonomy must mean a
substantial curtailment of the work now devolving upon the government
of India and it was with some initial surprise that we heard the unanimous
testimony of the secretaries to that, that government did not anticipate
any such degree of relief.” The Commission also came to the same
conclusion.
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years that followed the considerations of an efficient and ecnomi-
cal administration were temporarily pushed to the background
for a period, during which the nation and the government alike
were concerned with the partition of the country and the
problems of Independence.

Before we close this account of the pre-Independence era
and move on to the post-Independence urges and policies, it is
necessary to realise that the continuing theme of the expendi-
ture policy has been to achieve ‘economy’—not in the sense of
an efficient utilisation of resources, but of a reduction in the
aggregates. But these attempts, both at the level of the govern-
ment and of outside ad hoc agencies, have proved to be of
little avail for the reason that they took considerable time and
by the time their reports were submitted, new factors requiring
an increase in expenditure appeared on the scene. As a later
date Economy Committee had observed: “Economy Committees
in the past which usually took considerable time to submit their
recommendations found these voluminous documents becoming
unreal by the time of their submission. This was a natural
sequence of the ever expanding work of Government and
naturally the problems which such Committees were examining
had rapidly changed by the time their reports were finalised.”**

After Independence

The dawn of independence was accompanied by a bleak eco-
nomic picture. The ravages of partition brought the problem of
rehabilitation of displaced persons, while the division of the
country brought a certain amount of dislocation in the struc-
ture of resources. In addition were the inflationary pressures of
a war which had just then come to an end. These factors on the
one hand emphasised the need for the diversion of resources to
immediate problems, while on the other hand, the only means
left to the Government was to raise more taxes, to borrow or
even to reduce the expenditure. The government, however,
followed a judicious combination of all these three factors bent
as it was upon achieving whatever economies in expenditures

3¢ Report of the Economy Committee, Congress Party in Parliament,
1959, p. 1.

17
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it could. As the Finance Minister, Shanmukham Chetty
observed: “I am one with the (Parliament) in searching all
avenues for economy in expenditure.”’

Towards this purpose of economising expenditures a Com-
mittee known as the ‘Central Economy Committee, 1947"** also
known as ‘the Kasturbhai Lalbhai Committee’ was appointed in
January 1948. Even before the Committee submitted its recom-
mendations, the Finance Minister in anticipation of the recom-
mendations made a lumpsum cut under miscellaneous expendi-
ture in his Budget for the following year. No cuts, however, were
made either on ‘Defence Services expenditure’ or Develop-
mental expenditure’ for the circumstances were such (Kashmir
war, border defence, etc.) that the Defence expenditure could
not be subjected to any reduction. Nor could reduction be made
in development expenditure either, as it would have meant a
substantial ‘retreat’ from the promises and objectives of govern-
ment.

The Economy Committee’s terms of reference were®” to make
recommendations for the promotion of true economy in the
administration by the elimination of unnecessary, wasteful or
extravagant expenditure having regard, among other things, to
(i) the termination of activities which have ceased to serve any
essential purpose; (ii) the desirability of reducing or curtailing
any functions or activities which may have been undertaken by
the Central Government within the Provincial sphere beyond
what is necessary. The Committee was also allowed to make
alternative suggestions for a reorganisation of the administration
of the administrative ministries on an economical basis.

The Committee after due deliberation submitted a general
report, as also separate reports on the working of each Ministry.
The total economies suggested by the Committee were estimated
to yield an economy of Rs. 4% crores. But the impact of these re-
commendations on the Budget estimates was not felt until 1951-
52¢° and even then the reductions were made mainly on food

37 Debates of the Constituent Assembly, 4 December 1947,

* For quite some time these reports were treated as ‘secret

** General Report.

* The Finance Minister, in his Budget Specch for 1950-51, indicated
that the recommendations of the Economy Committee “are under considera-

>
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subsidies, expenditures on displaced persons and partition pay-
ments, etc. Apart from these, very few recommendations** of
the Committee were implemented due to the recurrence of the
persistent theme mentioned before. The recommendations of
the Committee were submitted at a time when the government
launched on an all-out effort for economic expansion and re-
construction through huge programmes for national develop-
ment. Once again an opportunity for the achievement of ‘eco-
nomy’ was lost.

However, during the years when the Committee was deli-
berating, various reductions in respect of different activities
were made by the Finance Ministers in the name of ‘economy’.
The measures included the following: during 1949-50, the
developmental grants promised to the States were postponed.
During 1950-51, even though there was an increase in the total
expenditure, a total economy of Rs. 22 crores was achieved
under the old heads of ‘Defence” (Rs. 3 crores), ‘miscellaneous
items’, and ‘partition payments. These cuts represented a
determination to reduce uueconomical expenditures. Notwith-
standing these reductions the trend of cxpenditures revealed
a secular increase, except for the year 1950 when there was a
reduction in the total expenditure. (1949 : Rs. 320.8G crores;
1950 : Rs. 317.12 crores.) 1t should, however, be recognised that
there was limited scope for any significant contraction in expen-
diturcs. The economic necessities made the increase in expendi-
tures imperative. It has frequently been argued that a little more
of austerity in the expenditures during this period which was in
fact possible was not practised and that the continued heavy
expenditures on defence and civil administration positively
accelerated inflation. It has also been suggested that government
policy has not been ‘disinflationary’.** But these arguments, it

tion” and added that “if their recommendations are accepted in toto, the
saving will be to a tune of 4% crores”.

“1C. D. Deshmukh (Finance Minister) obscrved in the course of a
statement made in the Lok Sabha on 10 April 1951: “We (Finance
Ministry) were among one or two ministries which carried out the recom-
mendations of the old Economy Committec.”

“Prof. M. H. Gopal, Financial Policy of the Indian Union 1947-53,
Delhi University, 1955, pp. 74, 76 and 104.
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would appear, ignore certain fundamental propositions such as
(i) no absolute reduction in the aggregate expenditure is possible
in a situation where the government is about to launch on a huge
development programme. The total expenditure should be as-
sessed with reference to the direction of the expenditure. Besides,
in a developing economy, reduction in the totals can be positively
harmful. The attempts during these two years have been to
prevent an excessive growth in the expenditures rather than
an absolute reduction in the total expenditure. (#) Variation in
public expenditures as a solution to fight inflation is of doubtful
validity.®® (iii) Certain expenditures cannot be varied to suit
predesigned economic purposes, for these expenditures are
governed by considerations other than ‘economic’. For instance,
Defence expenditures during a national emergency cannot be
reduced whatever be the economic factors.

It may be added that during this period the efforts of the
government were not confined to the appointment of the Central
Economy Committee. It was followed by various Departmental
Economy Committees set up to suggest economies. Their reports,
however, have not been made ‘public’. It would thus be observed
that a suitable expenditure level was maintained for develop-
mental purposes and simultaneously all avenues of economy
were explored.

1951 and After

The year 1951 marked the beginning of a new era in Indian
history for this was the year in which the First Plan started. The
process of the formulation of the Plan, its execution and the
administrative machinery involved in it have already been
considered at length in Chapter V. At this stage, the discussion
is primarily concerned with certain problems that have arisen

“ It is to be recognised that it is easier to push up expenditures during
a period of deflation than to push down expenditures or even terminate
some schemes during inflation; even if major schemes are stopped the
normal maintenance expenditure would itself be high. Besides, contraction
of cxpenditures imposes certain sacrifices upon the Community. See
“Variation in Public Expenditure” by R. A. Dahl and C. E. Lindblom
in Income Stabilization in a Developing Democracy (ed. Max Millikan),
1953, p. 362.
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during the course of implementation of the First and Second
Five Ycar Plans, and the means and ways devised to tackle these
problems.

The expenditure policy of these years was represented by the
objectives of the plan for the expenditure budget was the vehi-
cle and the framework in which the plan schemes were adjusted
and acknowledged. These schemes, during the First Plan,
involved a total outlay of Rs. 1,400 crores.** These develop-
mental outlays necessitated a strict watch on the growth of non-
plan and non-developmental expenditures. The need for avoid-
ing increases in non-developmental expenditures was parti-
cularly significant as the plan was generally based on ‘deficit
financing’. The imperatives of the situation were that as far as
possible, the expenditures should be incurred in a productive
manner so that the increase in the production of goods could
meet the increasing demand and thereby reduce the inflationary
pressures. Although the developmental expenditures have been
stepped up to remarkably high levels during the plan period,
yet the expenditure on non-developmental purposes also wit-
nessed a steady increase—an increase which absorbed a major
portion (110 out of 187 crores*’) of the increase in revenues.
All the same, the percentage occupied by non-developmental
expenditures in the total expenditures was on a decline, as may
be observed from the following table.

TasLE XII

(in crores of rupees)‘®

Year Year

1950-51 1955-56

Total expenditure 960 1409
Developmental expenditure 455 758
Non-developmental expenditure 505 552

*¢ Planning Commission, Review of the First Five Year Plan, 1957.
** Retiew of the First Five Year Plan, p. 37.
*¢ Compiled from the Selected Plan Statistics, 1959.
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The fact that the fresh resources were absorbed in expendi-
ture on non-developmental purposes, necessitated an agonising
reappraisal of the policies followed in matters of creation of
posts, use of stationery, etc. As a result of the appraisal a new
machinery to prevent the growth of personnel in the govern-
ment was instituted. The Economy Unit of the Ministry of
Finance was reorganised in 1956 and was given new terms of
reference which brought a shift of emphasis from routine inspec-
tion to ‘work study’. (Aspects of these have already been
considered in Chapter II.) At the same time, Economy Com-
mittees were set up in each Ministry to scrutinise every propo-
sal for the creation and continuance of posts. (An account of
the functions of the Economy Committee is given in the next
section.) During these years again, the emphasis was on ‘eco-
nomy—but this time the economy was not in a reduction of
the aggregates but in a better utilisation of the resources and
avoidance of wastes and delays. The working of the plans
brought about this subtle change in the meaning of the term
‘economy’. As the Finance Minister observed in his Budget
Speech in 1956: “With the large and growing outlay in the
context of the plan, both on the revenue and capital account,
the question of securing the maximum possible economy and
avoiding wastage owing to delays and inefficiency assumes
added importance”. He added: “We are keeping a continuous
watch over the growth of expenditures and securing economy . . .
as part of our day-to-day control over expenditure.”*” He also
indicated that this work of the Finance Ministry was supple-
mented by the work done in reassessing the stafl requirements
by the O & M Division of the Cabinet Secretariat.

The preparation of the Second Plan witnessed once again an
exercise of utmost care in the formation of the preliminary esti-
mates for the five-year period of the Plan: In preparing these,
the emphasis again was on reducing non-developmental expen-
ditures and accordingly, the estimates for the probable expen-
ditures on non-developmental purposes both in the Centre and
in the States took care of the growth in the non-developmental

¢ Debates of Lok Sabha, 29 February 1956. |



ASPECTS OF EXPENDITURE POLICY 263

expenditures.*® The execution of the plan has, however, re-
vealed that these estimates were very conservative. The increase
in the non-developmental expenditures during the plan period
was phenomenal. As the ‘Economic Survey” for 1958-59,
observed: “The proportion of public revenues to national income
has gone up from 9.1 per cent in 1956-57 to about 10.1 per cent,
but this rise has been absorbed, more or less, by the increase
in non-developmental expenditure. In consequence, the reliance
on borrowing from the public, from the banking system and
from abroad, for financing the plan has tended to increase.™’
Thus a trend which has appeared for the first time during the
First Five Year Plan continued unabated with great vigour
during the Second Five Year Plan also. The trend, indicated
above by the. Economic Survey for the year 1958-59, continued
in 1959-60 also. This may be observed from the following data.

(in croves of rupees)®®
1958-59 1959-60
Expenditure on Civil Administration 48.11 53.25

This increase in the ‘civil expenditure’ aroused the critical mind
and was subjected to severe criticism in the Parliament and the
criticism was directed against the heavy increase in ‘civil ex-
penditure’; yet one significant aspect of these expenditures was
that the term ‘civil expenditure’ included expenditure®* on
development and social services incurred under the heads: scien-
tific departments, education, medical, public health, agriculture,
animal husbandry, cooperation, rural development, industries,
aviation, broadcasting and other miscellaneous departments.*?

4 See “Papers Relating to the Formulation of the Second Five Year
Plan”. It was assumed that non-developmental expenditures in the states
will incrcase by 1 per cent per annum, while at the centre it was expected
to increase from Rs. 39.2 crores to Rs. 45.2 crores in 1960-61. See pp. 347,
375. .

4° Para 53 of the Survey.

59 Statement 52 in the “Review of Currency and Finance”, RBI.

! See “Memorandum on the Growth of Civil Expenditure”, May 1959.

52 The classification of accounts has since been changed, following a
recommendation made by the Estimates Committee in its 92nd report
(p. 11, para 16). The Finance Minister, in his Budget Speech for 1961-62,
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Also, partly, such an increase in the expenditure on personnel
was to some extent inherent in the plan itself. However, these
increases in the non-plan expenditure caused a separate enquiry
to be made by the Congress Party in Parliament.

This Committee, after a detailed study of the various aspects
of the growth of expenditure and after finding that the
growth was predominant in the ‘personnel’, recommended that
()** all recruitment to categories of ‘administrative and executive’,
‘ministerial’, ‘skilled’ and ‘unskilled’ be stopped for a period of
one year; (i) all posts lying vacant and not filled for a period
of six months and over should be abolished; in addition to these
recommendations, the Committee also made a few other sug-
gestions relating to the creation of a pool to manage the sur-
pluses of each Ministry and regarding the need for maintaining
up-to-date census of the Central Government employees, etc.
These recommendations of the Committee were accepted by
government and in addition some more restrictive measures
were introduced during the year 1960-61 to reduce the expendi-
ture under ‘Civil Administration’. Referring to these measures,
the Finance Minister stated in his Budget Speech for the year
1960-61: “A continuous watch over the growth of expenditure,
particularly non-developmental expenditure, is kept by the Cen-
tral Economy Board and the Internal Economy Boards set up
in the various Ministries.”* Having regard to the need for
utmost economy, “Government have imposed a ban for one
year®® on the creation of fresh posts and for filling up the vacant

stated: “Apart from the fact that the nomenclature ‘Civil Administration’
is somewhat misleading, the budget in its present form does not indicate
separately the expenditure incurred by government on its administrative
activities and on social and developmental activities. To remedy this
defect the group head ‘civil administration’ is being split into two:
“Administrative Services’ and ‘Social and Developmental Services’. The
splitting up of group head °‘civil administration’ will assist honourable
Members to assess the growth of administrative expenditure more
correctly.”

**Report of the Committee of the Congress Party in Parliament,
“Economy in Civil Expenditure”.

¢ Proceedings of the Lok Sabha, 20 February 1962.

** The ban is still in force.
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posts, unless they are related to plan or are required for security
purposes. Ad hoc cuts have also been made in the provision of
T.A. (Travelling Allowances) etc.” These measures of policy
have had a considerable effect on the prevention of further
growth of non-developmental expenditures.

Growth and Impact of Non-Developmental Expenditures

However, in restrospect one finds that the growth in non-
developmental expenditures has been both absolute and relative
also. The ‘absolute’ growth has been due primarily to increasing
responsibilities undertaken by the Central Government in ad-
ministration (Naga Hills Districts, etc. have been brought under
the jurisdiction of the Centre), extra expenditure incurred on
its employees as a result of the acceptance of the recommen-
dations of the Second Pay Commission, increase in the cost of
the tax collection, and increase in the Central grants to the
States in respect of schemes which were originally expected to
be included in the Second Five Year Plan but subsequently
kept outside the Plan. The ‘relative’ factor has been the initial
‘low estimates™® of non-developmental expenditure included in
the Second Plan, which subsequently increased. The inaccu-
racy involved in a few of the estimates may be observed from
Table XIIIL

This growth of non-developmental expenditures has had cer-
tain ‘diversionary’ effects on the Plan. The economic aspects of
these effects are (1) an increase in the non-developmental ex-
penditures with the total resources remaining the same. This
meant a diversion of resources from productive to unproductive
(or transfer) spheres. (2) The increase in the non-developmental®’
expenditures also meant an increasc in the inflationary presures.

*¢ The Planning Commission admitted this. See 92nd Report of the
Estimates Committee, p. 32.

5" See “Inflation in a Developing Economy”. The Merchants’ Chamber,
Economic Research and Training Foundation, Bombay. “As experience has
shown the tendency in the Indian economy has been to divert the tradi-
tional resources to non-developmental expenditures rather than for projects
under the Plan. Thus all measures of additional taxation and other
monetary regulations fail to be anti-inflationary and promote inflationary
forces.” 1961, p. 68.
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TasLE XIII

(in crores of rupees)®®

Expenditure Actual Increase
assured in  expenditure of column
the plan no. 3
over 2
1 2 3 4
(1) Defence Outlay on Revenue
Account 1,043.5 1,215.7 1722
(2) Civil Administration 216.0 233.4 174
(3) Currency & Mint 19.0 40.9 21.9
(4) Direct Demands on Revenue 81.0 108.5 275

(5) Debt Services 216.0 269.5 53.5

This growth also emphasised the loopholes in the administrative
aspects of the control over such expenditures. Though a few
items like the Defence expenditure and grants to states are not
susceptible to close control, yet the other expenditures by and
large can be brought under a closer control*® and the fact that
even those items had undergone a phenomenal increase em-
phasised the need for close control.

The preceding analysis has been mainly factual. It is, how-
ever, necessary at this stage to divert our attention to a few of
the general issues that have come up during these years. These
issues may broadly be classified into (i) those which are con-
nected with the general objectives of the plan, (ii) inflation,
and (iii) ‘economy’.

** Source: 92nd Report of the Estimates Committee.

%® A similar opinion has been expressed by the Estimates Committee
also. See the 92nd report on the Growth of Civil Expenditure, p. 9. In
this regard, a suggestion was also made by Shri Asoka Mehta for estab-
lishing a new Statutory Committee on Public expenditures to prevent
further growth. He stated: “Unless Parliament sets a new Statutory Com-
mittce on Public Expenditure that I have agitated for year after year, no
competent body will exist to keep the waste measurements under observa-
tion and control.” The Statesman, 7 March 1961.
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The objective of the First Five Year Plan to increase the level
of standard of living was given a more substantial form in the
Second Five Ycar Plan. The objective common to both and
related to the object of public expenditures is that one which
emphasised “the reduction of inequalities in income and wealth
and a more even distribution of income”. The important role of
public expenditures in lessening these inequalities—in income,
between regions, and between urban and rural areas—hardly
requires any emphasis. It is an essential role of expenditures to
make all these fields ‘even’. The plans and programmes during
both the plans were formulated with this objective in view and
significantly, the enunciation of this objective marked a clear
departure from the policies followed hitherto.

The second aspect is related to the use of expenditures as a
counter-inflationary measure. A counter-inflationary expenditure
policy consists in two basic postulates—either (i) to reduce the
expenditures, or (ii) choose only such of those fields where in-
vestment will lead to quick results rather than investing in
huge projects which are likely to take a long time to reach
fruition. However, neither of these postulates can fit into the
requirements of a planned economy, for if the former reduces
the tempo of development the latter distorts the structure of
development. These factors explain why the government pre-
ferred large expenditures and increased production of goods at
the same time instead of choosing the unpleasant alternative of
curbing expenditures. In fact, the problem of a variation of
expenditure to fight inflation presents a conflict, unresolved in
economic goals. A variation in expenditure to meet the short-
term objectives involves a sacrifice of the long-term require-
ments. As was observed in the Second Five Year Plan,* “In a
developing economy the basic trend of governmental operations
in the fiscal and monetary field is inevitably expansionist. Expen-
ditures could be stepped up and credit made available in ampler
measure, should recessionary trends unexpectedly appear. How-
ever, the problem in the main is likely to be one of regulating
inflationary pressures. Creation of new demands somewhat ahead
of supplies is part of the strategy of development. It follows that

% Second Five Year Plan. p. 38.
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a curtailment of public expenditure and other curbing devices
can and ought to be used only in the last resort.”

The third aspect is related to the achievement of ‘economy’.
The Budget speeches of every Finance Minister, with the excep-
tion of one,** included a survey of the attempts made to achieve
‘economy” and the extent of ‘economy’ achieved. The ‘economy’
process during these years consisted in avoiding waste and
delays, than in lumpsum cuts in the overall amounts budgeted
for. It was recognised on all hands that the very “tempo of
rising expenditure . . . would open up many possibilities of extra-
vagance and waste and it is necessary to keep a still closer watch
over such expenditure to ensure that the tax payer gets the
maximum benefits out of the plan outlay”. Thus the achieve-
ment of economy also became a continuous process and towards
the fulfilment of this objective various administrative devices
such as the Commission on Plan Projects, the Programme
Evaluation Organisation, etc. were set up. (A detailed account
of the making of these committees is given in Chapter V.) In
addition to these bodies working under the Planning Commis-
sion, similar agencies were also set up in the administrative
ministries. A short resume of these agencies is given below.

Machinery to Achieve Economy

The administrative agencies set up for this purpose are of
two different types: (i) those installed in the administrative
ministry and (ii) those in the Ministry of Finance.

Administrative ministry. In 1957, the government decided that
each Ministry should have an internal Economy Board “with a
view to ensure that the government’s financial and other re-
sources are utilised to the best possible advantage”,** and also

** The Budget for 1957-58 was consipicuous in not making a reference
to the expenditure aspect. The Finance Minister later observed: “Hon.
Members have referred that the budget speech of mine suffers from a
serious defect in that I have suggested nothing about economy. I under-
stand that my budget is somewhat unorthodox....If I had made an
omission of a serious nature, I would apologise to the House for it.”
Speeches of T. T. Krishnamachari, p. 65, 1957.

**See Lok Sabha Debates, Prime Minister’s reply to a question in
Parliament on 7 August 1957.
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for devoting urgent and continuous attention to the maintenance
of efliciency, integrity and economy in administration.

The functions of the Board are to review the nature, volume
and quality of work done at all levels and also (i) to scrutinise
their present and projected activities to see whether some of them
could be reduced, postponed or abandoned and (ii) to review
the expenditure on staff and contingencies so that revised
and more austere standards might be adopted.®* The measures
taken by these Boards are supervised by a Central Economy
Board. (This is an advisory body only, as distinguished from
an executive body.) The Central Board, in addition to super-
vision of the activities of the various Boards, is also to consider
(1) outstanding issues arising out of the examination in the
Ministries of matters relating to efficiency, etc. and (ii) to guide
the work of the Economy Unit of the Ministry of Finance.

The Economy Committee in a Ministry consists of its secretary
and other senior officials, while the Central Economy Board
includes the Secretaries of Cabinet, Ministry of Home Affairs,
Ministry of Finance (Department of Expenditure) and the
Director, O & M Division.

Ministry of Finance. The ‘Economy Unit’ (SRU) in the Minis-
try of Finance (discussed in detail in Chapter II) wields a great
deal of influence in determining the ‘yardsticks” for the appoint-
ment of personnel with reference to workloads. This unit
undertakes periodical surveys of the methods of work (work
study) employed in different units of administration with a view
to simplify procedures, reduce the time spent on each matter
and thereby reduce the number of personnel. The utility of
this unit and the reliance placed on it may be observed from
the following statement of the Finance Minister. He said that
“Government also intends to rationalise the existing procedures,
particularly in executive and operational agencies which are res-
ponsible for a large proportion of public expenditure. The results
of the work and methods studies already carried out led me to
hope that substantial economies can be achieved which will, to
some extent, keep in check the mounting costs of administration.”®*

% Appendix XI of the 92nd Report of the Estimates Committee.
* Proceedings of ka Sabha, on 30 November 1959.
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It is the combined working of these two different units, one
in the “Administrative Ministry and another in the Ministry of
Finance, that is expected to lead to the achievement of ‘economy”
in a significant measure”. The working of these two agencies
are supplemented by the continuous and vigorous scrutiny exer-
cised by the Department of Expenditure at the pre-Budget
stage which plays no small a role in the inculcation of a ‘sense
of economy’ as also in the achievement of a substantial economy.

111

Perspectives

The object of the preceding analysis is to indicate some of the
broad trends of expenditure policy during the last seven de-
cades. In the course of the review we observed that in the
early years the government was primarily concerned with the
maintenance of law and order, with provision of such relief
measures like famine relicf, as were considered absolutely neces-
sary at the time; that from 1925 onwards there was a systematic
attempt to divert expenditures to more productive purposes and
for provision of social services, and that these attempts though
they had a slow progress in the initial years with the difficulties
presented by depression and a global war, etc. had a recru-
descence after independence, and that these attempts culminated
in the establishment of a process of planned economic develop-
ment. It has also been found that the expenditure policy of the
years reflected a growing concern for ‘economy’ and that new
administrative machinery was set up to achieve this ‘economy”.

With this as the background it would be in order to analyse
some of the important objectives of expenditure policy®® as a

%5 In this connection it may be stated that an earlier study made on the
subject followed a different analysis and as a matter of fact that analysis
was more concerned with an examination of the structural contents (elements
of public expenditures) of public expenditures than with expenditure
policy proper. The reference here is to Prof. Gopal’s study Financial Policy
of the Indian Union 1947-53 (University of Delhi, 1955, p. 73). Prof. Gopal
was primarily concerned with the assessment of the policy during 1947-53
as an anti-inflationary device. He recognised that the long-run problem of
public expenditures is one of an achievement of ‘Social Justice’ and from
this specific point of view, he analysed the quantum and direction of
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theoretical postulate and examine their relevance to the Indian
expenditure policy. It may be recalled that certain general
objectives of an expenditure policy which are applicable to any
modern government were set out, though briefly, earlicr. In
the following paragraphs these general objectives have been
reduced to more specific objectives. These objectives arise out
of the ‘multiple theory of budget determination’ formulated by
Richard A. Musgrave. According to this conceptual framework,
the functions of a State are related to its responsibilities in the
fields of (i) allocation,*® the service function of a State con-
sisting in providing for the satisfaction of those individual wants
which the market mechanism cannot provide or satisfy adequa-
tely; (i) distribution, consisting in ensuring an equitable distri-
bution of income between classes or groups of people; and
(iii) stabilisation, consisting in the maintenance of a high level
of utilisation of the available resources and the value of the
currency. From these broad principles, a few more specific ob-
jectives may be outlined: (a) provision of certain goods and
services free of charge to the public by government, either pro-
duced by government or other sections; (b) to reduce the
inequalities of income between groups of persons; (c) to reduce
the inequalities between one state and another, and maintaining
as far as possible, a reasonable parity among them all; (d) to
reduce the existing inequalities between the rural and urban
areas; (e) to prevent the economic vicissitudes that occur from
time to time through a variation in the public expenditures and
taxes, and stabilise the economy; and (f) to ensure the mainten-
ance of the highest level of employment. Such of those object-
tives which are related to the production of goods and services
by government investment, etc. involving the consideration of
issues which would take into the realms of government invest-
ment, etc. and variations in taxes to ensure stablisation, are not
within the scope of this chapter. It is, however, essential to
realise that in the field of want satisfaction, government under-

expenditures. It should, however, be recogniscd here that quantum and

direction do not reveal an ‘expenditure policy’ as much as they reveal the

‘general policies’ in these specific activities for which funds were spent.
**R. A. Musgrave, The Theory of Public Finance.
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takes plans only in such fields where the control of resources
by government promises greater returns than private use or con-
trol and the fields which are the most effective means of carry-
ing out government functions and activities. We may now con-
sider the objectives one by one in a more detailed manner.

Inequalities between Groups

One of the important functions of the State is to establish
‘Social Justice’. It has also been one of the cardinal principles
of Indian Constitution that “Justice, social, economic and poli-
tical, shall inform all the institutions of the national life”. How-
ever, one of the evils inherent in the modern civilisation has
been the ‘maldistribution of wealth’. In such a situation, the
need to reduce the maldistribution requires no emphasis. The
problem of reducing these inequalities has two aspects: (i) in
raising the incomes at the lowest levels and (i) in reducing the
incomes at the higher level. In achieving a balance between
these two both public expenditures and the taxation policy play
a significant role.

However, public expenditures can in a way reduce the ine-
quality by directing themselves towards the provision of services
to the community whose income is low. The public expendi-
tures cannot often be so specific as to impart benefits only to a
specific community. But in certain social service expenditures,
such as the expenditure on housing, education, and medical
facilities, the direction of expenditure can be geared to the
purpose and may be made, and have often been made, avail-
able only to certain sections of persons belonging to a specific
strata of income. These measures supplemented by progressive
taxation on the higher incomes reduce the inequalities of in-
come. But in reducing the inequalities it has always to be
ensured that no damage occurs to the productive system as such.

It is one of the aims of the Second Five Year Plan to reduce
inequalities of income and to establish a “more even distribution
of economic power”.*” The plan, while recognising the need
for reducing the inequalities, emphasised the necessity of re-
distribution of land, progressive taxation, ceilings on income and

*" Second Five Year Plan, p. 24.
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formation of cooperatives, etc. The Commission, however,
pointed out®® that “reduction in income and wealth can follow
only from the totality of measures and institutional changes
undertaken as part of the plan”. It added: “The pattern of
investment in the plan, the direction of economic activity given
by State action, the impact of fiscal devices used for mobilising
the resources needed for the plan, the expansion of social services
and the institutional changes in the sphere of land ownership
and management, the functioning of joint stock companies and
the managing agency system and the growth of cooperative
sector under state sponsorship, all these determine the points at
which new incomes will be generated and the manner of their
distribution.” It is thus obvious that the emphasis, so far as
public expenditures are concerned, is on the increasing provision
of social services.

The extent to which these social services expenditures have
brought about any reduction in the inequalities is one which
is determined by a multiple of factors such as character,®® nature,
content and direction of the schemes formulated by the different
administrative departments. Besides, there cannot be any reduc-
tion in the inequalities of incomes unless the expenditure on
social services occupies an increased share in the national income.
Though it cannot be said from the present situation that the
expenditures on social services occupy a significant part of the
national income, yet the trend during the last decade has been
onc of incrcase in the expenditures on social services. The
expenditure on these services has been steadily growing, as may
be observed from the table (p. 274).

An important question is whether these ‘social services’ are
adequate for ensuring an equality of incomes? It is generally
accepted that the redistributive content of the schemes is not
considerable. In the advanced nations, social security and ex-
penditure on social services is implemented on a large scale and

* Ibid., p. 33.

* For example, construction of a medical college is included in the
‘Social Services’ expenditures. But the lower income groups’ ‘main interest”
is in the medical facilities provided to them and the impact of those
facilities has to be seen from the extent to which an individnal can divert
his ‘income’ to other purposes after these amenities are provided free to him.

18
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TasLE XIV

THE EXPENDITURE SHOWN BELOW INCLUDES THE EXPENDI-
TURE OF THE CENTRE, STATES AND UNION TERRITORIES

(in crores of rupees)’™

Ist Plan 2nd Plan 3rd Plan

61-62
1. Education 149.02 273.50 76.94
2. Health 97.85 227.80 55.50
8. Housing 33.48 84.99 21.56
4. Welfare of backward classes 31.84 83.01 14.99
5. Rehabilitation 95.70 64.23 10.80
6. Social Welfare, Labour Welfare
and educated Unemployed
schemes : 4.02 36.62 6.70
Total : 411.91 770.15

186.49

these measures include unemployment insurance, old age pen-
sions, etc. The social service expenditures in these countries
have a larger ‘transfer payment’ content in them. It is in fact
the ‘transfer payments’ of this nature that carry a more ‘redis-
tributive’ element in expenditures. The nced for such expendi-
tures in the Indian context hardly requires any emphasis.™

Territorial Inequalities

Inequalities exist not only between persons or groups of peo-
ple but also between States or Territories; even within States
inequalities exist between one region and another. These differ-
ences are more conspicuous where the state includes a set of
regions representing delta areas with many irrigation facilities

* Selected Plan Statistics, p. 134: 1963,

" The Taxation Enquiry Commission, rcviewing the position in this
respect, stated that the attempts to reduce inequalities through expenditures
were modest “partly because the total value of public expenditures con-
stitutes a small portion of the total national income and also because the
expenditure on Social Welfare or subsidies by way of transfers to the lower
income groups is of little significance. Apart from food subsidies and
expenditure connected with relief and rehabilitation of displaced persons
(which are temporary) industrial housing, and amelioration of scheduled
and backward classes, there are hardly any other directly redistributive
expenditures of importance in the Indian budget”. Vol. I, p. 142.
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on the one hand and another set of regions representing ‘dry
belts’.

It has been a significant feature of the Indian public expen-
ditures that they are varied and used to lessen these inequalities.
However, the actual extent to which these inequalities can be
reduced depends on the schemes chosen for implementation.
For example, it has been suggested early in 1956, by the National
Development Council that industrial production should be
‘decentralised’. The Council also suggested that the need for
developing a balanced cconomy for different parts of the coun-
try should be kept in view while deciding the location of indus-
trial units either of the public or private sectors.”* A study of
these schemes will, however, result in a shift from a study of
the ‘public expenditures’ to a study of the ‘schemes of expendi-
ture’. The relevant consideration, however, is that specific grants
have been given and continue to be given on the basis of the
recommendations of the First and the Second Finance Commis-
sion by the Central Government to State Governments, to com-
pensate for the backwardness of a State; these grants were a
substantial source of income to the ‘backward states’ and while
it may not have helped these states to lessen the inequalities in
comparison with another state, yet they enabled a significant
advance in different fields which otherwise would not have
happencd if a ‘uniform criteria” had been applied to all the States.
Another significant factor is that while the incidence of taxation
is higher in areas of large incomes, the flow of expenditures,
however, are distributed evenly on a national basis. The adminis-
tration of expenditures irrespective of the amount of taxes paid,
would imply that areas of larger incomes pay a higher amount
for the same services. These two factors have helped, to some
extent, the process of regional equalisation. The attempts made
so far in this direction represent only a much needed beginning
and a lot more remains to be done.

Rural and Urban Parities

Another feature of Indian economy is the inequality between
the rural areas and the urban areas. Though these differences

“* Second Five Year Plan, p 37.
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were sought to be remedied during the last decade, yet a criti-
cism is normally made that the plan itself is biased towards
urban areas—for a significant part of the over-all outlay apart
from funds earmarked for agriculture, is spent in the urban
areas. It is not within the scope of this chapter to make an
inquiry into these different criticisms. The purpose here is only
to indicate that the expenditure policy has not been geared
towards this direction.

The plan includes schemes which involve outlays both in the
urban and rural areas. But the benefits that would accrue to
the rural areas would be less, as the social and economic over-
heads are more in these areas, with the result that a major por-
tion of the expenditure has to be devoted to ‘overheads.” This
is so because the basis of formulation of estimates for urban
and rural areas is the same and the estimates so framed yield
different results in the urban areas as distinct from the rural
areas. In the rural areas the administrative overheads are gene-
rally more than in the urban areas and the presence of these
factors render the expenditures in rural areas less productive
and yielding.

The existence of these factors require that the estimation of
financial costs for any scheme in rural areas, should bear this
factor in view. However, this factor is not often recognised and
consequently the gulf between the rural and urban developments
becomes not only acute, but also constant. An expenditure policy
should take these factors also into consideration.

Stabilisatiop and Full Employment

Postulates. During the Great Depression and immediately
after the war, public expenditures have been used extensively
to prevent periodic recessions which are caused by changes in
the environment—either through exogeneous factors or through
internal factors of changes in the production process. The ex-
penditures incurred to avoid, prevent or control these fluctuations
are called as ‘compensatory spending’ or ‘remedial expenditures’.
These expenditures have certainly an established utility during
a period of depression. But mere expenditures alone cannot be
an adequate tool to counteract either an inflation or a depres-
sion. These fiscal policies are to be supplemented by necessary
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monetary and debt policies also. In periods of depressions spe-
cific programmes of public works are chosen to incur public ex-
penditures, so that the economic effects of the expenditures
comprising (a) the primary effects of spending itself, (b) the
secondary effects of consumer spending when consumers begin
to spend their newly earned income,”® and (c) tertiary effects
of new private investment induced by increase in the public
expenditure may show a way to prosperity. It is, however, a
moot point whether a reversal in the direction of expenditure
can cause a contraction of activity in these fields and thereby
act as a counter-inflationary measure, For one reason, it is
difficult to bring a contraction in public expenditure; for another,
even assuming that the public works have been stopped, yet the
normal upkeep expenditure itself would be sizable enough to
present problems. A government expenditure invariably means
that “services are performed, values are realised, administrative
organisations developed, expectations expanded, clienteles form-
ed, interest groups created, pressures mobilised and once these
are set in motion, they cannot easily be contracted.”* Thus an
expenditure policy during an inflationary phase has not much
to offer. Reliance has to be placed on other fiscal and monetary
devices to counteract inflation.

Associated with these programmes during economic fluctua-
tion is the objective of maintenance of ‘full employment’. In any
economy a recession brings about an immediate decline in the
levels of employment. It has therefore been one of the objec-
tives of the public expenditures to promote full employment and
to maintain it; and in fact, expenditures intended to counteract
a recession are as much an instrument for the policy of full em-
ployment also. Towards these purposes it has been suggested
that the budgets of any nation should contain built-in’® stabili-
zers, both for purposes of undertaking productive investment on

**(b) and (c) above are termed as ‘repercussion effects’. A. Smithies:
“Federal Budgetary and Fiscal Policy”, Survey of Contemporary Economics,
Vol. 1, p. 187.

" Variation in Public Expenditure,” Dahl and Lindblom. Income
Stabilization in a Developing Democracy, ed. by Max Millikan, p. 362.

"> National and International Measures for Full Employment (1949),
pp. 33 to 38.
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behalf of the government to counteract the declining investment
rate in the private sector or, alternatively, raise government ex-
penditures on transfer payments (pension, subsidies, etc.) so
that the purchasing power of the community could be raised
and thereby investment attracted into the field.

As indicated earlier, the nature of the problem in India is
more likely to be ‘inflation” rather than™ a recession, but the
counteracting measure cannot be a reduction in expenditure for
such a reduction is likely to spell doom than any benefit in a
developing economy. It is therefore imperative that the pursuit
should be one to devise the expenditures in such a way as not
to aggravate inflationary tendencies, but at the same time would
make it conducive to render development with stability. In
other words, expenditures must be properly phased so that they
may not positively contribute to the rising inflationary pressures.
The experience of the First Five Year Plan, however, indicates
that a major part of the overall outlay (nearly 60 per cent) was
incurred only during the last two years of the Plan. The following
table indicates the progress of the plan:

TaBLE XV

(in crores of rupees)
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Centre 1389.5 132.1 1254 181.3 283.6 3925 11149

States 835.0 1273 1422 1617 1923 2740 89753

Torar 22245 2594 2676 3430 4759 6665 20124

A slight improvement was noticeable during the Second Five
Year Plan, though the basic trend remained the same. The
expenditure on central account for developmental purposes was

*¢ Periodical price ‘declines’ are caused in India more through a ‘bumper
crop’ rather than through any other factor.
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expected to be about Rs. 1,424 crores during the first three years
of the Second Plan leaving a margin of Rs. 1,088 crores to be
incurred during the remaining two years.”” This tendency of
incurring expenditure in the last lap of a plan is likely to ac-
centuate inflationary pressures. These expenditures therefore
require careful phasing. Recognising this as an issue of import-
ance, the Planning Commission observed that™ “in a develop-
ment plan of the dimension and scope of the Third Plan, the cor-
rect phasing of projects and outlays is of greatest importance.
Without this it will not be possible to implement the plan effi-
ciently, to keep investments in harmony with the internal and
external resources available from year to year and to ensure
that at each stage in the plan there arc a series of projects under
execution which will yield results speedily and that there will
be continuity both in planning and in the flow of benefits.” Fol-
lowing this objective, the Commission recommended that the
phasing of projects should be worked out with strict regard to
the requirements of physical planning, period of fruition, etc. but
has not laid any significant emphasis on the phasing of expendi-
tures as such. The necessity of an expenditure policy which
can provide for proper staggering and phasing of expenditures
and avoid deviations from policy that take place in the rough
and tumble of budgetary process in the context of a plan can
hardly be over-emphasised.

In a developing economy recessions are not likely to occur.
All the same, in an agricultural economy like the Indian eco-
nomy, recessions appear imminent at times. These recessions
are often the result of ‘bumper crops’, as a fall in the agricul-
tural prices caused by a good crop can lead to a fall in the
other prices also and may thus set in motion certain forces which
are not welcome in an expanding economy. The appearance
of these factors on the economic scene may often necessitate
‘agricultural price support’ policies. As for example, when there
was a bumper crop in 1954, leading to a fall’® in the general

L}

" Plan Resources and Outlay—A Review, p. 5.

** Draft Third Five Year Plan, June 1960, p. 29.

"It is important to note that food prices have an additional weightage
in the general price level. The consequence is that any fall in the food
prices is immediately reflected in the general price level.
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price level (during this period the index of food articles came
down from 381.6 in April 1954 to 276.1 in May 1955) certain
measures for price support were announced by government. As
indicated in the Second Plan® “expenditures can always be
stepped up and credit made available in ample measure, should
recessionary trends unexpectedly appear,” and this instrument
has been well utilised in the plan period. Thus the expenditure
policy has shown enough of flexibility in this regard.

As for full employment it may be said in a developing eco-
nomy, unemployment is only another aspect of development
itself. Therefore, variations in public expenditure to achieve
full employment as practised in the advanced economies can-
not be made applicable to underdeveloped countries. In ad-
vanced economies the problem is one of ‘restoring” full employ-
ment, while in the developing economies, it is one of achieving
‘full employment’. Thus, expenditure policy as such cannot be
oriented to these purposes. On the contrary it is the purposes
and contents of the programmes that are included in the plans
that should be ‘employment oriented’.

In conclusion it may be stated that expenditures have an
increasing role to play in removing inequality of incomes, in
ensuring full employment and in countering the economic
depressions. But the working in these aspects can be rendered
complete only when the expenditure increases and occupies an
increasing share in the gross national product. The Taxation
Enquiry Commission has pointed out “that the redistributive
effects of Public Finance operations in India cannot attain really
significant dimensions as long as the ratios of public revenues
and public expenditure to national income remain as small as
they are at present.®’ The Socialistic Pattern of Society which is

** Second Five Year Plan, p. 38.

* There are, however, different opinions as to what should be the limit
of expenditures in the GNP: Prof. Colin Clark was of the opinion that if
expenditures go beyond 25% of the national product, inflation is inevitable.
But this thesis has been conclusively proved to be wrong—see p. 44 et seq.
of Francis M. Bator’s book, The Question of Government Spending, Public
Needs and Wants and also the last chapter of Arthur Smithies’s The
Budgetary Process in USA.
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the objective of government, requires greater expenditures and
greater share of government expenditure in the national income.*

** This policy will be in sharp contrast to the policy followed in the
USA. President Eisenhower stated his government’s objective thus: “By
using necessity—rather than mere desirability—as the test of our expendi-
ture we will reduce the share of the national income which is spent by the
government . . . government must play a vital role in maintaining economic
growth and stability. But I believe that our development since the early
days of the republic, has been based on the fact that we left a great share
of our national income to be used by a provident people with a will to
venture”. This philosophy originally included in his 1954 Budget Speech
was also included in his 1981 Message.
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Chapter Nine
AUDIT

Avprr, like the judiciary, executive and the legislature, is one of
the important ingredients of a democracy. Its primary purpose is
to ensure that in the process of expending governmental funds
all canons of financial propriety have been observed, that the
rules and regulations which govern expenditures are adhered
to, that the expenditure has been incurred by the authority
which is empowered to incur it and that it has been incurred
for the purpose for which it has been appropriated by the
Parliament. Audit supplies an essential link between the exccu-
tive and the Parliament and is helpful in interpreting the actions,
in so far as they have a financial bearing of the former to the
latter.

In a parliamentary democracy, the actions of the executive
are accountable to the legislature; it is the duty of the legisla-
ture to scrutinise and examine, if possible critically, each of the
activities of the executive and formulate its own judgment in
an appropriate manner. Since the examination of accounts and
the scrutiny of the techmical soundness of the financial transac-
tions is a technical job, the initial spade-work in this regard is
done by the Audit Department and its findings are placed
before the Legislature for its consideration and then before the
financial committees of the Legislature for a detailed examina-
tion of the audit reports submitted to it. The initial work of the
audit forms the basis for the subsequent work of the Legisla-
ture.iThus, audit has a prominent role to play in a parliamentary
democracy. The audit functions are discharged by the Comptrol-
ler and Auditor-General of India and by the Indian Audit and
Accounts Department, of which he is the Head. By a historical
coincidence, both the audit and accounting functhns are per-
formed by the Comptrdﬁ and Auditor-General.:

“In this chapter, we will be concerned with an examination of
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the different functions of the Comptroller and Auditor-General
(excluding his functions as Comptroller of issues, which are
considered separately in another chapter), the Organisation of
the Indian Audit and Accounts Department and the relations
that exist or ought to exist between the Audit and the Ministry
of Finance on one hand and the Audit and the general adminis-
tration on the other.

| The functions of the Comptroller and Auditor-General are
many and varied and cover a wide range of activities.| The
functions have undergone considerable changes and fluctuations
ever since the inception of the office of the Auditor-General.
The requirements of the day—political or administrative—were
always the primary and most influential factors in moulding the
course of events and in deciding the range of activities and the
nature of the functions of the Comptroller and Auditor-General.

History

The office of the Auditor-General made its first appearance
in 1857, when a major reorganisation was carried out by Lord
Canning, under which the accounting offices of the Presidencies
of Bombay, Madras and Bengal were brought together ‘and put
under the charge of a single Accountant-General—a post which
was newly created for the purpose. Until this stage, the system
of audit and accounts was wanting in cohesion as each Presidency
had its own Accountant-General with a set of functions nowhere
precisely laid down. One characteristic was that the land revenue
payments were made by the collectors while the accounts were
compiled and completed by the Accountant-General of the
Presidency. Occasionally, some post-audit was also done in res-
pect of debt and different deposit heads.

The reforms of Lord Canning brought about a good deal of
change in this system. Incidentally, the foundations of the pre-
sent day institution of the Comptroller and Auditor-General were
also laid in these reforms. These reforms consisted in (i) assi-
milating the different procedures in the three Presidencies and
in setting up a general Department for Accounts & Audit for
the whole of India and (ii) a post of Accountant-General, the post
which has subsequently become the Accountant and Auditor-
General, Comptroller-General of Accounts, Comptroller and
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Auditor-General, and Auditor-General of India, was created. As
a part of the same financial reform, the organisation of the
Accountant-General was made a part of the establishment of the
Governor-General, independent of the administration of the
Presidencies.

During the same period, a budget system was also introduced.
And in 1860, an Audit Board with two members (the Accountant-
General of India and the Head of the Military Finance Depart-
ment) was constituted with the object of conducting a monthly
appropriation audit which would form the basis of administrative
control. This Board, however, did not last long and in less
than five years after its formation it was abolished. The abolition
of the Board was necessitated by the fact that an Imperial
Military Accounts Department was created in 1861 and in 1864
was transferred to the administration of the Military Finance
Department. The creation of this Department meant the identifi-
cation of the Head of the Military Accounts Department as the
Head of an exclusive accounting organisation and as such had
no place in an Audit Board whose essential function was audit.

The formation of the Board established that the Auditor-
General was the highest authority in audit matters.

+ The abolition of the Audit Board in 1865 was a part of another
major organisational overhaul. Under this reorganisation, receipts
were rendered to the executive officers, accounts distributed
among the Treasuries, and provincial Accounts Offices estab-
lished. In addition separate offices were established for Postal
Public Works (including Railways) and the Heads of these
officers were designated as Accountant-Generals. The post of
the Auditor-General was redesignated the Comptroller-General
of Accounts, carrying the duties of’ (a) managing the public debt,
(b) supervision of the accounts of those treasuries which were
immediately under offices subordinate to the Government of
India and (¢) the administration of the Central Office of
Accounts—covering the duties of the Auditor-General relating
to the preparation of appropriation audit. The combination of
accounting and auditing functions, whose foundations are laid
at this stage, have continued ever since, though there were

! Introduction to Indian Government Accounts {r Audit (1930 edition).
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occasional attempts to separate the two in certain areas.

These functions have had substantial additions in the later
years. In 1876, the management of paper currency was trans-
ferred from the offices of the Mint Department to the Accounts
Department and the Comptroller-General of Accounts became
the Head Commissioner of the Department of issue also.

The title of the office had undergone a further change in
1880. In this year the “Appropriation Report’, which has in due
course become the main instrument of the Comptroller and
Auditor-General, was introduced and with the introduction of
this change the designation was changed to ‘Auditor-General’.

In the subsequent years up to 1914, there was no change in
the designation of the office but there were many additions and
deletions to the list of the functions of the Auditor-General.
Important among the deletions was that the maintenance duty
of public debt was handed over to the Bank of Bengal with the
general supervision remaining in the hands of the Auditor-
General. Among the additions were (1) the maintenance of
Railway accounts (the continued retention of the Accountant-
General for public works was considered unnecessary with the
creation of a separatc Railway Accounts Officc in 1910 and the
P.W.D. accounts were later on amalgamated with the Civil
Accounts Offices) and (2) the Audit of the Books of the Govern-
ment presses, etc.

The regular addition of new functions and the enlargement
of the existing functions of the Auditor-General very soon im-
posed an impossible strain on the incumbent of the post, neces-
sitating a fresh review of the duties of the Auditor-General.
After the completion of such a review, the Secretary of State
sanctioned the creation of a post of ‘Controller of Currency’ in
1913, with the primary purpose of relieving the strain, though
the relief was only in a small degree on the Auditor-General.
From this time onwards the Auditor-General became responsible
for audit and accounts only.

The Auditor-General during all these years was subordinate
to the Government of India even in audit matters and had no
separate and exclusive identity representing the independence
of audit or his own. The question of making him an independ-
ent and statutory authority was all along on the anvil but for
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political and other reasons it never materialised. In the begin-
ning, the proposal to set up an independent Auditor-General was
opposed by the Secretary of State chiefly on considerations of
cost. The 1896 Royal Commission on Expenditure was more
specific in objecting to any further grant of independence to the
Auditor-General when it obesrved: “Above all, it is most un-
desirable to adopt a measure which might suggest to the people
of India that the Government of India requires to be checked
in the auditing of its expenditure by an indcpendent authority
set up in India.”™*

The need for setting up an independent audit was, however,
very soon realised and a statutory recognition was given to the
Auditor-General in 1919, as a part of the constitutional reforms.
Under this Act, the Auditor-General was made an independent
authority, “who shall be appointed by the Secretary of State in
Council and shall hold office during His Majesty’s pleasure. The
Secretary of State in Gouncil shall, by rules, make provision for
his pay, powers and duties and conditions of employment or for
the discharge of his duties.” (Article 39(1) of the 1919 Act). The
annual appropriation reports prepared by the Auditor-General
meanwhile continued to be submitted to the Secretary of State,
as he was the fountain of all authority and Government of India
was only a subordinate agency exercising the delegated authority
of the Secretary of State. The period between 1919 to 1935 was
an uneventful one so far as the Auditor-General was concerned.

The duties and functions® of the Auditor-General were given
added recognition in the 1935 Act. The Act included an article
which stated “there shall be an Auditor-General of India who

2 At the time of the enquiry, the Auditor-General was a high officer of
the Finance Department and subordinate to that department. His audit,
as it is now, was primarily a test audit. The Committee, after making a
comparison of the Indian department with its counterpart in the UK, which
was already put on an independent footing under the 1866 Statute,
concluded that the departmental audit in India was “well organised and
effective”. It added that “the object of an independent audit can be
satisfactorily attained by the test audit if applied on a sufficient scale”,
and suggested that “full discretion should be left to the Auditor-General
as to the extent of the test which he may consider it desirable to apply”.
(Italics added).

® Article 166 of the 1935 Act.

19
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shall be appointed by His Majesty” (under the 1919 act, the
appointment of the Auditor-Gencral was made by the Secretary
of State) “and shall only be removed from office in like manner
and on the like grounds as a judge of the Federal Court.” This
recognition ensured a greater amount of independence to the
Auditor-General.* Regarding his conditions of service the Act
stated, that “they may be such as may be prescribed by His
Majesty in Council”. It also laid down that Auditor-General shall
not be eligible for further office under the Crown in India after
he has ceased to hold his office. It is significant to note that
these provisions of the 1935 Act formed the basis for the pro-
visions in the Constitution of India, drafted and enacted after
the independence of the country.

There was, however, a discordant note in the 1935 Act which
related to the appointment of separate Auditor-Generals for the
provinces. The contemporary objective, based on a desire to
build up provincial autonomy, found place in Article 167 in the
Act which stated that “an Auditor-General of the Province may
be appointed by His Majesty to perform the same duties and
to exercise the same powers in relation to the audit of the
accounts of the Province.”” This article was never put in force
and no province appointed a separate Auditor-General.

The 1935 Act went ahead of the 1919 Act in specifying the
duties of the Auditor-General. Though the detailed functions
were formulated at a later date, the 1935 Act itself provided
that (Article 168) “the accounts of the Federation shall be kept

¢ A significant change that took place during the intervening years has
been the separation of Railway accounts in 1929. After this separation,
the Auditor-General was concerned with Railway Audit only and not with
its accounts. This function continues to be exercised by him up to date.

® Referring to this aspect the joint committee on constitutional reform
{1933-34) whosc efforts paved the way for the formulation of the 1935 Act,
observed “ it is desirable both on grounds of economy and for other
reasons that the present centralised system of Audit and Accounts should
be maintained and it is hoped that the Provinces will realise the advantages
ot such a course. Nevertheless it would be difficult to withhold if an
autonomous Province wants to have its own auditing arrangements.” They
hastened to add: “Where provinces have taken over Audit or Accounts
it is essential that there should be established a uniform general pattem
for the Federation and for all British Indian provinces.”
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in such form as the Auditor-General of India, with the approval
of the Governor-General, may prescribe”. It also added (Article
169) that the reports of the Auditor-General of India relating to
the Accounts of the Federation shall be submitted to the
Governor-General who shall cause them to be laid before the
Federal Legislaturc. (We will have much to say about the utility
and historical evolution of the audit reports at a later stage in
the chapter.) Thus it was that the contemporary practice of
placing the audit reports before the legislature was made statu-
tory and legal.

The enactment of the 1935 Act was only a step in the direction
of a proper formulation of the functions and the responsibilities
of the Auditor-General. The spirit of the Act was extended in
the rules formulated under the Act. The rules so formulated are
known as the 1936 Audit and Accounts Order. This order which
was issued on 18 December 1936, contained the rules and
regulations that governed the conditions of service (pay not
exceeding Rs. 60,000 per annum), leave eligibility (of office),
etc. of the Auditor-General and his duties and powers. It is,
however, relevant to note that the order was silent on the
administrative powers of the Auditor-General in respect of the
day-to-day administration of the Audit Department. It was
equally silent on the financial powers of the Auditor-General.®
But thesc matters have been settled subsequently by separate
arrangements between the Government and the Auditor-General,
under the Act. Though the non-specification of the administrative
and financial powers of the Auditor-General in the 1936 Audit
and Accounts order, made the Auditor-General dependent on
the executive in respect of many a matter, yet the Act itself
symbolised an important and significant step from two points of
view: (i) it included provisions which secured the independence
of audit in relation to the authorities whose transactions are
audited and (ii) the act was responsible for a precise and com-
prchensive formulation of the duties of the Auditor-General.

The functions so formulated continued without any important
change until 1947 when with the adaptation of the 1935 Act in
the Indian provisional constitution order 1947, the post of Auditor

* Introduction to Indian Government Accounts and Audit (1940 edition).
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of Home Accounts in England’” was also placed under the
administrative control of the Auditor-General.

The period from 1947 to the date of the inauguration of the
Constitution is not of great importance so far as the Auditor-
General is concerned. There were, however, some important
developments during this period which, though they never
reached the statute book (there was no necessity to make Statutes
as they related largely to the administrative and financial powers
of the Auditor-General), went a long way in giving more inde-
pendence to the Auditor-General. The important development
in this direction took place in 1949, when Dr. John Mathai was
the Finance Minister. Recognising the need for allowing as much
freedom as possible to the Auditor-General and with a view to
reducing the dependence of the Auditor-General on the Ministry
of Finance for various administrative and financial matters, the
Auditor-General was given enhanced administrative and finan-
cial powers. His powers to create temporary posts in the depart-
ment were raised to such an extent that he could create any
post, excepting the post of the Deputy Auditor-General of India,
in the Indian Audit & Accounts Service for a period of two
years; he was also empowered to create any post in the sub-
ordinate services on a permanent capacity and in a similar way
his powers in other fields also were substantially enhanced. To
enable him to exercise these powers the budget of the Auditor-
General was not subjected to the usual cuts imposed by the
Ministry of Finance, but was decided on the basis of mutual
consultations between the Auditor-General and the Ministry of
Finance. Also, to allow him a measure of budget flexibility the
Auditor-General’s budget was allowed to include a lumpsum
provision of Rs. I lakh per annum. These measures established
the independence on a firm ground and made the independence
realistic.

The enactment of the Constitution provided a further oppor-
tunity to review the functions of the Auditor-General and to
refix them. The provisions of the Constitution were to a large

" The origins of this post are to be found in the 1858 Act which
provided for an independent audit in London of the Home Accounts of
the Government of India. This post which was outside the purview of the
Auditor-General continued being so until independence.
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extent based on the 1935 Act, though there were some notable
exceptions. It is in order, at this stage, to review briefly the
provisions included in the Constitution.

Article 148(1) states that there shall be a Comptroller and
Auditor-General of India who shall be appointed by the Presi-
dent under his hand and seal and shall only be removed from
office in like manner and on the like grounds as a Judge of the
Supreme Court. This clause is an improvement over the 1935
Act in two ways: (i) the designation of the Auditor-General has
been changed to that of the Comptroller and Auditor-General to
allow him to exercise control on the exchequer issues also® and,
(ii) it has been stipulated that the appointment shall be under
the hand and seal of the President.’

The Constitution also stipulated that “the Comptroller and
Auditor-General shall, before he enters upon his office, make and
subscribe before the President or some person appointed in that
behalf by him an oath of affirmation’ according to the form set
out. It has also laid down that the conditions of service of the
C & AG shall be determined by the Parliament and that he shall
not be eligible for reappointment to any office “under the Gov-
ernment of India or under the Government of any State™.'

To enable him to be statutorily independent from the execu-
tive, it was provided in the Constitution that the administrative
expenses of the office of C & AG including the salaries and
allowances of the staff of his office were to be ‘charged’ on the
consolidated Fund of India.’* In matters affecting the conditions

® T, T. Krishnamachari, moving an amendment for thc change of the
designation, stated.in the Constituent Assembly: “The function which the
draft constitution imposed on the Auditor-General is not merely Audit but
also Control over the expenses of the Governments. Undoubtedly the term
Auditor-General has all aloug been used in the 1935 Act to include both
these functions.”

® This part of the article, which was not included in the draft constitution,
is the result of the incorporation of an amendment moved by B. Das.

1o Recently A. K. Chanda, a former Comptroller & Auditor-General was
appointed as Chairman of the Finance Commission. This was justified on
two grounds: (i) that the post of Chairman of the Finance Commission is
not a post under the government and (i) that the post is held in an
honorary capacity.

' The provision that the expenses of the C & AG’s office shall be charged
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of service of the personuel of the Indian Audit and Accounts
Department, it was stated in the Constitution that the applica-
tions of the general rules to the IA & AD personnel shall be
made by the President only after consultations with the C & AG.
The term ‘consultation’ implied that the advice of C & AG in
matters affecting his administration need not always be accepted
but can be overruled by the President. This indeed happens
rarely, but the provision has been made as most of these adminis-
trative matters “hinge on the executive direction of the autho-
rities concerned, as they might affect the principle of parity,
with the other services under the Government™.'*

The constitution envisaged him as a ‘most important officer’,'®
and in making various ‘provisions’ which govern his relations
with the executive, it laid greater emphasis on independence
for audit. Such an objective formed a strong undercurrent at
the time of the discussion of these provisions of the constitution
as was abundantly made clear by Dr. Pattabhi Sitaramayya,
who stated: “No matter how perfect your Constitution may be,
no matter how numerous may be the checks and balances as
safeguards for the right conduct of the business of the future,
it is money that counts and we have to deal with huge sums and
if all this moncy is not spent alright and if the people deliver
cheap jibes at men like me who count money .. .then there is
no government at all worth mentioning; it is an anarchy, it is

and not voted aroused considerable opposition (particularly from R. K.
Sidhwa) from the Members of the Assembly on the plea that it reduced
parliamentary control. Replying to this criticism, B. Das, the mover,
observed: “Provision for a charged amount has been made only to avoid
a clash and deadlock in future in the operation of the responsibilities of
the Central executive and the Auditor-Gencral.” B. R. Ambedkar, who
piloted the Constitution Bill also stated: “The reason why it is made non-
votable is a very good reason, because first we do not want the executive
to interfere too much in the necessitics as determined by the Auditor-
General with regard to his own requirements; we do not want a lot of
legislators who might have been discontented for some rcason or other,
or because they may have some kind of a fad for economy, to interfere
with the good and efficient administration of the Auditor-General”.
—C.A. Debates.

12T, T. Krishnamachari, Constituent Assembly Debatcs.

' Ambedkar, C.A. Debates.
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chaos, it is loot, it is dacoity. And who is to control this? The
Comptroller and Auditor-General must be supreme and inde-
pendent as the Judges of the Supreme Court, perhaps even more
s0.... He should not, therefore, come under the ire of the
government or any party or of the Finance Department. ... Till
1921 in this country, we never thought of the independence of
the Auditor-General. Later on, we built it up step by step and
stage by stage, so that today we have installed him as a supreme
master who has his own judgment to look to and who has no
frowns or favours to be guided by from outside. The Comp-
troller and Auditor-General should be the supreme arbitrator
of India’s finances and then alone our Swaraj will be a proper
Swaraj.”** This statement more than amply represents the ap-
proach and attitude of the day.

The important constitutional provisions which contribute to
the independence of the C & AG are: (i) though appointed by
the President, the Auditor-General can be removed from office
only on an address from both Houses of Parliament and on the
grounds of (@) proved misbehaviour and (b) incapacity only';
(#?) his salary and conditions of service are statutory and cannot
be varied to his disadvantage during his term of the office;
(#i) he is made ineligible for any appointment under the Central
Government or in the State Government so that he may have
no inducement to please the executive of any government;
(iv) the salaries of the C & AG and his stafl of the headquarter
offices are ‘charged’ items only and are not votable and
(v) lastly, the constitutional provisions have been amply supple-
mented by the administrative and other financial powers dele-
gated to him by the executive.(ln fact his administrative powers,
in certain respects are larger than the powers of the judges of
the Supreme Court, though they are lesser than the powers of
the Speaker of the Lok Sabha.'®)His financial powers, however,
are greater than all these authorities and in some respects he
enjoys even more powers than the Central Ministries. It should
also be recognised that independence, notwithstanding all statu-
tory provisions, etc. is an ‘attitude of mind’, which while it can

¥ C.A. Debates, Vol. I, p. 947.
*D. D. Basu, Commentary on the Constitution of India, Vol. I, p. 811.
!* See Recruitment And Conditions of Service Rules of Lok Sabha, 1955.
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e hampered, cannot be enlivened by a statute. All the same,
tatutory safeguards are necessary and these have been provided
or in a significant measure in the Constitution.

Before we move on to a consideration of the duties and func-
ions of the C & AG as laid down in the Constitution it may
se stated that legislation governing the conditions of service of
he C & AG was enacted in 1953. Under this Act, the term of
he tenure of the post was fixed at 6 years and suitable provisions
vere also made regarding his pension, ete.

Duties and Powers of the C & AG

Articles 149 and 150 of the Constitution deal with the Duties
ind Powers of the Comptroller and Auditor-General. In accord-
ince with Article 149, the Comptroller and Auditor-General
shall perform such duties _as may be prescribed under any law

same duties as_he was_ perfomung prior to the mauguratmn of
ll_(_f_\—gf)_n—sﬁtutlon The functions of the Comptroller and Auditor-
General, as stated earlier, are the same as those contained in the
1936 Audit and Accounts order as adopted in the Provisional
Constitution order of 1947.{It was, however, expected all along
that a separate ‘exchequer and audit bill' would be presented
to the House, as desired in the Constitution, but so far no such
legislation has been made though it is likely that it will be made
in the very near future/ Article 150 states that the “accounts of
the Union and of the States shall be kept in such form as the
Comptroller and Auditor-General of India may, with the appro-
val of the President, prescribe”. This provision makes the Comp-
troller and Auditor-General responsible to the accounts and
audit not only of the Centre but also of the States. This provi-
sion has, incidentally, done away with the provision of the 1935
Act under which separate Auditor-Generals could be appointed
for each Province. This provision is therefore an important one,
for it has made the centralised system of accounting and auditing
constitutional.

Article 151 deals with the audit reports to be submitted by
the Comptroller and Auditor-General. It states that reports in
respect of the union government shall be “submitted to the Persi-
dent who shall cause them to be laid before each House of
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Parliament” and in respect of States these reports are to be
submitted to the Governor who shall cause them to be laid
before the Legislature of the State. These reports are in practice
submitted to the Ministry/Department of Finance, which on
behalf of the President/Governor presents them to the Legisla-
ture. These reports are an important instrument in the hands
of the Comptroller and Auditor-General and it is in the consi-
deration of these reports that the Comptroller and Auditor-
General supplements the work of the Parliament; and together
these two agencies make the actions of the Executive accountable
to the public.

The functions thus devolving on the Comptroller and Auditor-
General may be analysed under the following heads: (i) as
Comptroller of Exchequer issues; (ii) as an Accountant of the
accounts of the Central and Provincial Governments and
(iii) as an Auditor-General entrusted with the task of auditing
the transactions of the Exccutive. Out of these three, aspect
(i) is considered separately in another chapter and there-
fore the following paragraphs are devoted to a consideration of
the other two aspects only.

The Compiroller and Auditor-General and Accounts

In the Indian financial system the initial and the basic accounts
of government transactions are prepared by the authorities
through whom the transactions occur. The Agency specifically
created for this purpose is the ‘Treasury’—which was ushered
into existence as part of the 1865 Reforms mentioned earlier.
The ‘Treasuries’ which form part of the ‘Revenue’ administration
of the States are under the administrative control of the States,
unconnected with the Indian Audit and Accounts departments.
These are the units at which the Public Accounts—payments
and receipts—start; the accounts are then compiled at each
Treasury in two separate monthly accounts, one for the transac-
tions of the Union Government and the other covering the
transactions of the State Government and are then sent to the
Accountant-Gencral of each State who compiles them into
consolidated monthly statements of the States and Union
Government.

The function of the Comptroller and Auditor-General or the
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Indian Audit and Accounts Department, (the terins cover each
other and are used throughout in that sense) is essentially one
of compilation of accounts, while the accounts as such are built
up from below where each of the many District and sub-
Treasuries contributes its quota. The duty of the Accounts
Department is to compile “under different heads prescribed 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 a
form as to bring out the combined results of all the transactions
which occur during a given period”."’

Though the initial accounts are not maintained by the Comp-
troller and Auditor-General, there are certain other functions
which devolve on him under the Audit and Accounts order of
1936. These duties are: (i) he is responsible for keeping the
accounts of the Federation (Union) and each Province (State)
—i.e., accounts other than the accounts of the Federation relat-
ing to Defence or Railway and accounts relating to transactions
in the UK and initial accounts maintained by the Treasuries and
departmental offices including accounts of Stores, and trading
and manufacturing accounts. (ii) It is the duty of the Comptroller
and Auditor-General to prepare annually a summary of the
accounts.’® These statements known as the ‘Finance Accounts
include comprehensive information relating to the Revenue
Expenditure (capital outlay shown separately) and Public Debt.
They also include detailed information regarding the results of
the operations of the commercial departments like Railways,
Posts and Telegraphs and Irrigation. Though the preparation of
the ‘Finance Accounts’ is a time-consuming process and is there-
fore usually submitted' late, yet it reveals in a nutshell the
magnitude, depth, dimension and extent of the financial opera-
tions of the Government in the field of revenue, expenditure
and debt. (iii) He is also* to prepare a statement incorporating

" Introduction to Indian Government Accounts and Audit (1950 Edition),
para 4.

'* Para 11 of the order.

'* The Finance Accounts of the Central Government relating to 1948-49
to 1954-55 were submitted only in 1960.

** Para 12, 1936 order. Pending Legislation by the Parliament specifying
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a summary of the accounts of the Union and the State for the
preceding financial year and particulars of their balances and
outstanding liabilities and containing such other information as
the President may direct to be included in the Statement. This
statement, known as theg combined I'inanco and Revenue Accounts
of the Central and State Governments in India, is an cxtremely
useful document for it contains a wealth of statistical information
and also gives at one place the accounts of the States and the
Centre. (iv) Besides these two types of accounts, he has to
submit annually to the Central and State governments the
Appropriation Accounts relating to expenditure brought into
account in a financial year of all the items cxpended under each
Demand for which amounts have been appropriated by the
Parliament. This is the document which presents the details of
the expenditure under the same heads, under which they were
voted. The Appropriation Accounts, which merely presented the
‘accounts” up to 1923-24, had undergone certain changes in that
year. From this year onwards, financial*' irregularities rclating
to embezzlements, frauds, ctc. were also included in the form
of ‘Notes’ under the respective grants. (v) The 1936** order also
provides that the Comptroller and Auditor-General may inspect
any office of accounts which is under the control of the union
or the States, including treasuries and such other offices respon-
sible for the maintenance of accounts, so as to ensurc the
accuracy and the correctness of the initial accounts maintained
by these offices for the computation of which he is later respon-
sible and (vi) one of the functions that devolved on him after
the advent of the constitution is that he has been made respon-
sible for prescribing the form of the accounts of the union and
of the States. (The constitution specified that they “shall be kept
in such form as the Comptroller and Auditor-General of India
may, with the approval of the President, prescribe”.) The object
of this provision as stated earlier js to secure uniformity in
the accounting procedures between the Centre and the States

the duties of the C. & AG they continue to be governed by the 1936
order.

#' PAC Reports, Vol. I, Epitome, p. 11,

** Ibid., para 17.
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and between the civil departments and other departments like
Defence and Railways, which have their own accounting
arrangements.

From the point of view of the control of public expenditure,
the functions of the Comptroller and Auditor-General in so far
as they relate to accounting are not very important, though it
cannot be denied that the system of Accounts is extremely help-
ful in detecting frauds, embezzlements and other technical errors.
But these come to light when the ‘audit mind’ is brought
to be borne upon the accounts, not only in the final consolida-
tion of accounts, but also in the day-to-day computation and
compilation.

Comptroller and Auditor-General as an Auditor

The primary purpose of audit is to ensure that “the money
has been applied to the purpose or purposes for which the
grants made by Parliament were intended to provide and that
the expenditure conforms to the authority which governs it”.
This principle, which was for the first time included in the
Exchequer and Audit Act of the UK, has been amplified and
adopted to govern the functions of the Indian Auditor-General.
This amplification, which is contained in the 1936 Audit and
Accounts order, to which a reference has been made earlier,
states that “it shall be the duty of the Auditor-Gencral (i) to audit
all expenditure from revenues of the Federation (Union) and of
the Provinces (States) and to ascertain whether the moneys shown
in the accounts as having been disbursed were legally available
and applicable to the Service or purposes to which they have
been applied or charged and whether the expenditure conforms
to the authority which governs it; (ii) to audit all transactions of
the Federation (Union) and the Provinces (States) relating to
debt, sinking funds, advances, suspense accounts and remittance
business; (ii) to audit all trading, manufacturing and profit and
loss accounts and balance sheets kept by order of the Governor-
General (President) or of the Governor of a Province (State) in
any department of the Federation (Union) or of the Province
(State) and in each case to report on the expenditure transactions
or accounts so audited by him.” These functions continued to
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be performed by the Auditor-General and today they form the
main core of his audit functions.

The audit so performed is an important instrument in the
control of public expenditure, for it is the instrument which
makes the expenditure accountable. This audit of necessity
functions in a dual capacity;*® firstly, it checks the extent of
applications of rules and regulations issued by the Administra-
tion, by the government servants subordinate to it. (This function
is performed on behalf of the government) and secondly, it
ensures on behalf of the Legislature that the actions of the
government have been in accordance with views and require-
ments of the Legislature. It is in the process of this work that
audit becomes an important instrument of financial control.

The audit, however, is not responsible for ensuring economy
in the governmental expenditure for essentially it is a duty of
the executive. But audit, through its working and through the
submission of the annual audit reports, brings to bear a financial
criticism based on the accounts and a subtle influence on the
process of incurring expenditure and after the expenditure has
been incurred, by bringing to notice the wastefulness and in-
fructuousness in public expenditures. The audit of the Comp-
troller and Audit-General is continuous (concurrent in a section
of the cases and post-audit in respect of most of the expendi-
tures) and the staff of the department are always vigilant to
find out the inaccuracies and other tcchnical errors. The staff
who are spread®* throughout the length and breadth of the
country scrutinise many of the transactions of the government
and make queries to the administration inquiring about the
various aspects of a transaction and depending on the nature
of the reply received from the Government these objections
are either withdrawn or if the objections are of a serious nature,
they are submitted to the Accountant-General or the Comptroller
and Auditor-General who decides whether it is worth including
in the audit reports and thereby bring it to the notice of the
Parliament and Public. The final discretion, however, whether

23 Audit Code, Vol. I, para 23.

2 Referring to the British experience, Sir Herbert Brittain states: The
auditors are in fact as ubiquitous as the spenders and their work is
thereby greatly facilitated.” The British Budgetary System, p. 280.
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an objection should be included or not, rests with the Auditor
himself and not with the ‘executive’. To enable audit to dis-
charge these functions, it is allowed complete access to all the
records of the transactions. His right to call for information and
account is statutory. The 1936 order states that the “Auditor-
General shall have authority to require that any books and other
documents relating to trausactions to which his duties in respect
of audit extend” and where the documents in question are
of a sccret nature, then “the Auditor-General shall accept as a
correct statement of the facts”™ if such statements are furnished
by the Governor-General or the Governor as the case may be.
This procedure which is still in vogue in the States, has been
changed since 1954 at the Centre. Now, sccret documents are
sent to the Accountant-General concerned by name specifically
and are returned by him after finishing his work.

The purpose of audit is to offer financial criticism and its
value lies in the reports it submits pointing out the impropriety
or irregularity of certain transactions so that appropriate action
could be taken to rectify them. The audit reports have {far-
reaching effects on procedures and attitudes of financial control
in particular. Its eflect is mainly in the nature of a deterrent as
it prevents the recurrence of the irregularities and paves the way
for a prudent expenditure policy. It may, however, be argued
that audit is cssentially a post-mortem and that its reports are
submnitted after a good deal of lapse of time, usually after the
transactions have taken place. While these handicaps persist
and continue, it cannot be denied that audit has a wholesome
influence in directing the expenditures and in creating a proper
atmosphere which facilitates the avoidance of irregularities, etc.
Audit, despite the handicap that it bolts the stable door after the
horse has gone, yet, as Herbert Brittain observed, is probably
the most potent force making for prudent financial administra-
tion. What one department is publicly pilloried for today, all
other departments will try to avoid tomorrow.”**

The Audit conducted by the Comptroller and Auditor-General
can be studied under the heads of (i) Audit of Expenditure of the
Government, (ii) Audit of Receipts and (iii) Miscellaneous Audit.

% The British Budgetary System, p. 261.
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Audit of Expenditure

As has been stated earlier, the 1936 order makes it incumbent
on the Comptroller and Auditor-General to audit all expenditures
incurred from the revenue of the union and the States. This
aspect may be called the ‘statutory audit’ by the Comptroller and
Auditor-Gencral. However, along with this statutory audit there
has also grown during the last few decades, a certain amount of
discretionary audit also. This ‘discretionary audit’, which has
first grown in the UK as a result of the suggestions of the Comp-
troller and Auditor-General of the UK and the endorsement of
the same by the PAC has in duc course gaincd recognition in
this country where it is now practised. Referring to the need for
such a ‘discretionary audit’, the Comptroller and Auditor-General
of the UK, D. C. Richmond, stated before the Committee of
National Expenditure in 1903, “but I have also the duty to
report on the accounts and availing myself of that opportunity,
I think it my duty to report anything which in my judgment
falling within my proper functions, it concerns the House of
Commons to know, waste, cxtravagance and Joss, cte.” The
Committec on the basis of this suggestion recommended that
“the Public Accounts Committee should even more than in the
past encourage the Comptroller and Auditor-General to scrutinise
and criticise improper and wasteful expenditure and to indicate
where censure is in his opinion required.” The discretionary
audit which has grown out of this recommendation has its own
limitations but we shall be concerned with them at a later stage.
It is enough to realise that audit of the Comptroller and Auditor-
General is both statutory and discretionary, the former based
on the functions laid down in the 1936 order and the latter
based on a liberal interpretation of these functions and on the
periodical suggestions made by the Public Accounts Committee
in this regard.

The statutory audit is three-fold: (i) an accountancy audit,
(#) an appropriation audit and (i) an administrative audit.*®

The object of accountancy audit is again three-fold®":
(i) detection of f_]’_l_tl(] (i) detection of technical crrors and

2See A. J. V. Durell, The Principles and Practice of the System of
Control over Parliamentary Grants.
1 Ibid.
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(iii) detection of errors of principle.”® To detect these errors the
audit is generally conducted continuously though it is not always
exhaustive and complete. The audit in India is only a test audit
but the intention of such a test audit is to ensure that the system
has actually been working well. This test is occasionally supple-
mented by full checking at intervals or sample checking regu-
larly. The procedure of sample checking, etc. is ensured through
‘concurrent audit’ which generally examines a good percentage
of the expenditure sanctions issued from time to time. These
concurrent audit parties are allotted either to a department or to
a group of departments. Thesc parties verify the sanctions
emanating from that group only. Howecver, as there arc audit
sections for each group, the range of activities of the government
as a whole come within the active zone of the audit. It is the
work of each audit unit, which, when consolidated, represents
the total coverage of the fiscal activities of the government.
The appropriation. audit consists in ensuring that the grants
are spent on the purposcs for which they are provided. In the
process of ensuring the fulfilment of this objective, the audit is
also concerned with the proper classification of expenditure
between Revenue and Capital and against provision of Funds,
etc. Every grant appropriated with the approval of the Legisla-
ture is for a specific purposc or a set of purposes and to that
extent parliamentary grants are conditional. The appropriation
~audit enables the Auditor-General to satisfy himself that the
expenditure which is being audited is within the ambit of the
grant and that the expenditure incurred has been incurred for
the specific purpose for which it was voted by the Legislature.
In the process of this examination, audit is also concerned with
a scrutiny of the causes that led to a discrepancy between the
estimates and the final out-turn. It also verifies where there have
been reappropriations from one Head to another, whether such
reappropriations conform to the authority delegated to it.

** Frank Tribe calls this type of audit a ‘straightforward accounts audit’,
the object of which, is to see that the accounts are correct from the
ordinary accountant’s point of view. No doubt in the process of verifying
the correctness of accounts technical errors are also detected and included
in the Audit Report. “Parliamentary Control of Public Expenditures”,
Winter 1954, Public Administration.
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The appropriation audit, thus, is the document which reveals
the various aspects of the transactions of government and, as
Durell has observed, “the strictness with which appropriation
is applied is the measure of Parliamentary Control”. The appro-
priation audit is not done on a test basis as in the case of
accountancy audit and to quote Durell once again: “The import-
ance of the appropriation audit and the fact that it is the primary
function of the Comptroller and Auditor-General preclude the
possibility of being on a test basis as in the case of accountancy
audit. It must be a detached and complete audit.”

The object of administrative audit is to ensure that all the
expenditure sanctions issued by various administrative authorities
are supported by the requisite authority. The administrative
authorities enjoy certain powers within the limits of which they
can issue the expenditure sanctions themselves and these are
acceptable to audit also. Where, however, it is a matter which
exceeds the limits of powers enjoyed by the administrative
authorities, such sanctions can be issued only in consultation
with the Ministry of Finance and in these cases even the final
sanctions are sent to the audit through the Ministry of Finance.
The process of administrative audit consists in verifying whether
a sanction has been issued supported by proper authority or not.
This type of audit puts the administration on the defence and
makes it adhere to the rules and regulations laid down for the
purpose,

As has been noted earlier, along with the statutory audit the
Comptroller and Auditor-General also carries a certain amount
of discretionary audit. This has come to occupy an important
place now and is given more importance than even the conven-
tional and statutory audit. The discretionary audit lays emphasis
on undertaking investigations and reporting on any wasteful
and uneconomical expenditure regarding contracts and other
major deals. These duties are not laid down in any statute nor
have any®® precise rules been laid down governing this audit.
This discretionary audit does not, as a matter of fact, lend itself
to precise definition for it depends on the magnitude of an issue
and on the approach of the Comptroller and Auditor-General.

** See para 85 of the Audit Code.
20
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The essential function of audit in making this discretionary audit
is to call the attention of the House “not only to waste of public
money but to every matter arising out of his examination of
finance, to which he thinks the attention of Parliament should
be directed.”®® Such audit®® consists in the examination whether,
in the process of incurring expenditure, any canons of financial
propriety have been violated and in ascertaining whether any
other deed which not only violates the canons of financial pro-
priety but also transgresses a universally accepted standard of
official conduct or financial administration has taken place.

An enquiry into the wastefulness of a deal is as good as an
enquiry into the efficiency and the soundness of the economics
of the transaction in question. But in the process of reporting
the results of his investigation, he (C & AG) does not assume
the role of a judge who sits on judgment. but merely points
out the various aspects of the transaction. Pronouncement of a
judgment is, more often than not, liable to cause friction with
the administration and would also incidentally imply that the
audit is trying to substitute for the administration. Essentially,
the audit has to act.as a prosecuting counsel and not as a judge,
which function falls appropriately within the purview of the
Public Accounts Committee. Therefore, in matters of this nature
where friction is more likely, careful decisions are imperative
and the success and consequently its beneficial results depend
a good deal on the moderation and tact with which the discre-
tion is applied.

It would be appropriate to consider, albeit briefly, at this
stage, the aspects of efficiency audit about which much has
been said in the recent past. We have seen earlier that audit
is not concerned with ‘policy’ for it takes it as given and granted.
It does not claim to be an efficiency audit for it does not
pronounce a judgment on the efficiency of a transaction or a
business activity but is more concerned with pointing out the
technical flaws, wastage, etc. But these comments on wastage
and inefficiency in administering a specific project reflect only
an aspect of efficiency audit and cannot be treated as ‘efficiency

%A, J. V. Durell.
%1 Sir Frank Tribe, called this ‘Finance Audit’. The Audit Code calls this
audit the “Audit against Propriety”. See p. 27 of the ‘Audit Code’.



AUDIT 307

audit’ itself. The term efficiency audit implies something more
by which the overall assessment of the performance of an orga-
nisation can be made and known.*? This efficiency audit which
was first practised in Sweden,*® both at the administrative level
and at the Parliamentary level, has found many supporters,
including Indian Parliamentarians and it is generally argued that
a similar efficiency audit must be introduced in India as well.
There are, however, certain limitations in the working of an
‘efficiency audit’. Efficiency audit presupposes a set of principles
or suitable criteria against which the efficiency of government
transactions can be judged. What may apparently appear as an
inefficient transaction may obviously be the result of a subjective
approach. Besides, the form in which accounts are now prepared
does not throw any important material to enable an assessment
of the efficiency of a programme. It is also to be recognised that
efficiency is a measurement of the relation between the input
and the output and therefore adequate data has to be given
even in the Appropriation Act, which in the long run, when
compared with the expenditures incurred from a Demand, may
give a picture of the efficiency. As for example, when presenting
the demand to meet the expenditure of revenue administration
adequate information may have to be given regarding the likely
tax yield in respect of each expenditure. Such a supply of
information may help throw some light on the efficiency of tax
collection. But all said and done efficiency is a multifaced issue
and requires the consideration of many other factors besides
cost alone.’* The efficacy of an efficiency audit depends more

**“As R. H. Wilson has pointed out ‘efficiency audit is a convenient
label to cover a whole range of separate processes of measurement to test
the standards of performance of an organisation.” Quoted from B. Chubb,
The Control of Public Expenditure.

*1In Swecden, “an independent auditing office (Statcus Sakrevision)
outside the General Accounting Office conducts an examination of adminis-
trative procedures. This extends to -considerations of efficiency and
performance in Administration.” The Parliamentary audit committee has
also a small staff at its disposal with authority to examine all types of
transactions as well as other questions affecting the efficiency of a budget
execution. Government Accounting and Budget Execution—UNO, 1952,
p. 69.

* Sir Frank Tribe, observed in the course of a lecture: “I do not believe
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on the building up of a set of yardsticks covering the whole
field of government transactions against which the efficiency
of a transaction or operation can be measured. Another limitation
is that this efficiency audit cannot be made applicable in all
fields, especially in the field of general administration where a
major part of the expenditure is incurred on the administration
of ‘personnel’. It is indeed difficult to judge the efficiency of an
office worker in terms of the expenditure incurred on him or
even in quantitative terms of his work. In measuring the effici-
ency of an office worker, it is the human factor which is more
important and any attempt at quantifying his work will only
end up in revealing only a part of the picture. The efficiency
audit as a process is more useful and is more appropriate in the
case of manufacturing and commercial organisations. In these
concerns, efficiency renders itself to better treatment and since
it is an essential tool in the formation of their policy it would
be particularly advantageous for them if such audit is internal
as well.

Another significant aspect is that the Public Accounts Com-
mittee, in its examination, does not merely confine itself to the
Appropriation Report. Though it is not concerned with the policy
aspects the Committee looks into the economy and efficiency of
each transaction of government. The audit as such is not con-
cerned with policy but only with facts, and economy is not the
concern of audit, as much as it is the concern of the administra-
tion. What is in fact the responsibility of the Public Accounts
Committee which satisfies itself that the methods in which
government operations have been carried out are economical.
cannot be shifted or transferred to any other agency. Efficiency
review can be achieved to an extent if the emphasis of the
approach of the Public Accounts Committee is more on the
management’ aspects and this can be achieved, in a way, if the
Committee chooses to examine the representatives of administra-

that any cxamination based on figures alonce and ignoring such matters as
personnel management, installation of machinery and general office or
factory organisation can lead to a proper judgement of the efficiency of a
concern,”
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tion more on the ‘management aspects’ than on routine technical
flaws,*?

It would thus be observed that efficiency audit has two
different phases: (i) at the Parliamentary level and (i) at the
audit level. In either case the need for formulation of objective
standards as a prerequisite for efficiency audit hardly requires

emphasis.

Audit of Receipts

Another important function carried out by the Comptroller
and Auditor-General is the audit of receipts. The audit of
reccipts is not statutory for it was not included in the 1936
order. It is also significant to rcalise that the functions of the
Indian Comptroller and Auditor-General which were based to a
very generous extent on the 1921 Exchequer and Audit Act of
the UK has not included any provision in this regard though the
UK Act provided for it. The provision made in the 1921 Act of
the UK in this regard is as follows: () The accounts of the
receipt of revenue by the Departments of Customs and Excise,
Inland Revenue, and post office and the accounts of every
receiver of money which is by law payable to the Exchequer
shall be examined by the Comptroller and Auditor-General on
behalf of the House of Commons in order to ascertain that
adequate regulations and procedure have been framed to secure
an effective check on the assessment, collection and proper
allocation of revenue, and the Comptroller and Auditor-General
shall satisfy himself that any such regulations and procedure
are being duly carried out. (ii) The Comptroller and Auditor-
General shall make such examination as he thinks fit in respect
to the correctness of the sums brought to account in respect of
such revenue as aforesaid, and shall, together with his report
on the appropriation accounts of the departments concerned,
present to the House of Commons a report of the results of any
such examination.”

However, no such provision was made in the 1936 Audit and
Accounts order. All the same the Comptroller and Auditor-

* Sir Edwaid Bridges pointed out that, in fact, the examination of the

British PAC is directed to questions of ‘economy’ in the widest sense.
Budgeting in Public Authorities, 1960, p. 164.



310 CONTROL OF PUBLIC EXPENDITURE IN INDIA

General, “in virtue of his responsibility for the keeping of
accounts of receipts™®¢, deemed it fit to verify, from the accounts
rendered to him, that sums are recovered regularly and that
they have been duly brought to the credit of the accounts. Also
in course of time, he had undertaken the audit of receipts at the
request of the Government itself. The audit so undertaken,
however, covers only a segment of the revenue receipts. Income
Tax and Central Excise among the Central taxes and Land
Revenue, are some of the receipts which have not yet been
brought within the purview of the audit.

The audit of these receipts is important from the Legislature’s
point of view to render the Parliamentary control effective and
complete. The Public Accounts Committee has time and again
emphasised the need for such an audit. In one of its reports it
observed: “That unless they examined the receipt side of the
accounts of the Indian Union, their examinations of the accounts
would not be complete. The committee considered that matters
arising out of the ways and means policy of the Government
also fell within its purview.”” In pursuance of these recommen-
dations and later discussions income tax receipts are being
progressively brought under his purview.*®

" The main purpose of audit in this respect is only to ensure
that a proper system, with necessary rules and regulations, exists
for the assessment and collection of Government revenues and
that it is functioning smoothly and efficiently.®® It is not con-
cerned with the correctness of the assessment but with the system
and proper accounting of the revenues collected.**

Miscellaneous Audit

The Auditor-General, apart from the aforementioned audits,
is also concerned with the audit of the Stores and the Stock.
This audit does not cover all the departments of the Govern-
ment of India or of a State except in so far as audit forms part
of the duties of the Audit Department in relation to the audit

3¢ Audit Code, Article 139.

3 PAC Reports, Epitome, Vol. II, p. 84.

3 Government of India—Audit Report 1957, p. 64.
3 A. K. Chanda, Aspects of Audit Control, p. 19.
** Epitome, Vol. I, p. 394.
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of the subsidiary accounts of the commercial undertakings. Such
audit is undertaken in accordance with Proviso 13(2) of the 1936
order which states that the Auditor-General may audit, with the
approval of the President or the Governor, “the accounts of
Stores and Stocks kept”. The primary purpose of this audit is to
ascertain that the departmental regulations governing purchase,
sale, etc., are properly carried out, that there is no excessive
stores over and above the requirements which is tantamount to
locking up the capital and therefore uneconomical, and to verify
that the articles of stores are counted periodically and checked
against the quantity of balance in the books.

The Comptroller and Auditor-General also undertakes audit
of the commercial undertakings of Governments. The power in
this respect is derived from the 1936 order which states that it
shall be the duty of the Auditor-General “to audit all trading,
manufacturing, and profit and loss accounts and balance sheets
kept by order.” The main object of this audit is to ensure that
the accounts presented by the concerns give a complete and
true picture of the various financial aspects of the concerns. In
the implementation of this type of audit it is the principles of
commercial audit which are applied and not the routine type of
Government audit.

Along with these functions, a new function has also come to
be added during recent years. The increasing number of public
enterprises set up in the form of ‘corporations’ and the need for
making them accountable has made it necessary for the Auditor-
General to undertake a test audit of the public enterprises also.
Besides the audit, the Comptroller and Auditor-General is also
responsible for prescribing the manner in which the accounts
of the companies should be audited and to give any other
instructions to the professional auditors appointed by the com-
panies to audit their accounts. In addition to these, he is also
empowered to “conduct a supplementary or test audit of the
companies accounts by such person or persons, and in such
form, as the Comptroller and Auditor-General may by general
or special order direct.”*!

¢! Indian Companies Act 1956, Section 619(3)(b).



312 CONTROL OF PUBLIC EXPENDITURE IN INDIA

He also undertakes audit of corporations in whose statutes
it is provided that the audit would be undertaken by the Auditor-
General. The Damodar Valley Corporation Act 1948, the Em-
ployees’ State Insurance Act 1948, the Industrial Finance Cor-
poration Act 1948, Rehabilitation Finance Administration Act
1948 and Air Corporations Act 1953 are some of the examples
of this nature. It is not, however, the intention to make a detailed
study of these aspects at this stage as that would appropriately
fall within a study of ‘Public Enterprises’. As has been pointed
out earlier the aspects of control on public enterprises does not
form a part of this study. This aspect is only mentioned here
as it forms a substantial addition to the duties of the Auditor-
General.

Limitations

The preceding paragraphs give a broad picture of the general
audit activities of the Comptroller and Auditor-General. There
are, however, certain limitations to this audit. These limitations
relate mainly to those fields where audit does not reach. These
limitations are not in the nature of audit but in its jurisdiction.
Important among such fields which are not within the purview
of audit are (i) the Secret Service expenditure. The details of
this expenditure are not audited by the Comptroller and Auditor-
General. Instead, a certificate given by the Home Secretary to
the effect that the amounts have been utilised is admitted in
audit and is deemed adequate for audit purposes. (ii) Another
area in which there is no audit is in regard to the contributions
to the international organisations and also in the case of in-
dependent institutions receiving grants-in-aid of amounts less
than Rs. 1 lakh per annum and Rs. 5 lakhs non-recurring. Simi-
larly, the grants given to the local authorities are not subjected
to audit by the Comptroller and Auditor-General, but are
inspected by an Examiner of Local Fund Accounts who is a
provincial government employee and is not a member of the
Audit Department. Notwithstanding these jurisdictional limita-
tions the audit of the Comptroller and Auditor-General is fairly
exhaustive and adequate to meet the requirements in making the
governmental expenditures accountable.
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Audit Reports

The results of the audit carried on in the above process form
the subject matter of the Audit Reports of the Auditor-General.
Before the inclusion of these findings in its reports the facts are
generally verified with the administrative ministry to save subse-
quent controversies, The Reports submitted by the Comptroller
and Auditor-General are of two varieties: (i) Audit Report on
the Appropriation Accounts and (i) Audit Report on the Finance
Accounts.

The Audit Reports which cover the whole range of financial
transactions are important means in securing effective Parlia-
mentary control. These Reports are presented separately for the
Union and the States. In respect of the Union, the Appropriation
Accounts are presented in four parts, viz., Civil, Defence, Rail-
ways, and Posts and Telegraphs. The Audit Reports contain
(a) a narration of cases involving financial irregularities, losses
of public money due to fraud or negligence, wasteful or nuga-
tory expenditure and criticisms and comments thereon and
{b) comments and criticisms arising out of the appropriation
accounts on matters such as the accuracy of budgeting, control
of expenditure, excesses and savings, etc. (Formerly, the cases
which were still under consideration on the basis of audit query
were not included in the Audit Reports.** But now these are
included in the Audit Reports if the administrative decisions on
these matters are not made available within.a reasonable period.)
The Audit Reports as presented now are divided into three
parts—Part I relating to the activities of the Central Ministries,
Part II to State Enterprises and Part III containing informative
statements on various topics of interest. The Second Part, which
had no place at all in the pre-independence reports, has come
to occupy a significant place with the slow and steady growth
of public enterprises.

> The Public Accounts Committee recommended in one of the earliest
reports that the audit officer must be free to notice any matter that deserves
consideration, even where matters have not yet becn finalised by the
Government. The Government, while agreeing to the recommendations in
principle, considered that such procedure is open to objection as an inter-
ference by audit in the freedom of the action of the executive. See p. 52,
Vol. 1, Epitome.
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The form of Audit Reports is constantly under review and
has undergone and is undergoing periodical changes. The
objective of all these changes, however, continues to be that of
pointing out the waste, inefficiency and uneconomic expenditures
involved in government operations. Also, as the purview of audit
was extending the scope and importance of the audit reports
as an instrument of Parliamentary Control of Finance has also
been gaining in importance in the recent past and as Durell
observed: “Everything that advances the work of the Comp-
troller and Audit-General tends to give parliament more ample
and full control over expenditure.”*

The Reports contain important material which is useful not
only as the subject matter of discussion of the Public Accounts
Committee, but also in highlighting some of the uneconomic
transactions and thereby helping their avoidance in future. The
items included in the Report indicate the record of every Minis-
try and it is not unoften that every Ministry tries to avoid being
mentioned in the Audit Reports, since such mention is consider-
ed tantamount to a censure and therefore undesirable. Though
the language of the report is one of understatement “the meiosis
of a rhetorician—seemingly wild to the outsider™* yet it is one
which can set many an administrative action in motion.

However, the utility of the Audit Report would be not only
insignificant but would also be steadily losing ground if they are
submitted Iate.lIn the UK there is a time limit by which the
audit reports have to be submitted to the House. In India there
is no such limit. Apart from the fact that there is no time limit,
the audit reports are generally unduly delayed as the preparation
of appropriation accounts generally takes a long time. The
shortage of stafl in the Department was one of the factors which
contributed to this delay.

To avoid this delay, which otherwise would have been res-
ponsible for the diminution of its value, the Public Accounts
Committee suggested that audit reports may be submitted in
advance of the appropriation accounts.*® Similarly, certain irre-

““A. J. V. Durell, op. cit., p. 288.

* Basil Chubb, op. cit., p. 180.

* The First Report to be submitted in such a manner was the 1952
Audit Report.
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gularities which merit immediate consideration of the Public
Accounts Committee may have to wait a long time if they are
to be included in the report of the year in which they have
taken place. Such procedural delays nullify the very impact of
the examination by the audit and the Public Accounts Com-
mittee. As a way out, the Public Accounts Committee suggested
that such irregularities may be included even in the preceding
year’s audit reports which might be under preparation at that
state. Accordingly,*® cases relating to years later than 1948-49
and 1949-50 were included in the audit reports of 1948-49 and
1949-50. This procedure helped in bringing out irregularities to
the notice of the Committee at the earliest possible date and is
certainly preferable to the other alternative of including them
in the reports of the respective years.

C & AG and the PAC

The audit reports are considered by the Public Accounts Com-
mittee of the Legislature and the Committes at the Centre and
in the States are respectively assisted by the Comptroller and
Auditor-General and the Accountant-General of the State. The
Comptroller and Auditor-General has an extremely important role
to play at the stage of consideration of the reports of the Com-
mittee. His role has been variously described in glowing terms.
Durell considered that “the Comptroller and Auditor-General
is the agent of Parliament. He is Parliament. Parliament only
works through him.” This is certainly a flattering view. The
more realistic views are those of T. G. Bowles who called him
the ‘acting hand of the Committee’, and of Osbert Peake who
described him as the ‘guide, philosopher and friend’. (We will
have occasion to study more of these aspects in Part III where
a chapter is devoted to the study of the Public Accounts
Committee).

The reports of the Comptroller and Auditor-General serve
as the basis for the examination of the representatives of govern-
ment and these reports—valuable as they are—provide a
glimpse of the year’s work of government. The work of the

‘¢ Epitome, Vol. 1, p. 666.
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Committee or of the Auditor-General is essentially one of annual
stock taking,

The Comptroller” and Auditor-General, with a view to help
the deliberations of the Committee, prepares a list of important
points arising out of the accounts and his comments thereon, so
that the examination of the Committee could as far as possible
be guided and pegged to important topics. In the course of the
deliberations the Comptroller and Auditor-General sits on the
right of the Chairman and frequently puts questions himself to
the witnesses. His position in the process of examination is a
unique one for he helps in making the objectives of the Com-
mittee clear to the witnesses and in making the actions of the
government clear to the Committee. Quite often it may be his
responsibility to see that no quizzing of officials takes places,*®
and he may have to save some of the officials from the steady,
though understandable, cross examination by the members of
the Committee.”” However, the roles of the Committee and the
Auditor-General are complementary to each other, for the value
of the examination of the Committee is dependent on the
thoroughness of the audit examination; and for the utility of
audit, on the support it receives from the Committee. It is an
effective combination of this mutual interdependence that makes
Parliamentary and audit control real and effective.

The responsibility of the audit officer does not come to an
end with the mere submission of the audit report. It is also
his responsibility to watch the action taken by the Executive on
the errors pointed out by the audit. It has to ensure that re-
medial action is taken on the irregularities pointed out by it
for the non-recurrence of such irregularities can be ensured only
when remedial action is taken. Where the audit authorities feel
that the remedial action taken is not adequate, the matter is
taken up through the Public Accounts Committee.

““See S. L. Shakdher’s article on the subject in the Indian Journal of
Public Administration, “A Comparative Study of the C & AG in UK and
in India”, Vol. 1V, pp. 393-410.

“*See Prof. Morris-Jones’s Parliament in India, where examples of this
restraint are given from the Piroceedings of the Committee.

“* A former Comptroller and Auditor-General of India acclaimed himself
as a ‘Lord Protector of the Official Witnesses.”
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We have so far studied the audit undertaken by the Comp-
troller and Auditor-General on the actions of the Executive. A
question arises as to who should audit the audit itself or who
is to guard the gunards themselves? (Sed quis custodiet ipsos
custodes?) The sanctions issued by the Comptroller and the
Auditor-General are audited by an Under-Secretary in the
Department of Expenditure of the Ministry of Finance. In ad-
dition to this audit and supplemental to it, there is a system of
internal audit within the Audit Department itself by which one
Accountant-General acts as the Auditor of another Accountant-
General. However, the audit of both is only an audit of sanctions
and is confined to verifying whether a sanction is based on suffi-
cient authority or not and whether it is in accordance with rules
and regulations governing the subject. There is no system as
in the UK, whereby the appropriation account of the Audit
Department is certified by one of the permanent Joint Secretaries
to the Treasury.”” In India the appropriation account is not
certified by any official other than the Comptroller and Auditor-
General himself and this has occasionally given rise to an impas-
sioned plea that the Audit Department should be subjected to a
greater scrutiny. Dean Appleby has questioned whether it was
not “more important who examines the Audit Department with
a scrutiny more significant than mere auditing.”*

It is of course true that the mere audit of sanctions issued by
the Comptroller and Auditor-General as the administrative head
of a department is not adequate and requires to be supplemented
by other audits also.

II

Organisation of the Indian Audit and Accounts Department

The growth of this organisation was conditioned by the same
factors which had conditioned and moulded the functions of
the Comptroller and Auditor-General, already discussed at length
in the preliminary sections of this chapter. The organisation that

* H, Brittain, The British Budgetary System, p. 262.

51 Paul H. Appleby’s Second Report, 1956.

This question was provoked by an embezzlement that took place in the
Audit Department, which was just then reported, p. 27.
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has so grown has at certain times witnessed contraction in its
duties and at others, a quick and sudden expansion. The orga-
nisation can be studied by dividing it into two different groups:
(i) Offices which combine both accounting and auditing and
(it) Offices exclusively meant for auditing. ,

The combined offices of Accounts and Audit may again be
subdivided into two classes: (i) civil offices and (ii) Posts &
Telegraphs accounts offices.

The civil audit offices are spread all over the country and each
State has its own Accountant-General. In the case of certain
smaller States, the status of the Head of these offices is slightly
lesser than that of an Accountant-General and are headed by
Comptrollers. Until the integration of the Princely States in
1950, the audit of the Auditor-General did not include them
but after the Federal Financial integration the jurisdiction of
the Comptroller and Auditor-General was extended to them
also. The systems of these States prior to 1951 were different
from the accounting systems of the Comptroller and Auditor-
General. Therefore one of the problems that were faced by
the C & AG immediately after the integration was to remodel
the system of accounts and audit in these States and put them on
the same traditional foundations as obtained in Part ‘A’ States.*

An interesting feature of the system is that expenditure for the
management of the office of the Accountant-General is borne
by the Central Government and not by the State Governments;
and as a result the maintenance of the accounts and audit of
the State Government becomes a liability of the Centre. This
procedure involved excessive commitments on the part of the
Centre and no reason can be convincing enough in support of
its continued maintenance. (Significantly enough, the charges
of Railway audit, which is an analogous case, are recovered
from the Railway Board.®® It can, however, be argued that
Railway Board is a commercial organisation and therefore re-
coveries are merited). It would appear that similar recoveries
can be affected from the State Governments also.

*2 Ministry of Finance, Annual Report for the year 1951-52.

** Though a provision is made in the budget of the IA & AD vyet the
entire expenditure on Railway audit is compensated by ‘recoveries’ to the
same extent from the Railway Board.
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Secondly, the Posts and Telegraphs offices which are under
the supervision of the Accountant-General, combine the account-
ing and auditing functions. This wing has over eight branches
spread all over the country and are in continuous contact with
the Department of Posts and Telegraphs.

The Audit offices of the organisation are of three types:
(i) Railway Audit Office, (ii) Defence Audit Office and (iii) other
audit offices.

The Railway Audit Offices have come into existence only after
1929. The accounts of the Railways which were hitherto main-
tained by the Comptroller and Auditor-General were first sepa-
rated from his control in 1925 and after a successful experimen-
tation with that system for a period of five years the Railway
accounts were finally transferred to the Railway Board. Its
accounts, which are maintained zone-wise, are prepared for
each zone by a Chief Accounts Officer and Financial Adviser.
The duties of the Comptroller and Auditor-General are restricted
to Railway Audit only. The office of Railway Audit is headed
by a Director of Railway Audit who is assisted by a number of
chief auditors attached generally to each zone of the Railways.
The audit of the Director of Railway Audit is in the nature of a
supervisory audit with the main object of ensuring that the
system of accounts used by the accounting authorities of the
Railways is correct and that the checks applied by them are
sufficient. This object is secured by a percentage check applied
to the vouchers and connected accounts and by local inspection.

The Defence Audit has a longer history. Since the creation
of a separate Military Accounts Department in 1861, the accounts
of the Defence Services were maintained by the Comptroller-
General of Defence Accounts. The audit being a statutory res-
ponsibility of the Auditor-General was applied to the military
expenditure also. This audit, as elsewhere, is a test audit system.
The organisational wing of the Indian Audit and Accounts
Department intended for the purpose is headed by the “Director
of Audit, Defence Services” and is assisted by a number of
Deputy and Assistant Directors of Audit stationed all over the
country along with the offices of the Comptrollers of Defence
Accounts.

In addition to these important organisational units, there are
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other audit offices also. Important among these are the (i) Auditor
of Indian Accounts, London (ii) Auditor of Indian Accounts,
Washington and (iii) Director of Audit, Departments of Food,
Rehabilitation, Supply & Steel, Delhi. In the embassies of
London and Washington, there are Financial Advisers as well
as Accounting Officers. For the other embassies, however, the
auditing as well as accounting functions are discharged by the
Accountant-General of Central Revenues. Similarly in respect
of the Central Ministries where there has been a separation of
accounts from audit a separate office with a Director of audit
at its head is established to audit the accounts of the Depart-
ments whose accounts are separated. The Director of Audit
Food, Rehabiliation, etc. is of this type.

An office, which is different from all the above, has come into
being in the recent past. This is the office of the Director of
Commercial Audit. With the steady growth of commercial and
semi-commercial activities of the different departments it became
necessary to strengthen the audit department for undertaking an
effective audit of the various commercial organisations. With this
end in view, a nucleus organisation with the Director as its head
was set up in 1951°* and has since continued gaining strength
from year to year. The Director is assisted by Assistant and
Deputy Directors stationed at Calcutta and Bangalore.

The overall direction on all these offices is vested with the
Comptroller and Auditor-General himself and he is assisted by
an office called ‘Headquarters—which consists of a Deputy
Comptroller and Auditor-General and two Additional Deputy
Comptrollers and Auditors-General of the rank of an Accountant-
General, and a host of other officers and staff at the lower levels.
The Deputy Comptroller and Auditor-General is generally in-
charge of the administration of the Department, and the two
Additional Deputies incharge of the interpretation of codes, re-
gulations, etc. and reports (audit) respectively. The Headquarters
Office is responsible for the enunciation of policy and for watch-
ing that it is carried out by the numerous Accountants-General
and Directors of Audit.

% Ministry of Finance, Annual Report, 1951-52.
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III

Relations between Audit and Administration

The success of audit depends upon the responsiveness of the
administration and the support it extends in the implementation
of the audit suggestions. Audit would be ineffective in the
absence of such a support. The process of support, however,
is not a one-sided affair. It depends as much on the activities
of the audit to merit and deserve support from the adminis-
tration. Thus, the relations between the audit and the adminis-
tration have an important and significant role to play. These
relations may be studied from two angles: (i) Relations between
the Ministry of Finance and the Audit and (ii) Relations between
the Administration and the Audit.

We have seen in the earlier chapters that the Ministry of
Finance is the rule-making authority. In the process of formula-
tion of the rules and regulations, the Ministry of Finance often
consults the Audit Department so that such regulations may
represent the experience and views of the audit. The role of
audit is not confined to the application of rules and regulations
which already exist, but in the formulation of new rules intended
for putting the administrative mechanism on a more efficient
level. Besides this assistance, the audit also helps in the pre-
paration of the budget estimates and in compiling the progress of
expenditure and receipts. In fact, the six-monthly actuals, budget
provision under the heads pensions, superannuation allowances
in the budget and the verification and preparation of Part I
estimates of the budget are done by the Audit Department.
The Finance Department on its part assists the Audit in cases
where a rule or order has been disregarded. The Ministry of
Finance is also responsible for ensuring that remedial action
is taken on the comments of the Public, Accounts Committee
arising out of the Audit Reports. Thus the Ministry of Finance,
on its part will have to extend its unstinted support so as to
make the audit an effective agency. An efficient financial adminis-
tration presupposes the existence of cordial relations and mutual
support of the Ministry of Finance and the Audit. Durell
succinctly stated the position thus: “Parliament®® presupposes

** Ibid., p. 163.
21
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unity of purpose and action between the Treasury and the
Comptroller and Auditor-General and experience has proved its
anticipations to be well founded. While the Comptroller and
Auditor-General in the exercise of his primary function is inde-
pendent of the Treasury, he is, so to speak, one of its most
important instruments ensuring that Treasury directions, respect-
ing expenditure, are duly obeyed. {The harmonious action and
mutual support of the two departments are absolutely essential
to efficient administration.”

The relations between the Audit and Administration are, how-
ever, not as simple or even straightforward as the relations be-
tween the Audit and the Ministry of Finance. Besides, in the
relations between audit and administration there were (they
ceased to exist now) certain statutory limitations in the exercise
of the powers of the Audit. We had seen earlier that until 1919,
the Auditor-General was virtually under the government even
in respect of audit matters. The 1919 Act gave him a satutory
footing and this was further raised and consolidated in the 1935
Act referred to earlier. The 1935 Act is also notable for placing
certain limitations on the functioning of Audit and in its relations
with the administration. The agreements that led to the specifi-
cation of these relations are known as ‘concordats’. The ‘con-
cordats’ are statements of principle which both the Auditor-
General and the various governments have agreed should govern
the relations between Audit and the Central and other executive
governments.*® These documents were never published, but were
accepted as the ‘principles’ that were to govern the relations.
The ‘concordats’ proved particularly helpful in ensuring that the
directions issued by the Secretary of State (under the Act, the
Secretary of State was empowered to issue rules as also direc-
tions) when they are of a financial or quasi-financial character,
are not infringed. The responsibility of ensuring positive adher-
ence to the directions was on the Finance Department, but under
the terms of concordats the Finance Department communicated
the Directions to the Auditor-General informally so that any
circumstances in which he considered that they have been in-

8¢ Introduction to Indian Government Accounts and Audit (1940 Edition),
para 370,



AUDIT 323

fringed could be brought to the notice of the Finance Depart-
ment informally. It has, however, been claimed that the con-
cordats did not surrender the independence of audit but merely
governed the relations between the Executive and Audit. With
the advent of independence these concordats were abolished and
the Audit is now governed by its own codes.*

The relations between Audit and Administration have two
aspects: (i) What can the Administration do to help the Audit?
and (i) What can the Audit do to help the Administration? The
relations of these two depends on the help each one extends to
the other. But if the relations were to be treated as not of mutual
help but each one to stay in its own jurisdiction, proclaiming and
ascertaining its own independence, it would tend to create an
atmosphere of acrimony, distrust and thus antipathy. The deve-
lopment and growth of such feelings can be fatal to a democracy
and therefore needs to be avoided at all costs.

Let us first examine what the administration can do to help
the proper functioning of Audit. Audit depends for its success-
ful functioning on the facts and the information supplied to
Audit, yet in a good number of cases facts are not supplied to
Audit in time. Consequently, the time schedule of the Audit
Department is upset and the Audit Reports, whose efficacy lies
in their timely presentation, are often delayed. The Public
Accounts Committee has been very critical of these delays and
have emphasised time and again the need for early submission
of reports. They observed in one of their reports®® “We regard
it as essential in conditions recently obtaining when there has
been so much scope for improper practices that replies to Audit
enquiries should be furnished as early as possible”; and the
Cqmmittee went on to add: “We have also observed that
departments of Government sometimes delay greatly the return
of draft audit paragraphs of Audit Reports sent to them for
acceptance. Such delays are undesirable and there is no real
reason why they should occur for the agreement sought is
basically on questions of fact about which normally there cannot

""The Codes of the Audit Department published after independence
omitted references to concordats. See the introduction by the C & AG to
“‘Audit Code’, 1955.

** Epitome, Vol. I, p. 560.
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be much dispute.” These would imply that the audit queries
and objections do not or have not received the attention they
deserved from the Administration. The result of such inaction
may well be the continuation of irregularities, for those which
are already committed have not been pointed out to the public.
It reduces the effectiveness of Audit. What is more, in certain
cases, full facts are not supplied to Audit in the beginning, but
later are given in defence of their case before the Public Ac-
counts Committee. As a former Comptroller and Auditor-General
pointed out, “Evidence is adduced before the Public Accounts
Committee, which if it had been produced earlier to audit, would
have led either to the deletion of an objection or to its different
presentation”.*

The Administration may have its own reasons for not supply-
ing the information in time. If the reasons are purely in the
nature of administrative delays, etc. then perhaps it is under-
standable, but the reasons appear to be more deep rooted. They
might consider the objections to be too trivial or too irritating
or may like them to lapse away in time. It is not unnatural that
matters are allowed to lapse when there is no proper defence.
In some cases the objections or the comments might be felt to
be trenching on what appear to be the proper sphere of adminis-
tration. These fears are likely to be perpetuated if they are
allowed to run their own course in the usual correspondence
which if any thing, may take one far from the solution than any
way near it. To avoid these pitfalls a new system was intro-
duced early in 1956 to provide personal contacts between the
Audit and Administrative officials. Under this procedure, the
Secretaries of Administrative Departments were asked to take
up the objections which they considered unjustified from any
point of view, direct with the Accountant-General; and failing
a solution between the two the Secretary of the Department
could even take up the matter direct with the Comptroller and
Auditor-General himself. The system was intended to achieve
an early settlement of objections through personal discussion.
Though the system had in the initial stages received excellent

3* A, K. Chanda, Aspects of Audit Control, p. 27.
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support it is slowly falling into disuse®® owing to the sheer
unwillingness to avail it as a positive instrument of settlement
of disputes.

Before we come to the coustructive side of this picture, let us
see how and to what extent Audit can help the administration
and how far the Audit is responsible for creating such an atmos-
phere in the Administration.

It is often said that Audit concerns itself with trivial matters.
The Auditor is no doubt concerned with the interpretation of
rules and regulations and with the observance of the rules. In
the process he comes across cases where rules are not adhered
to. But in raising objections he must avoid the trivial and take
up only the serious and important objections. “To steer clear
between this scylla of ignoring tremendous trifles and that
charybdis of unintelligent literal interpretation is the very diffi-
cult task of the auditor.” A literal interpretation of the rules will
make Audit uninteresting and drab. Further, the mission of Audit
should not and is not a fault-finding one. Its role is one of assist-
ance to the Government. The Auditor has got to he critical as
well as constructive. He must not only investigate but also
educate. Despite these canons and general propositions trivial
objections, the administration feels, are often raised. It is also
observed that many objections are raised purely for the purpose
of raising objections and often they arise out of a lack of
understanding on the part of the Audit of the administrative
requirements. It is also often said that when the Audit parties
of an Accountant-General’s office leave their office on tour, they
leave with the object of bringing back ‘Audit Paras’. Just as a
Finance Officer is unwilling to agree to a proposal without a
cut, so also an Audit Officer is unwilling to admit a transaction
without an objection. All these arise out of the wrong belief
that audit is an end in itself rather a means to an end. The
attitude of raising objections has its own impact on the approa-
ches and the working of the administrative officials of the Gov-
ernment. It may discourage decision making at respective levels
and may lead to a shifting of responsibility from the middle to
the top. Such an impact is no doubt undesirable. But this impact

* Ibid., p. 28.
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has in certain cases been excessively exaggerated, as for example,
Dean Appleby stated that “the Comptroller and Auditor-General
is today a primary cause of a widespread and paralysing un-
willingness to decide and to act.”®* The reasons for the unwilling-
ness to act are to be found in other causes like®? the administra-
tive set-up, nature of the leadership offered at the various
echelons of the hierarchy and, no less important, the relations
between the political executive and the civil executive. In any
case, Audit can only be one of the reasons, for its functions—
negative as they are—are generally interpreted against it.

The above depicts not so much the assistance as much as
the problems involved in the assistance. The one irresistible
conclusion that flows from the above is that a certain amount of
reorientation is necessary in the approaches of both the adminis-
tration and the Audit. Their complementary roles are to be
recognised and conceived as strengthening each other’s actions.
It is, however, not possible to inculcate such a mental attitude
or infuse such an ideological approach; on the contrary, what
is required is practice which depends a good deal on the leader-
ship offered in each stage and in each sphere.

The preceding analysis proves conclusively that Audit is
essential as an instrument of financial control. Its function may
be negative. Its duty may be only to verify the observation of
certain morbid and occasionally unrealistic rules and regula-
tions. But the essential function of Audit remains in being so. It
is only an authority which should point out the irregularities
and is not to be entrusted with the job of judging the merits or
even efficiency of transactions. The examination of expenditure
from the ‘merit’ point of view as distinct from regularity, might,
and would doubtless offer opportunities for valuable criticism
but such a duty cannot probably be conferred on the C & AG.
The present position does not require any extension of the
functions of the Audit Department but only requires an efficient
exercise of the functions and legislation to support the activities
of the Department.

However, one additional point that has to be recognised is

! Second Report, 1956, p. 28.

* See A. D. Gorwala’s report on “Public Administration” for what these
other factors can be.
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that the Audit Reports, notwithstanding a steady expansion in
coverage, lack subtlety, are much too preoccupied with routine
matters and indicate a deep concern for irregularities that took
place many years ago. It makes one feel that the Audit-Report
of today is very much the same as it was in the days of Sir
Fredrick Gauntlett, the first Auditor-General after the 1919 Act.
Audit Reports will have to shed their historical past and will
have to put on new robes suited to an examination of the ‘Deve-
lopmental Expenditures’, which form a substantial portion of the
expenditures of the day. The developmental expenditures re-
quire different considerations and the applications of different
canons, other than those which are applied to routine expendi-
tures. It must also concern itself with an examination of the
adequacy of different accounting systems, as is the case in USA
(after the 1950 amendments to the Budget and Accounting Act),
in the public enterprises and elsewhere, rather than with the
propriety of actions.

All said and done, it should be recognised that the Comptroller
and Auditor-General is an important agency responsible for
an efficient financial administration and what Low in his book,
Government of England, stated is equally true in the Indian
context. He observed: “In the Department of the Comptroller
and Auditor-General, if anywhere, the embodied spirit of the
British Constitution abides; there are enshrined the results of
the long struggle which placed the public funds beyond the
reach of arbitrary power.”



Chapter Ten
EXCHEQUER CONTROL

WE have seen in the preceding chapter that one of the functions
that devolved on the Comptroller and Auditor-General of India
as per the Constitution of India, is in regard to the control over
the issues from the Exchequer. It was also observed that this
function was included in the range of activities of the Comptroller
and Auditor-General for the first time in the Constitution. The
title of this officer which was hitherto designated merely as an
Auditor-General was shown as the Comptroller and Auditor-
General implying thereby that in his capacity as the Comptroller-
General he would exercise powers in regard to the regulation
of issues from the Exchequer or the Treasury of Government.
This function, which has its origin in the rivalry between the
British king and the Parliament with the latter trying to estab-
lish its rights on the finances of the monarchy has been given
considerable importance by the constitution makers of this coun-
try. In a parliamentary system of government, the Parliament is
vested with the supreme power of voting the necessary amounts
required for government expenditure and also approving of the
tax or other measures of the government, designed to raise an
equal amount of resources as to be adequate for defraying that
expenditure. In such a system it is equally essential to ensure
that the expenditures incurred by the Government do not exceed
the amounts voted for the purposes by the Parliament. The
administrative process evolved for this objective is what is known
as the process and system of ‘Exchequer Control. Having this
end in view, the constitution was so drafted that the executive
would not take any liberty in these matters but would confine
itself to the amounts appropriated for it by the Parliament. In
cases where the original appropriations prove insufficient to
meet the expenditure commitments, the executive are always
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free to approach the Parliament for supplementary appropria-
tions. The provisions in the Constitution of India in this regard
specify :

“114(1) As soon as may be after the grants under article
113 have been made by the House of People, there shall be
introduced a Bill to provide for the appropriation out of the
consolidated Fund of India of all moneys required to meet.
(a) The grants so made by the House of the People and (D) the
expenditure charged on the consolidated Fund of India, but not
exceeding in any case the amount shown in the statement pre-
viously laid before Parliament.

“(2) No amendment shall be proposed to any such Bill in
either Houses of Parliament which will have the effect of vary-
ing the amount of any expenditure charged on the consolidated
Fund of India and the decision of the person presiding as to
whether an amendment is inadmissible under this clause shall
be final.

“(3) Subject to the articles 115 and 116 no money shall be
withdrawn from the consolidated Fund of India except under
appropriation made by law passed in accordance with the pro-
visions of this article.”

While sub-clauses (1) and (2) relate to the procedure of the
Appropriation Bills, which we shall be studying in greater detail
in the context of parliamentary control in Part III, sub-clause
(8) specifically states that no money shall be withdrawn except
in accordance with the wishes and approval of Parliament. This
intention is further amplified in article 266(3) which states that
“no moneys out of the consolidated Fund of India or the con-
solidated Fund of a State shall be appropriated except in
accordance with law and for the purposes and in the manner
provided in the Constitution.”

However, mere mention alone is not adequate and the process
of verifying whether the intentions have been carried out or not
requires an administrative machinery. It is to supply this link
that the Auditor-General was designated as the Comptroller and
Auditor-General so that in his capacity as the Comptroller, he
could exercise these functions on behalf of the Parliament. This
intention which is implicit in the Constitution was expected to
be explicit and legal when a Bill seeking to lay the functions of
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the Comptroller and Auditor-General as desired in Article 149
of the Constitution, is enacted. But, as has been stated earlier,
no such Bill has so far been enacted although it is likely to be
enacted in the near future. To this extent, the discussion in the
following paragraphs is concerned more with what is likely to
be an issue in the near future than with one which has already
taken place. But then as we will presently see the issues have
a considerable, if slightly controversial, past also.

The provisions and the objectives of the Indian Constitution
in this regard are largely based on the British experience. What
was attempted when the Auditor-General was redesignated the
Comptroller and Auditor was nothing more than to transplant
another British institution on the Indian soil. It would, therefore,
be appropriate first to describe briefly the system of Exchequer
control in the UK. After such a description, the discussion will
concern itself with a history of the attempts made at different
stages to introduce Exchequer control in India and lastly with
the problems involved in the introduction of such a system in
India. The study thus is divided into three parts (i) experience
of other countries—the UK. (ii) history of the attempts in
India and (iii) the perspectives of the system.

Experience of the UK

The system of Exchequer control in the UK had a hoary past.
The term ‘Exchequer’ properly so-called was brought from
Normandy after the conquest and derived its name from the
chequered cloth upon the table where the cash was kept.! As
T. G. Bowles described the system, “The Exchequer then is the
place where the king’s revenue was received, where it was kept,
supervised and controlled from whence it was kept, supervised
and controlled and from whence it was issued. ... There were
three officers of Exchequer, each of whom had a control over
the issue of the money.... One of these officers was called the
Teller who was the cashier who received and issued the money,
then there was the clerk of the pells, who recorded on a pell or
a parchment all receipts and issues and then there was the

' Willoughby, Willoughby and Lindsay, Financial Administration of
Great Britain (1929), p. 36.
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auditor who examined the records and whose duty it was to see
that no money issues except in accordance with law and with
the sanction of the Parliament.” This system which was in prac-
tice until well into the nineteenth century had almost under-
gone a metamorphosis with the establishment of the Bank of
England and Ireland in 1834. As a part of the financial reform
carried out in the year it was arranged that all funds payable
to the Exchequer account or the consolidated fund would be
paid to the Bank of England and Ireland. The control on the
account, however, remained as earlier through two formal offices,
viz. Comptroller of Her Majesty’s Exchequer exclusively con-
cerned with the issues from the Exchequer, and Commissioners
for auditing the public accounts. These officcs were merged into
one with the enactment of the Exchequer and Audit Depart-
ment Act, 1866. The full designation of the Comptroller and
Auditor-General as indicated in the Act, was “Comptroller-
General of the Receipt and Issue of Her Majesty’s Exchequer
and Auditor-General of Public Accounts.” As per the same Act,
the functions of the Comptroller and Auditor- General in this
respect, were laid as follows:

“The Comptroller and Auditor-General shall grant to the
Treasury from time to time, on their requisition, authorising the
same, if satisfied of the correctness thereof, credit on the Exche-
quer accounts at the Bank of England and Ireland or on the
growing balances thereof, not exceeding the amount of the
charge in the aforesuid quarterly account of the income and
charge of the consolidated Fund remaining unpaid.

“The Comptroller and Auditor-General shall also grant from
time to time, on similar requisitions, supplemental credits for
services payable under any act of the growing produce of the
consolidated Fund, and not included in the aforesaid quarterly
account and the issues or transfers of moneys required from
time to time by the principal accountants to enable them to
make the payments entrusted to them, shall be made out of such
credits on orders issued to the said banks ‘signed by one of the
officers etc’.”

The capacity of the C & AG in this role is essentially a
Ministerial one (as distinct from his quasi-judicial function as
an Auditor-General) for he ministers to the needs of the Treasury.
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However, the performance of these functions by the C & AG
meant a combination of the functions of the Audit as also a
check on issues and this was considered by some as being in-
consistent with his independence as an Auditor in which capacity
he is an agent of the House of Commons. For example, Durell
stated?: “The apparent financial inconsistency of uniting in the
same person the dual office . . . does not in fact possess any draw-
backs or objectionable features, though somewhat illogical in
that the officer controlling issues is in a sense, the auditor of his
own acts”. This inconsistency was more apparent than real and
did not prove to be an obstacle to the performance of his other
functions in respect of audit. In his capacity as an officer of the
House of Commons, it is the responsibility of the Comptroller
and Auditor-General to ensure that the total issues from the
Exchequer do not exceed the amounts prescribed by the Parlia-
ment. -

This system of Exchequer Control is in practice exercised in
the following stages.® The State banks with the Bank of England
who acts as the custodian of cash accredited to the State. The
general control on cash is exercised by the Treasury and the
Comptroller and Auditor-General. Control in detail is however a
matter of the respective departments whose heads are designated
as Accounting Officers. Matters such as ‘regularity’ and ‘economy’,
and the duty of avoiding any excess on votes form part of the
functions of the Accounting Officer of the Department. There
is however no connection at all between the departments charged
with the duty of spending the appropriations and the Bank of
England which maintains the appropriated money. Between these
two parties stands the Pay-Master General. The post of the
Pay-Master General is a matter of- political appointment and the
holder is treated as a high officer of the State. But the real res-
ponsibility and actual performance of duties depends on the
Assistant Pay-Master General to the Pay-Master General—a post
held by a permanent Civil Servant. The management of the
appropriated moneys and regulating the flows from it against

*1bid., p. 167.

*The following account is based on “Notes for the Use of Accounts
Branches of Government Departments”, 4th edition, HMSO—paras 60-4:
Also see pp. 134-5—Vol. 1I, Epitome—Indian PAC Reports.
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proper authority, are the duties of the Pay-Master General. He
banks with the Bank of England but does not keep separate
balances for each Vote: The total amounts are kept as a pool
from which all ‘demands’ are paid. Similarly, all moneys received
by any department are also paid over to this pool. Thus, in
effect there is only one fund though it is variously treated as
‘Exchequer account” and ‘consolidated fund'—a distinction which
is carried even in matters of appropriation where they are termed
‘Supply Services’ (voted) and ‘Consolidated Fund Services’
(charged).

As soon as the appropriation bill becomes an Act thereby
starting the activities of the department, they issue orders ‘pay-
able’ by the Pay-Master General in respect of the various services
proposed by them. To meet these demands the Pay-Master
General is supplied funds as in the following manner.

(1) A Royal Order under the sign manual authorises the
Treasury with the concurrence of the Comptroller and Auditor-
General to issue from the Exchequer the amount authorised by
the Consolidated Fund Act.

(2) The Treasury from time to time requires the Comptroller
and Auditor-General to grant ‘credits on the account of His
Majesty’s Exchequer for amounts within these limits (the Ser-
vices for which the amounts are required are not specified).

(3) The Comptroller and Auditor-General writes to the Bank
of England or Ireland to grant credits to the Treasury, specifying
the amount that should be given.

(4) These sums placed at the disposal of the Treasury are then
transferred to the account of the Pay-Master General specifying
the services and the amounts given to each. Generally the entire
amount under the vote is given away to the Pay-Master General
by the 31st of March. But where the departments are fairly
certain that the entire amount may not be expended or where
there has been an accumulation of the previous year’s balances,
issues from the Exchequer are restricted accordingly. The last
stage of operations is the one in which the Bank executes the
orders of the Treasury and transmits the same to the C & AG
in support of the daily account of the Exchequer. The issue of
money is fairly elaborate as a procedure and each issue from the
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Exchequer requires® “the authority of a grant of Parliament, a
Royal Order, a requisition of the Treasury, a grant of credit by
the C & AG and a Treasury order to the Bank of England.” This
procedure as Hilton Young stated is a ‘pompous’ affair® no doubt,
but is an extremely useful instrument in the hands of the Comp-
troller and Auditor-General in ensuring the fulfilment of the
objectives of the Parliament. Under this procedure, no excess can
take place except when there are accounting errors. However,
there may be cases when the Exchequer issues might prove to
be in cxcess of the requirements of the departments. For
example, such excesses do occur in the cases of the nature
specified below: ®

Vote 500,000
Exchequer issues 475,000
Actual expenditure 450,000

A variation of this example can be where the entire amount
of the vote has been issued and spent, in which case there is no
problem; where the issues are lesser than the vote but more than
the actual expenditure, as given in the above example, the issues
in the following year will be regulated on the basis of the
balances available; and where the Exchequer issues are lesser
than the vote but where the total amounts spent are more than
the issues, then they are made good in the following years.

These safeguards have proved invaluable in rendering the
purpose for which they were intended. With this account in
the background, we may now trace the atfempts made at diffe-
rent stages to introduce Exchequer Control in India.

II

The history of the attempts made at different stages to in-
troduce Exchequer Control reveals one significant attitude; that
is a supreme confidence that the Auditors-General had regard-
ing the infallibility, the inestimable utility of the existing rules,

‘ Hilton Young, The System of National Finance, (London, 1924) (2nd
Edition).

* Ibid.

¢ . Brittain, The British Budgetary System, p. 255.
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regulations and institutions, and a sense of satisfaction in regard
to their working. This tendency, however, had a reversal after
the enactment of the constitution under which it became incum-
bent to introduce Exchequer Control. The attitudes that pre-
vailed in the pre-independence days may have been justified
then, but history inevitably drives us to the preceding conclusion.

When the problem was considered for the first time in 1919
in the context of the introduction of Montford Reforms, Sir
Frederick Gauntlett, who was then the Auditor-General of India,
felt that any system of control of issues based on the English
pattern was unnecessary in India. In arriving at such a point
of view he was influenced by two sets of factors, (i) relating to
the changes necessary in the organisation of Treasuries and in
the management of accounts etc. and (i) the adequacy of the
existing institutions to meet the contemporary requirements.
Adverting to the organisational aspect Sir Frederick Gauntlett
believed that the introduction of the system of letters of credit
which become necessary if Exchequer Control was introduced,
would be extraordinarily complex requiring the splitting up of
the amounts under each demand among the 300 and odd Trea-
suries through which the amounts were disbursed. The manage-
ment of such a complicated procedure required a highly trained
body of personnel the availability of which then, as in the recent
past, also was a problem. On the other hand, he felt that the
existing system was adequate to prevent any overdrawals of
amounts, as under the rules if a demand was presented at a
Treasury, moneys not provided by rules were declined payment
by the Treasury officer and no amounts were paid by him unless
he has received an order from the competent authority who
would issue such an order only after ascertaining the availability
of funds. Sir Gauntlett, however, did not take into consideration
the fact that many sanctions were issued by the administrative
authorities under the belief that funds are still available—when
actually there might not have been any funds left. The inevitable
delay involved in the preparation of accounting data has always
put the administration in darkness about the extent to which
funds are still available—when actually there might™not have
been any funds left; sanctions are generally issued without the
authorities being aware of the extent of the availability of funds
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often resulting in the excess expenditures. These views of Sir
Frederick received spontaneous support from Sir Malcolm Hailey,
the Finance Member. Sir Malcolm accepted these views and
thought that the activities of the Public Accounts Committee
though they were in the nature of a ‘post-mortem’, and their
criticisms would have an anticipatory effect on the actions of the
spending authorities. He expected that this influence would work
in preventing the administrative authorities from incurring
‘excesses”. The matter was therefore dropped. The questions had
a revival in less than one year when Commander E. Hilton
Young in the course of a report submitted to the Government
of India, gave vent to the feeling that “without some such pro-
vision (Exchequer Control) it certainly appears to be that there
would be a bad hole in the Legislature’s Control”. He expressed
a similar feeling in his book System of National Finance which
was published two years earlier. In it he stated in his inimitable
style, “In the account the money is under the control of the
House of Commons. Once out of it the House has lost control;
the money can be spent as the executive pleases and if it is
wrongly spent, the House can take retributive action only. But
now that the responsibility of the executive to Parliament is
established beyond question, the importance of this particular
form of control is far less than it was and our respect for an
interesting relic of great historic controversies should not be
allowed to mislead us into supposing that the system of checks
issues is of the smallest value in enforcing economy and prevent-
ing waste. It prevents the spenders from getting possession of
more money than Parliament has granted them or for purposes
other than those for which it was granted. But, for preventing
them from making wasteful use of money once they have got it,
it neither pretends to be nor is of any use at all. It prevents
money from being used outside the law in a way in which there
is nowadays little temptation to use it. It does not prevent money
from being wasted within the law, and with the enormous
estimates and the ever growing financial activities of the modem
state it is that sort of preventive that is the urgent need of the
hour.” The contemporary officials of the Finance Department
had, however, different views on the matter. J. E. C. Jukes, then
Financial Secretary, was of the opinion that “it is a very open
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question whether the safeguarding of votes is anything more
than an interesting relic of the past...they (Britain) could pro-
bably safely dispense tomorrow with the whole system of ex-
chequer issues and rely on full security on the action of the
(Public Accounts) Committee as aided by the Auditor-General.”
The matter was therefore once again dropped. It was revived
for a second time in 1933, when the Legislation, which was later
to become the 1935 Act, was under consideration. The India
office in a note on the ‘System of Issues’ expressed the opinion,
obviously after realising that the control over expenditure can-
not be fully ensured by the belated post-mortem inquest held
by the Public Accounts Committee and that therefore no exces-
sive reliance can be placed on the PAC as an instrument of
control in this respect, suggested that if it was found essential,
a system of Exchequer Control may be introduced both at the
centre and in the provinces, with variations on the British ex-
perience where considered necessary. The India Office also took
particular care to emphasise the organisational difficulties inhe-
rent in introducing the British system in India. These views,
however, did not receive any support in the Indian circles and
were considered unnecessary by successive Auditors-General of
these years. Sir Cameron Badenoch, the Auditor-General, in a
despatch dated the 10th April 1934 attached no importance to
this issue and considered that “control over exchequer issues is
really a fossil buried there” (in Britain). More critical was the
attitude of Sir Ernest Burdon, later Auditor-General of India,
who stated: “If the present audit and accounts system is re-
tained, the addition of English system of control over issues
would be of negligible value, disproportionate to the cost and
complication of the machinery involved, while the substitution
of the English system for the present Indian arrangements would
be a poor exchange.” In making these recommendations he was
influenced by his own conviction and satisfaction with the exist-
ing checks and balances in the payment system where most of
the payments required a prior scrutiny or pre-audit by the
Accountant-General. He also felt that even the separation of
accounts in the case of Defence and Railways did not make any
difference as essentially the accounting services in respect of
both were controlled by the Department of Finance, and were

22
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operated in very much the same manner and in the same spirit
as obtaining in the civil offices. One more consideration that
influenced him was the existence of a number of differences
between the British system and the Indian system. The matter
has, therefore, received a quietus again and found a temporary
grave only to be revived again in the Constitution.

Constitution and Exchequer Control

As stated earlier in Chapter IX, Article 148 of the Constitution
provided for a Comptroller and Auditor-General. In adopting this
designation, the Constitution makers apparently visualised the
Comptroller-General as being responsible for duties similar to
the duties of his counterpart in the UK. But such a duty could
be performed by him only when an enactment laying down his
duties and functions, as anticipated in Article 149 of the Consti-
tution is made.

The introduction of ‘Exchequer Control’ in accordance with
the spirit of the Constitution has not so far been rendered possi-
ble for the organisational changes that are considered essential—
which we shall be studying in the next chapter also—have not
so far been introduced. But the need of introducing such a
system has, however, always been emphasised by the Public
Accounts Committee and the Comptroller and Auditor-General
as well. The Public Accounts Committee of the Parliament is
always zealous of its rights and the maintenance of these rights;
the Committee” in one of its reports stated in this regard that
they “are convinced that there are no insuperable obstacles in
the way of introduction of a satisfactory system of Exchequer
Control with a view to ensuring that the grants voted and the
appropriations made by Parliament are not exceeded. The re-
form is urgently needed apart from the necessity of obedience
to the Constitution, in view of the expansion of the activities of
Government.” However, the introduction of such a system is
possible only when suitable changes have been made in the
organisational machinery and the Government’s reply to this
suggestion of the Committee was typical. It stated: “The ques-
tion of having a system of Exchequer issues and internal con-

' Epitome, Vol. 11, p. 130.



EXCHEQUER CONTROL 339

trol over grants making it impossible to exceed the grant without
proper authority of Parliament or a provisional allotment from
the contingency would involve drastic changes in the present
Treasury and accounting systems, which will take sometime to
formulate and enforce in consultation with the Comptroller and
Auditor-General of India.”® It further reported that “a study of
these issues in detail is being made in consultation with the
representatives of the Comptroller and Auditor-General”, and
promised that a “scheme for the necessary changes” will be
drawn up soon. Despite these statements the progress made in
the field is not considerable and the introduction of control over
Exchequer issues remains to date very much of an academic
issue only. But what are the problems involved in the introduc-
tion of Exchequer control? And what are the existing procedures
intended to ensure that the Parliament’s wishes in this respect
are honoured?

111

The Constitution provides that no moneys in excess of the
amounts prescribed in the Appropriation Acts can be drawn from
the Consolidated Fund. Despite the existence of this provision,
excesses still occur for reasons which are threefold:® (i) The
present accounting arrangements are spread over a good num-
ber of Treasuries where regular disbursements take place. The
disbursements made in the sub-Treasuries are reported to the
Treasuries daily which in their turn forward twice in a month
statements of the accounts together with the supporting vouchers
to the Accountant-General. These statements are then consoli-
dated by the Accountant-General but this process of computa-
tion generally takes considerable time. The accounts of every
month are therefore likely to be finalised approximately after a
lapse of about two weeks after the month is over. These finalised
figures are also not fairly accurate as they require reconciliation
with the accounts maintained by the administrative authorities.
It is only then that the final figures are ready. The cumulative

® Public Accounts Committee, 15th Report, Appendices, 1954-55, Vol. II.
* Audit Report for the year 1952, pp. 40-4.
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effect of these processes is the absence of a fairly accurate data
which can act as a guide. (ii) Inter-departmental transactions are
made through book adjustments, the clearance of which also
generally takes quite some time. (if) Inter-governmental trans-
actions (between the States and the Centre) are also settled
likewise through the system of suspense accounts etc. These
factors contribute in a good measure to the non-availability of
accurate data in time, with the consequence that the spending
authorities are more often than not unaware of the actual pro-
gress of expenditure on a particular date.

These factors, however, are not to be interpreted to mean
that the spending authorities are oblivious of their responsibilities
and forgetful of their own duties. In fact, the responsibility for
enforcing control on expenditure with a view to ensure that
there is no unauthorised excess of expenditure rests squarely on
the administrative departments. The measures taken by them
or required to be taken towards the fulfilment of this purpose
are: " (i) Departments are required to formulate their original
annual budget estimates in a manner which will make it un-
necessary to go in for extra expenditure; (if) Where extra expen-
diturc becomes inevitable, the Departments are required, as far
as possible, to see that the grant as a whole is not exceeded and
that steps are taken to obtain a supplementary grant as early
as possible. (iii) If the presentation of supplementary grants is
not possible due to the limited duration of the Legislature
sessions, the extra expenditures are to be financed from the
advances taken from the contingency fund, subject to regularisa-
tion at a later stage by the Legislature and (iv) Departments
are required to maintain a liability register'* which would furnish
information regarding the progressive liabilities and commitments
in respect of which payments will have to be made during the
current and the following financial years.

Notwithstanding these extensive safeguards excesses still occur
either due to non-observance of the above procedures or because
of the non-availability of a set of accounts which can guide the

" PAC, 15th Report, Appendices, 1955, pp. 8-9.
" PAC, 23rd Report 1960, p. 63.
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actions of the Departments. The following table gives an indica-
tion of the excesses that occurred during the recent past.

TaBLE I
Excess Over Voted Grants and Charged Appropriations'*

Number Amount
(Rs. '000)
Voted

1952-54 10 20675
1954-55 8 28874
1955-56 8 9885
1956-57 11 81387
1957-58 11 28605
Charged

1953-54 7 11151
1954-55 4 1608
1955-56 8 736
1956-57 4 1416
1957-58 4 12284

The above table does not indicate any definite trend of the
excesses, for an increase in the number of excesses is not always
followed by an increase in the amounts or vice versa. It is
however clear that they form a substantial amount not to be
treated as mere results of accidents or oversights. These excesses,
which are realised only after their inclusion in the Appropriation
Accounts, are submitted to the Public Accounts Committee for
its scrutiny and examination. The Committee after such a
scrutiny recommends regularisations by the House and these
amounts are then brought to the House in the form of Demands
in accordance with Article 115(1)(b) of the Constitution which
states that “if any money has been spent on any service during
a financial year in excess of the amount granted for that service

* Audit Report 1957, p. 10; Audit Report 1959, p. 12.
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and for that year cause to be laid before both the Houses of
Parliament another statement showing the estimated amount of
expenditure or cause to be presented to the House of the People
a demand for such excess as the case may be.” These demands
are then passed by the Parliament thus according an ex post
facto sanction to the amounts spent. Article 115 affords some
flexibility and scope for regularising expenditures incurred in
contravention of Article 114. It would be, however, incorrect
to say that the spirit of Article 115 is contradictory to the spirit
of Article 114. It would appear on the contrary that the consti-
tution makers were aware of the need for introducing a clause
like the Article 115, pending further legislation under article 149
and the introduction of Exchequer Control. But for Article 115
the excess expenditures of the past would have been rendered
illegal and therefore null and void.

Parliament and Exchequer Control

The attitude of the Parliament on these excesses almost borders
on the frontiers of hostility. The attitude of the Public Accounts
Committee has been no different. Both these institutions consider
such excesses as wrong in principle and as trenching on the
Parliamentary control of finances. Consider for example, the
following extracts of speeches of the Members of the Lok Sabha.
One Member, who later on was Chairman of the Public Accounts
Committee, warned the government: “In future, at least some
of us in the House are going to take very serious view where an
appreciable excess of expenditure occurs, because that shows the
fault in estimating or alternatively some extravagance at the
expenditure end”.!* Another Member expressing his sense of
dissatisfaction a few years later said: “This shows they (govern-
ment) do not care for Parliamentary control and then go on
talking something which does not carry conviction to anybody,”**
while yet another Member suggested, “Government should exa-
mine as to why these demands for excess expenditure have been
brought and people who are responsible for this should be cer-
tainly punished or brought to book”.!* The attitude of the Public

'*T. N. Singh, Lok Sabha Debates, 15th April, 1954.
' Shri U. M. Trivedi, Lok Sabha Debates, 22nd August, 1956.
'* Shri Velayudhan, 22nd August, 1956.
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Accounts Committee has been no less vehement. It stated in
one of its recent reports:* “The Committee would again point
out that expenditure in excess of the grants and appropriations
sanctioned by Parliament is wrong in principle. The Ministries
Departments should, therefore, exercise the utmost caution in
order to avoid coming before Parliament to seek ex post facto
sanction.” It is thus evident that Exchequer control is important
not only as a constitutional necessity but also as an integral
part of the system and process of Parliamentary control. The
introduction of the same has, however, been held up due to
various factors. One main reason is the numerous and significant
differences between the system in the UK on whose experience
the Indian proposals are based on India.

Differences Between UK and India

The payment system in UK is centralised in the Bank of
England. Departmental officers, having their headquarters outside
London, are given adequate imprests of funds which are re-
couped from time to time against the bills submitted by them
to the Departments. In India the District Treasury is the basic
fiscal unit. This basic unit has several other sub-treasuries under
it spread over different areas. The payment by the Treasuries to
the Department is a twofold process: (i) Government officers
draw money from the Treasuries by the presentation of bills
which give details of the charges arranged according to the
Heads of accounts and (ii) the second procedure is where Depart-
mental officers draw the money by issuing cheques or presenting
simple receipts which are treated as “remittances relating to the
Department concermed.” Secondly, the existence of a number of
States, each one having a separate consolidated fund and public
accounts has made the fiscal arrangements complex. The transac-
tion between the States and between the States and the Centre
have given rise to the maintenance of exchange and settlement
accounts—which, as they generally take a long time to be ad-
justed and settled, also act as hindrances to the introduction of
Exchequer Control. Thirdly, in the UK the statutory office of the
Pay-Master General enables a smooth functioning of the system

¢ 23rd Report of Public Accounts Committee, 1960, p. 5.
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of Exchequer Control. The absence of a similar office in India
can be a handicap. And fourthly, in the UK system every
Ministry is responsible for the maintenance of its own accounts.
The Accounting Officer who is the permanent head of a Depart-
ment is responsible for the accounts and the efficient manage-
ment of finances of the Department. In India excepting for the
Ministries of Defence, Railway and a few departments like
Supply, Food, and Steel, the accounts of the Government are
kept and maintained by the Accountant-General. The Heads of
the Departments are responsible for the progress and control of
expenditure of the budget demands relating to his Ministry and
not the Accountant-General. It is from this point of view that it
has been argued that separation of Accounts from audit is essen-
tial and that accounts should be under the management of the
administrative authorities.’” In the UK there is only one fund
known as the “Consolidated Fund or the Exchequer Account.”
The term consolidated fund as applied in UK is employed to
denote “the general fund into which. .. all public revenues are
paid and out of which all expenditures are met. This fund stands
to the credit of the Exchequer, the latter being the term em-
ployed to designate the Public Treasury.””* In India there are
three different accounts: (i) Consolidated Fund—into which all
revenues received by the Government of India, all loans raised
by the issue of treasury bills, loans or ways and means advances
are credited; (i) Public account—into which all other public
moneys other than those included in (i) are credited; and
(iii) Contingency Fund of India—amounting to Rs. 15 crores,
regulating the finances of the country. The introduction of Ex-
chequer Control requires the physical separation of these
balances. This comparison shows the complexity of the Indian
fiscal organisation. Added to these are certain other factors
which make the already complex system further complicated.
These factors are characteristic of the Indian accounting proce-
dure which according to one C & AG are “combersome, out-
moded and specially since the new Constitution, inadequate.
The system has its roots in the days of the East India Company

" Epitome, Vol. II, pp. 130-8. See the next chapter.
* Willoughby, Willoughby and Lindsay, p. 36.



EXCHEQUER CONTROL 345

and even the most important changes date back two decades.
The result is a considerable complexity in the accounting pro-
cedure with loss of efficiency.”*®

These then point out the pre-requisites which are to be met
before the introduction of a system of Exchequer Control.

Pre-requisites

(1) The introduction of an Exchequer Control pre-supposes
the separation of balances of each fund as stated earlier. The
separation of balances is in a way a necessary concomitant to
the introduction of ‘Exchequer Control’. Until the advent of the
Constitution there was only one fund. The Devolution Rules
prescribed under the authority of the 1919 Act provided for
only a single account known as the ‘public account’. Rule 16
of the Devolution Rules stated: “All moneys derived from
sources of provincial revenue shall be paid into the public
account of which the Governor-General in Council is the custo-
dian and credited to the Government of the Province. The
Governor-General in Council shall have power, with the permis-
sion of the Secretary of State in Council, to prescribe by general
or special order the procedure to be followed in the payment of
moneys into and in the withdrawal, transfer and disbursement of
money from the Public Accounts and for the custody of money
standing in the account.” This expression was changed in the
1935 Act to “revenues of Federation.” As per Section 136 of the
Act this expression “includes all revenues and public moneys
raised or received by the Federation and the expression ‘revenues
of the Province’ includes all revenues and public moneys raised
or received by a Province.” The connotation of this term was
extended under the subsidiary rules made in accordance with
Section 151 of the Act to include the capital receipts and borrow-
ing operations also.?° Thus, under the 1935 act also there was
only a single account. This system has undergone a change
during the consideration of the draft constitution,* when the

'* Ministry of Finance, Annual Report. Note appended to the report by
the C & AG on the organisation of the Indian Audit and Accounts
Department, 1953-54.

22 Rule 2(1) of the Central Treasury Rules.

! Article 90.
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concepts of Consolidated Fund and Contingency Fund?? were
introduced and later on the proviso which subsequently became
Articles 266 of the Constitution was introduced. Commending
them for approval Dr. B. R. Ambedkar said: “In drawing the
definition (of the draft constitution) of the Consolidated Fund,
we lumped along with it certain other moneys which were re-
ceived by the State, but which were not the proceeds of taxes
or loans, etc., with the result that public money received by the
State otherwise than as part of the revenues or loans also became
subject to an Appropriation Act.” He concluded that “the Finance
Ministry drew attention to the fact that our provision in regard
to the Appropriation Act was also made applicable to other
moneys, which generally went into the public account and that
was likely to create trouble. It is in order to remove these
difficulties that these provisions are now introduced.” The pro-
visions so introduced thus led to the establishment of three
different funds. After the inauguration of the Constitution, the
transactions of respective funds?® have been separated with effect
from the commencement of the Constitution. But in the absence
of a physical separation of balances, Government have at times
utilised? the public account for purposes for which Consolidated
Fund alone is available. Such a practice may not be possible
if there is a physical separation of balances also. But the physi-
cal separation of balances, apart from the fact that it will neces-
sitate many accounting rearrangements, would also mean locking
up of funds.?* However, the non-separation of funds may defeat
the purpose of Article 114(3). It is a moot point whether the
spirit of the Constitution should be given priority over the ad-
ministrative and organisational problems involved in the imple-
mentation thereof. The accounting changes that would be neces-
sitated after the physical separation would be so great as to
make one ask whether it would not be better to revert to the
single purse system of the 1935 Act, which, apart from the fact
that it would mean a continuity in the accounting arrangements,

* There was no provision for contingency fund in the 1935 Act.
* Audit Report 1952.

* Ibid.

** Contingency Fund alone accounts for Rs. 15 crores.
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might also make it convenient to introduce Exchequer Control
modelled on the UK. Secondly, the withdrawals from the Con-
solidated Fund covered by a single vote is required to be at
one place, preferably with a bank. It will be recalled that the
system of Treasury accounting was relied upon primarily for
the reason that the banking system was not a well developed
one at that time. Now that the banking system (though it has
not reached the optimum stage) is comparatively better, more
and greater reliance can be placed on the system of payment by
cheques enabling a quicker clearance and settlement of accounts.

Thirdly, it is also necessary to ensure that different authorities
are not authorised to draw against a single vote. Such a process
would enable the maintenance of accounts data and would also
enable stricter accountability.

Perspectives

This system as already stated is a constitutional necessity. All
the same it remains unimplemented. The two reasons given at
one stage for not introducing were (i) shortage of manpower?®
and (i) that the Constitution of India which was brought into
operation “before suitable preparatory arrangements could be
made in order to comply with it”, left no option but to continue
the existing system.*” Besides these two, the improvement of the
organisational machinery and separation of audit from accounts
which are also considered essential for an Exchequer Control
system have not been taken on hand. Pending the introduction
of such a system greater reliance continues to be placed on the
‘administrative efficiency’ of the departments.

A question which arises is whether it is necessary to have
Exchequer Control at all? It is often argued that Exchequer
Control has no utility except in ensuring that the demands are
not exceeded and that it cannot ensure an economical spending
of the demands voted. This is quite so. Management of finances
and economical spending of the moneys appropriated for it by
the Parliament is appropriately the function of the executive.

** Annual report of the Ministry of Finance. Note appended on the IA

& AD by the C & AG 1952-53.
*" Annual Report of the Finance Ministry for 1953-54.
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The objective of Exchequer Control is nothing more than to
carry out an ideal of the Parliament and it does not pretend to
be anything more. Its utility lies in just being what it is and to
this extent its place is assured in a parliamentary democracy.



Chapter Eleven

SEPARATION OF AUDIT FROM ACCOUNTS

Reason creates Science. Sentiment and creed shape history.—~LE BORN
ONE of the conspicuous features of the organisation of the Indian
Audit and Accounts Department is the combination of account-
ing and auditing duties in the same authority\The combination
of these two duties and their inclusion in the range of the
activities of the Comptroller and Auditor-General have been
the subject of many a controversy. Time and again attempts
were made to separate the Audit from Accounting: in certain
cases, the attempts met with partial success.\ But, as it is, a
large part of the organisation still involves a combination of
duties. The separation of audit from accounts was argued on
_many counts. What is, however, surprising is that an equal
number of arguments were given against the separation. This
was the one subject which perhaps witnessed a long and histori-
cal controversy. Opinions of the Comptroller and Auditors-
General after independence differed sharply from one another,
while, during the period prior to independence, there was no
unanimity of opinion between the Finance Department and the
Audit Department.

The separation of audit from accounts is favoured on the
grounds that audit should be an independent agency from the
accounting agency as in commercial concerns, that accounting
responsibilities should be transferred to the Administrative
Departments as in the UK and merged with administrative
authority and responsibility; that it is not desirable that audit
and accounts should be combined together, as it would mean
that the auditor is auditing his own accounts and that the intro-
duction of exchequer control requires the separation of audit
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from accounts. These arguments have their own validity and so,
perhaps, the arguments against it.

Before attempting an analysis of the strength and weakness
of these arguments and counter-arguments, we may, in the first
instance, trace the attempts made at various stages to separate
audit from accounts. It will then be followed by a study of the
arguments for and against separation and an analysis of the
techniques used in the separated offices. Thus, the study will
be in three parts: (i) history of the attempts, (ii) accounting
techniques in the separated offices, and (iii) arguments for and
against separation.

The Past and the Present

] Almost from the initiation of the work of the Auditor-General,
there has been a feeling in support of the separation of audit
from accounts.| These proposals were either dropped or were
forgotten in the flux of time, and when they were dropped there
were two overwhelming reasons which were against separation—
one was the extra cost involved in the maintenance of two sets
of offices and another was the feeling that the existence of an
independent Auditor-General would undermine the prestige of
the then colonial government.\ The first proposal to separate
audit from accounts was made in 1880 by the India Office
Committee inquiring into the set-up of the Military Accounts
Department. The second attempt was made by the Secretary of
State himself in 1889 when the question of his powers of control
on the Indian Government came up for discussion. Both these
attempts, though opinions were expressed regarding the need for
an independent audit and, therefore, for a separation of audit
from accounts, were finally dropped as the authorities concerned
did not consider it necessary to have an independent audit, and
also for the reason that they were satisfied with the organisational
set-up of the combined audit and accounts office machinery.
Later, the question came up for an exhaustive review and survey
by the Royal Commission on Expenditure in 1896. The Com-
mission, as pointed out earlier, was working against a background
and a situation where reduction in expenditure on the Govern-
ment account was absolutely necessary. It was, therefore, natural
that the Commission should have favoured the continuance of
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the existing set-up. But before making such a recommendation,
the Commission made a study of the dissimilarities that existed
between the Comptroller and Auditor-General of the UK and
the Auditor-General of India. Pointing out these differences, the
Commission stated that “for many years the principle of an
effective audit was carefully discussed at home (the UK) and
the present system was introduced (1866 Act) step by step. The
last step made the audit power independent of the executive
power. This decision gave the force of law to the principle
which Englishmen consider sound. A different principle has
been adopted in India.” The Commission considered that the
need for a “different principle was embedded in the system
itself” The Commission was also highly satisfied with the pro-
gress of audit as already obtaining, which it considered to be
“well organised and effective” and to be more “immediate and
direct” in its action in India than in England and therefore
suggested the continuance of the system.

Sir Frederick Gauntlett's Views

The system continued, as it did earlier, but the question once
again came up when the 1919 Montford Reforms were under
consideration. A full and complete examination of this question
was made by Sir Frederick Gauntlett. While conceding that
there should be an independent audit as a part of the new
reforms, he observed that the problem of the day was essentially
a question of choice, either (i) “to retain one officer with dual
functions and to hand over the complete control of the depart-
ment—the Government and the Finance Department absolving
themselves from all responsibility”—or (ii) “to separate the two
functions and to have a Comptroller-General who will administer
the Department and to have an Auditor-General incharge of
Audit.” Having regard to the different factors of the situation,
Sir Frederick preferred the former course.

The history following this stage has run on the choice made
by Sir Frederick in 1919, for the provision in the 1919 Act was
generally based on his choice. Although the Act made provision,
under Article 39, only for an Auditor-General, without specifying
his duties, the Government of India later interpreted it to include
the accounting functions also. The Government of India’s dis-
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patch, dated 19th August 1920, to the Secretary of State reac
thus: “We consider it to be essential that there should be some
officer in India who will be responsible to the Secretary of State
in Council for the proper computation and due submission of
these accounts, and we are advised that it is not inconsistent
with the provisions of the Act to entrust this work to the
Auditor-General in addition to his duties in connection with
audit proper.” Thus another opportunity for separation was
allowed to go into oblivion.

The question, however, was reopened by the Inchcape Com-
mittee on retrenchment in 1923. An important factor to be
remembered while considering the recommendation of the
Inchcape Committee is the fact that the Provincial accounts and
audit were (and they are still) being maintained and conducted
by the Auditor-General of India through his Accountants-General
offices and the extra expenditure incurred in respect of the States
was also being borne by the Centre. (In fact, this factor was re-
peatedly brought to the forefront, as we shall see later). This
presented an opportunity to the Inchcape Committee to suggest
that the separation of audit and accounts and the separation of
Provincial balances should be considered again. The Committee
suggested that, “in view of the constitutional difficulties arising
under the Reform Scheme, from the fact that a Provincial Gov-
ernment can require the Audit and Accounts Department to
maintain an account for which the Central Government pay,
it is desirable to reopen the question of separation of the audit
from accounts.” The objective behind this suggestion was no
more than to relieve the Central Government of a part of the
financial burden which it was then shouldering.

During the same period, there was a growing consciousness
in the Government in favour of separating audit from accounts
and bringing the accounts under the administrative responsibility
of the departments. Such a course, it was considered, would be
far more eflective for the control of expenditure than the then
existing system. The chief advocate of these reforms in 1923 was
Mr. J.C.E. Jukes of the Finance Department of the Government
of India. During this period, he initiated fairly extensive experi-
ments in the separation of audit from accounts and the introduc-
tion of “Pay and Accounts Officers under each department or
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for a group of departments.” Simultaneously with these experi-
ments, an impassioned plea for separation came from the Re-
forms Enquiry Committee, also known as the Muddiman Com-
mittee, which, on the basis of the evidence given before them
by Mr. Jukes and Sir Frederick Gauntlett, stated, “we are desir-
ous that such administrative steps as are necessary to pave the
way for provincial autonomy should be taken and we are,
therefore, much interested in the experiments which are now
being undertaken to test the feasibility of the separation of
accounts from audit and in the examination of the feasibility of
separating provincial accounts from the accounts of the Central
Government.” The Committee also assumed that, “with the
separation of audit from accounts, the later function would of
course become a provincial subject under the control of the
Finance Department.”

The combined impact of all these forces working in different
spheres was considerable. It led to certain significant develop-
ments in two fields: (i) At the Central Government level, it was
decided® that the Railway Accounts should be separated from
the Auditor-General’s control and purview, though the audit
would be continued by the Auditor-General and (ii) a scheme
for separation of Audit from Accounts was introduced in U.P.
The story of the separation of the Railway Finance is not, how-
ever, within the scope of this study.

U.P. Experiment

In U.P, the new scheme was first introduced in 1926 as an
experimental measure in the Police and Educational Depart-
ments. In that year, a beginning was also made in the East India
Railway, as a prelude to the general scheme of separation in
Railways of audit from accounts which came into force fully in
1929. The purpose of this experiment in U.P. was to see how a
separated accounts system would affect the control of expendi-
ture. Explaining the objective of the scheme, Mr. Jukes, the man
behind the scheme, wrote: “Under the ordinary accounting
system of India, control of the desired kind is very difficult. In

! In arriving at this decision, the recommendations of the Acworth Com-
mittee were mainly responsible, the factors mentioned earlier having
created the proper atmosphere.

23
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order to exercise it, the controlling officer requires to be in close
touch with the progress of his expenditure in the accounts. The
accounts are, however, kept by a usually distant Accountari—
General whose returns reach the controlling officer many weeks
after the incurring of expenditures which they record. Another
drawback of the ordinary system is that expert financial advice
cannot as a rule be quickly obtained by the controlling officer.
It is largely in order to remove these defects that the Pay and
Accounts Officers have been instituted.” The utility of this system,
Mr. Jukes explained, contained in getting up-to-date accounting
data. He added: “The Accounts (under the new system) are
kept in many instances under the same roof which covers the
office of the head of the department and in any case in close
proximity to it. The controlling officer is thus in a position to
know practically from day to day the progress of expenditure
from his grant under the various minor and detailed heads and
to secure at the shortest notice any information which is deriv-
able from the accounts. Further, he has the help in the person
of the Pay and Accounts Officer, of a Financial Adviser who is
an expert in all rules and orders bearing upon expenditure and
accounts and can be consulted before any financial commitment
is incurred.”

Features of the Scheme

The salient features of the scheme introduced in U.P. included
the system of centralisation of payments with the various ac-
counting officers and the issue of cheques payable all over India
by the latter. This system reduced the importance of exchange
accounts and made the watching of the progress of expenditure
easier. Under this system, the heads of departments had to see
that the amounts voted by the Legislature were not exceeded
and that his accounts were compiled and maintained by the
Pay and Accounts Officer—a new office created under the
scheme. If at any time he had to incur any more expenditure,
he had to ask for extra funds which were either allowed to be
met by reappropriation or by a supplementary grant with the
approval of the Legislature. The Pay and Accounts Officers were
appointed by the Finance Department and were answerable
to it. His duties included scrutiny of all claims to money, verifi-
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cation of the rules and regulations before making a disbursement
and compilation and consolidation of the accounts. He had also
o watch the progress of expenditure, especially during the last
§0ur months of the financial year, so that the need for supple-
mentary grants could be verified and where there was a need he
was to bring it to the notice of the head of the department.
However, the controlling officer alone was responsible for the
expenditure and where certain expenditure was to be incurred,
contrary to the opinion of the Pay and Accounts Officer, the
controlling officer was to issue written orders which were to be
shown by the Pay and Accounts Officer to the audit office
attached to it. But the role of the Pay and Accounts Officer
essentially was one of a helping agent and it was only with a
view to preventing irregularities that the controlling officers
were asked to consult the Pay and Accounts Officers in financial
matters. The Pay and Accounts Officer, as envisaged in the
scheme, was eventually expected to assume the role of a
Financial Adviser.

This scheme proved, according to the Public Accounts
Committee, a success in regard to control of expenditure. The
Committee recorded its “very favourable impression” which
the new system made on them. As a result of these impressions,
the possibility of its extension to other Provinces was discussed
in a meeting of the Financial Representatives in 1926. Though
the consensus of the general opinion was in favour of the exten-
sion of the scheme they wanted to wait further and watch the
continued working of the scheme. The Auditor-General also
felt that “there has been considerable improvement in financial
control” and he had “no doubt that, as new accounts offices
gain more experience, the scheme of separation will produce
even more valuable results in this direction.” Sir Ernest Burdon
then Auditor-General, however, did not share this opinion. On
the basis of this general feeling the scheme was extended,
albeit on an experimental basis to the North-West Frontier
Province. Its extension to all the Provinces and all the central
offices was, however, beyond question, for it involved large
expenditure.

The Simon Commission commented wryly on the contem-
porary scene thus:
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“A peculiar feature of the Indian Financial System imposes on
him (Auditor-General) a third function—the computation of ac-
counts and their audit are, except in Provinces in which th!
Secretary of State in Council has declared otherwise, entruste
to the same agency, the Indian Audit Department. The Auditor-
General is, therefore, responsible not only for audit but also
for the preparation of accounts he audits. The explanation of
this anomalous combination of duties (a relic of the highly cen-
tralised system of administration, which obtained in India before
1920) lies in the transitional nature of India’s constitutional and
administrative arrangements. Audit and accounts have already
been separated in several departments of the Government of
India and in the United Provinces and the extension of this
financial form to other Provinces, which was strongly recom-
mended by the Muddiman Committee of 1924, has beendline
dered only by consideration of the cost involved.”

Notwithstanding these good testimonials, the separation
scheme was scheduled for an early demise. The growth of sup-
port for the separation scheme was unfortunately moving against
a background of economic depression. The Government’s con-
siderations, naturally, were diverted more to the counter-action
of the economic holocaust. The Secretary of State, therefore,
decided that the separation scheme, the abandonment of which
was to yield a saving of Rs. 3.50 lakhs, might be abolished. Ac-
cordingly, the abolition took place and this, once again, led to
the establishment of combined audit and accounts offices. The
separation of audit which had been introduced in the Railways
and which was already functioning for well over four years by
that time was, however, allowed to continue. But the Secretary
of State made it plain that the abandonment of the scheme was
influenced by considerations of ‘economy’ alone and that it did
not indicate the Government’s disapproval of the principle of
separation.

The combined offices thus continued since that time until
1955, when a scheme of separation was introduced. Meanwhile,
however, there was one development which, though not of great
significance from the practical point of view, was important
enough from the historical view. This was the development that
took place at the time of the consideration of the 1935 Reform.
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The objective of the Government and public alike during the
period was to do all that was possible to make provincial
-gutonomy a reality. This movement resulted in a provision in-
luded in the 1935 Act to the effect that Provinces would be free
to appoint their own Audit or Accountants-General.

The factors leading to this provision have been discussed
earlier in Chapter IX. The provision in the 1935 Act, as indicated
earlier was not availed of by any Province and thus the account-
ing arrangements in the Provinces which, together with the
centralised system, formed part of the duties of the Auditor-
General continued as it were and remained unseparated.

Exchequer Control

! The issue of separation received “no attention” from 1936 until
the gcommencement of independent India’s Constitution.» How-
ever, with the implicit inclusion of the “exchequer control” in
the duties of the Comptroller and Auditor-General, the question
once again came up for consideration. ‘The first Comptroller
and Auditor-General of the Indian Republic,iwho was a strong
protagonist of ‘separation’, lost no time for voicing his opinions
through his Audit Reports, through the Annual Reports of the
Ministry of Finance and through the Public Accounts Committee.
He was firmly of the opinion that the existing arrangements of
the sharing of responsibilities were highly defective. He added:
“The separation of audit from accounts and the organisation of
the nccessary accounting machinery under the administrative
departments with a view to removing these serious defects and,
the enforcement of effective exchequer control are essential and
overdue, and I, as the Comptroller and Auditor-General attach
the greatest importance to these reforms being carried out.”
These arguments received further support from the cases of
embezzlements in the Audit Departments itself. The Comptroller
and Auditor-General was quick to point out that these cases were
“an illustration of the continuance of the ancient practice in
this country of imposing upon combined accounts and audit
offices the duties of pre-audit and payment at headquarters
towns. This practice has been condemned as dangerous and
improper times without number by the Auditor-General and
Public Accounts Committee.” Almost at the same time, a con-
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ference of the Commonwealth Auditors-General came to the
conclusion that the system of an Auditor-General making pay-
ments or keeping accounts was undesirable.

The combined impact of all these developments was con?
siderable. It was particularly discernible on the Public Accounts
Committee, which, on the basis of a forceful plea made by the
Comptroller and Auditor-General, recommended that separate
accounts offices for various Ministries should be set up. The
Committee also stated that maintenance of accounts of the
States is not a Union subject and that, therefore, “the accept-
ance of responsibilities for the maintenance of State Accounts
by the States themselves is constitutionally right and proper.”
They recommended that early steps should be taken to separate
the Provincial accounts also.

Programme of Separation

The programme of separation, as offered by the Comptroller
and Auditor-General, consisted of three stages: (i) The imme-
diate transfer of the work of disbursements of money by the
Audit Department at certain capital towns to separate pay
and accounts offices established for the purpose; (ii) The separa-
tion of accounting functions from audit and the entrustment
of the former to the spending Departments; and (iii) following
(i), the introduction of the system of Exchequer issues and
control as in the UK.

These recommendations of the Public Accounts Committee
were accepted by the Government, in principle, but the im-
plementation of it had necessarily to be in stages. As the then
Finance Minister stated, in the course of a debate in the Lok
Sabha, “the question of phasing the change in such a way that
it does not dislocate the administration is really the practical
issue for consideration, at least so far as the Central Govern-
ment is concerned . ..the House will realise that such a funda-
mental change would have to be spread over a period of years
and cannot be introduced at once.” However, despite the
acceptance of separation in principle, little or no progress was
made. All that was done during the tenure of the first C & AG
was the establishment of separate Payment Offices at State
headquarters and before any further progress could be made
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there was a change in the incumbancy of the post of the Comp-
troller and Auditor-General.

The second Auditor-General was also in favour of the separa-
tlon of Audit and Accounts and he too considered it as
essential. He stated: “the malaise of our administration has
been this unnatural divorce of authority from responsibility.
I feel that the transfer of accounting responsibilities to the
Ministries should, therefore, be the first step towards the evolu-
tion of an acceptable and logical pattern of administration.”
With this as the objective he started consultations with the
Government for the implementation of the separation pro-
gramme. A result of these efforts was the introduction, on Ist
April 1955, of the Separation Scheme in respect of three selected
Ministries—Food, Rehabilitation and the Supply Department
of the Ministry of Works, Housing and Supply. The introduc-
tion of this scheme in these Ministries was considered to be
highly convenient because it had a minimum of dislocation in
work, for the transactions of these three departments were con-
ducted until then by a separate Accountant-General. The
scheme was later on (Ist October 1955) extended to the Lok
Sabha and Rajya Sabha offices. In the same year, a limited
scheme of separation covering two departments was introduced
in West Bengal. A scheme covering only one department was
introduced in Saurashtra also in the same year.

The main features of the separation scheme as introduced
in the Central Departments, Lok Sabha and Rajya Sabha, and
in the States of West Bengal and Saurashtra (the features were
generally the same in respect of all these units) were: the
secretary of each department, brought under the separation
scheme was considered as the chief accounting officer
and his responsibility was to be discharged through the
assistance of the accounts officer who will work in direct
relation with him without any interference from any other
officer in the Ministries. The personnel who were appointed as
the pay and accounts officers and the other subordinate ranks
were all drawn from the Indian Audit and Accounts Depart-
ment. The experiments in the States did not enjoy a long life.
The Saurashtra scheme was abandoned when the State was
integrated with Bombay. The West Bengal scheme was aban-
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doned with effect from 1lst November 1957, as it had proved
“a failure”. It was found that well understood financial princi-
ples had been disregarded under instructions of departmental
officers and that, on the whole, it had not given any “beneficial
results”. The scheme could not be extended to other Ministries
at the Central Government also, as the amounts of expenditure
involved were fairly big. The problem before the Government
was whether to go ahead with the separation scheme or to
defer its further implementation to a future occasion. The Gov-
ernment chose the latter. A significant development took place
meanwhile, namely, the implementation of the revised procedures
for budgeting and financial control introduced in August 1958.
The Government wanted to assess the utility of this system first
with a view to considering the efficacy of the extension of the
pay and accounts offices in the changed context of financial
arrangements. While this has been the general approach of the
Government, there has been a reversal of the policy so far as
the Comptroller and Auditor-General was concerned. The second
C & AG, Mr. A. K. Chanda, who had started off as a protagonist
of separation, changed his opinion during the later part of his
tenure./He thought that the departmentalisation of accounts had
not by itself contributed towards an increase in efficiency but
had only resulted in avoidable extra expenditure and dilution of
competent manpower. He, therefore, urged a reappraisal of the
scheme./

Why Reversal ?

What are the reasons for this reversal of policy? This question
brings us to a consideration of the arguments for and against
‘separation”. As has been pointed out earlier, a number of argu-
ments are adduced from time to time in favour of and against
separation; we may consider, first, the arguments in favour of
separation)On a consideration of the question from the stand-
point of the executive it may be said thatfseparation of audit
from accounts is essential in order to have an adequate
machinery to watch the expenditure, to aid financial control, to
help scrutinise and examine each proposal leading to a disburse-
ment of money, to plan the budget estimates and, generally, to
be in charge of all the financial matters of a Ministry. In the



SEPARATION OF AUDIT FROM ACCOUNTS 361

thirties, when the scheme of separation was introduced, em-
phasis was laid on the preparation of two sets of accounts as
being essential to a proper financial control. The two sets of
accounts were: (i) on behalf of the Government for the purpose
of financial control and (i) on behalf of the Auditor-General for
the supply of the material for the computation of the appro-
priation accounts and finance accounts. The need for such
accounts continues even now; but, meanwhile, there has been
another development which in a way changed the complexion
of the problem. With the advent of the developmental expendi-
tures on a large scale, the need for data which can help the
formulation of projects and policies has become essential. Thus,
accounting data have a twofold purpose, accountability and
policy. Though this distinction was first recognised in the busi-
ness world its applicability to public finance was not so readily
conceded. The main purpose of accountability is to present a
means of control over the actions of people who are entrusted
with the handling and disposal of moneys not belonging to
them. The policy aspect is served when the data given are useful
in the formulation of a policy both for short run and long run
alike. The data should be able to reveal to the administrative
authorities the cxtent to which a plan has been carried out, so
that it could serve as a preliminary to the formulation of a fresh
plan. It would indicate the progress in terms of money spent
as also in physical terms. The need f8r such data in the context
of planned development can hardly be over-emphasised.

}The data required can be conveniently supplied if the pay
and accounts offices are separated and transferred to the charge
of the administrative department. The present role of an
Accountant-General, who is away from the administrative depart-
ment and impersonal in his approach, can hardly be expected
to fill this role and discharge the functions listed above. Besides,
the existing procedures, outmoded as they are,"add to the diffi-
culties and no data are available at any time to help the formula-
tion of new projects. Accounting data are the eyes and ears of
a department in the context of fulfilment of the tasks and res-
ponsibilities entrusted to a modern department. Separation has
also been favoured on the plea that audit should be independent
from the accounting authorities. It is a generally recognised
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principle in the commercial world “that business transactions
should be subjected to the audit scrutiny of an agency indepen-
dent to those charged with the duty of keeping the accounts of
these transactions.” The present position, however, is one where
the same agency is responsible for the maintenance of accounts
and also the audit of the accounts compiled by itself, and it is
this position which is characterised as being anomalous and
highly lmgggpg;r and defective. This point of view has two im-
plications: (i) in the absence of a check by an outside and
independent audit agency the accounts are not reliable and
() it presents a split personality involving preparation of ac-
counts for the executive, on the one hand, and auditing the
same by transforming itself into an agency of audit, on the
other. The combination of such duties is illogical and therefore
undesirable.

Separation would ensure a pre-check of all claims before pay-
ment, Such a scrutiny is an essential function of the pay and
accounts officer. This pre-check system has certain advantages.
It provides a check on the accuracy of each claim; and it enables
prompt compilation of data as the figures of disbursements are
entered in the accounts immediately after the disbursement on
the basis of the cheques issued.

Another argument adduced in favour of separation is that
when audit becomes an independent agency, devoid of the res-
ponsibility of the routine work and entrusted with the task of
auditing the completed records compiled by others, it brings
to bear a more detailed view and will have opportunities to
concentrate on matters of greater importance, as, for instance,
special investigation. These factors make audit not only a more
independent but also a more efficient agency. There is, however,
a drawback, for it would involve “double audit”—the pre-audit
made by the pay and accounts officers before payment and the
independent audit carried out at a later date by the Auditor-'
General. But it is argued that this process, far from being a
handicap, would actually ensure a more efficient audit.

The pay and accounts officer can, in his person, act as a
financial adviser to the controlling officer. He can be helpful in
the preparation of the estimates, in considering economy and
regularity of an expenditure proposal, in fortifying a financial
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proposal which is to go to the Finance Department for its con-
currence, in watching the progress of expenditure and in taking
timely action for a supplementary grant if the situation warranted
such a course. In addition, the pay and accounts officer will
provide an important agency which acts as a concurrent and
internal audit, a financial adviser and a compiler of up-to-date
‘data’ for policy-making. These functions, if carried on well,
would go a long way towards establishing an effective control
of expenditure.

The separation of audit from accounting will also enable the
introduction of a system of exchequer control as the pay and
accounts officer who compiles the accounts regularly will have
an opportunity to judge whether there is any likelihood of the
grant being exceeded. Besides, the pay and accounts officers are
authorised to reject payment of claims which are not legal and
which are not provided for in the appropriation act, especially
if the payment of such a bill is likely to result in excess of the
original grant. This check is particularly valuable, for, not un-
often, the political executives in their anxiety to go ahead with
certain schemes and not being aware of the accounts position
launch on schemes which may eventually result in excess
expenditure.

Arguments Against Separation

While the aforesaid arguments are in favour of separation,
there are other arguments which blow up the entire thesis itself.

The anti-separationists argue that the mere keeping of total
expenditure within the grant as is done by the pay and accounts
officer does not mean anything significant. What is more im-
portant is a continuous watch on the progress of expenditure
as also an awareness of the duty to ensure that the expenditure
incurred is justified and economical and therefore proper. These
functions, they argue, are of the controlling officer himself and
not of the pay and accounts officer. It is also pointed out that
the accounts officer may know only the expenditure incurred
and booked while the controlling officer knows not only these
two, but also the commitments as well. If the competence of
controlling officers has gone down, the solution does not lie in
creating a new cadre, namely, pay and accounts officers to
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supplement the functions of controlling officers. What is required
is the granting of more financial and administrative powers to
the heads of departments so that the departments could be
made fully responsible for their functional charge. It is further
argued that without financial authority being trasnsferred to the
administrative authorities, there could be little or no meaning in
transferring accounting responsibility. However, as indicated
earlier such an opportunity of combining the accounting func-
tions with financial responsibilities arose when the revised
arrangements for budgeting and financial control were introduced
in the Central Government during August 1958. These arrange-
ments which were discussed earlier were not followed by a
transfer of the accounting responsibilities for the following
reasons: (a) the separation scheme, which involves more expendi-
ture may prove to be a further drain on the Exchequer at a time
when expenditure on civil administration was to be at the mini-
mum; and (b) the experiment of the revised arrangements and its
progress should be watched and carefully assessed before any
further changes could be effected. Added to these was the
reluctance of the Comptroller and Auditor-General himself to
extend the scheme to other Ministries.

) The main question is whether the institution of pay and
accounts officers will not help a better expenditure control. The
answer appears to be in the affirmative, for the role of the pay
and accounts officer should not be visualised merely as that of
an accounting officer adding and subtracting figures but that of
a financial adviser and the principal assistant. That is how the
controlling officer in the UK is regarded. In India, the separation
system has never been tried in full and in strict adherence to
the blueprint first prepared by J.C.E. Jukes. What has been done
is only a piecemeal application of the scheme. The pay and
accounts officer should not be judged by what he is but from
what he would have been, for in the present position he is only
a part of what he was to have been.

) As for the charge that audit is now done by the same agency
which compiles accounts, it is argued by the anti-separationists
‘hat it does not audit its own accounts but audits the vouchers
ind accounts sent by the various departmental officers through
he Treasuries. The audit, as it functions now in its combined
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role, only consolidates the statements sent to it and in this
process of compilation there is neither scope nor any motive for
manipulation. It is also argued that the present system offers
many checks and balances at various points, equivalent to the
pre-check that would be done in the separated offices. The
checks are comprehensive enough to offer almost a perfect
safeguard. Moreover, it is doubtful whether an independent audit
agency, which may not have ready and free access to documents,
will prove as good as the present system.

. As regards exchequer control, the anti-separationists argue that
centralised payment system, which is an essential part of the
separation scheme, would be difficult in a country like India.
It is also suggested that the exchequer control does not ensure
‘economy’ but is only negative in its approach and therefore not
very desirable.

Other Arguments

The other arguments against separation may now be summed
up. (i) Under separation, the appropriation accounts may not be
as reliable as they are in a combined system, as the accounts are
prepared by an interested party. (i) Even under separation, the
-system of making allotments to the various controlling officers
in the department will have to continue. This will necessitate
the maintenance of administrative accounts, as these will not be
maintained by the pay and accounts officers. (iii) Even now, the
Accountant-General is of considerable help and assistance to
the administrative department and the Finance Ministry in the
preparation of budget estimates, etc., and, in a way, he functions
as a financial adviser also. (iv) The separation involves twofold
audit (@) by the pay and accounts officer, and (b) by the statutory
audit and it is not desirable to multiply agencies. (v) The test
audit staff, being in less touch with the executive as compared
with the present system, will be less advantageously placed than
at present for the conduct of higher audit investigations.
(vi) Accounting and audit functions being interrelated, there is
nothing wrong in the combination of two functions. (vii) Audit
is necessary to ensure that departmental accounting is correct.
But, where the audit itself is a different and independent orga-
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nisation, it is questionable whether there ought to be another
independent audit agency. (viii) It is a part of the functions
of the Comptroller and Auditor-General to prescribe the forms
of accounting. In the context of the formation of linguistic pro-
vinces transacting their business in the regional languages,
separation of accounts is likely to present a fresh problem; it
may, therefore, be desirable to maintain the status quo. And
(ix) Is it necessary to break up a century-old organisation which
has withstood the test of time?

Added to all these is the powerful argument that separation
would mean an extra recurring expenditure of Rs. 12 crores a
year and would involve an additional employment of 45,000 men.
In the context of the need for conserving all available resources
for financing economic development and of a shortage of trained
manpower, it is undesirable, so it is contended, to enter into
commitments which may lead to more unproductive expenditure.
The expenditure factor may be a powerful one, but the fact
remains that if the accounts operations are mechanised, there
would not only be a remarkable fall in the manpower require-
ments, but also an appreciable reduction in the total expenditure
calculations. Mechanisation should not be a problem in the
computer age.

The question that now arises from the analysis of the problem
so far is whether separation of audit from accounts is desirable
or not. The exercise of the option among the choices offered
involves the exercise of a value judgment and, to an extent, the
adoption of a partisan attitude also. The answer obviously
depends on the purposes which separation is expected to serve.
It has been stated earlier that separation, which alone can throw
up the accounts data required for the successful implementa-
tion of a development plan, is an absolute imperative of the
day’ A scheme of separation should not be rejected on the
consideration of cost alone, for what is invested today will repay
itself in the form of a sound administrative set-up in future.
Further, the need for such separation is inherent in the present
situation and the importance of such a scheme should not be
allowed to be nullified or hindered on the basis of objections
which might have had some relevance in the twenties but have
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no relevance in the present-day context. Another aspect which
requires consideration is that the successful implementation of
an exchequer control also requires separation of audit from ac-
counts not only at the centre but also in the States. What is
required is faith in the scheme and a zeal for experimentation.
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Chapter Twelve

PARLIAMENTARY
CONTROL

IN the previous two sections we were mainly concerned with
the control exercised by the Ministry of Finance and the Audit.
In this part we will be making a study of the process and pro-
blems of Parliamentary control.xThe methods adopted by the
Parliament for controlling expenditures may be broadly divided
into two categories: (i) control before the moneys are actually
appropriated and (ii) measures adopted to exercise control after
the moneys are appropriated. The first one takes us into the
realm of Parliamentary discussion on Budget appropriations and
other allied matters and the study of the latter into the field
of financial committees of the Parliament.\ The latter aspect is
dealt with in the following two chapters. This chapter is devoted
to a study of the methods of control exercised by the Parliament
before the moneys are voted.

\Parliamentary control over finances in general and expendi-
tures in particular, consists in considering and debating the
expenditure programmes presented to it in the form of Budget
estimates by the government and in approving them. Its real
control is thus in the field of examination of Budget estimates.
The control exercised by the Parliament is a subject which
reaches not only the realms where law, Parliamentary privilege,
and Parliamentary custom are inextricably intertwined but is
also one which is very much dependent for its effectiveness, on
the approaches and attitudes of the Parliament itself. (Thus it is
not only the techniques and the procedures adopted by the
legislature that are important, but also the willingness to use
them and the effectiveness with which they are used. The study
in the following pages is therefore divided into three sections:
(i) History of Parliamentary control in India; (ii) Techniques of
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control and the financial procedure adopted by the House and
(iii) Problems of control.\The study, as in the preceding chapters,
is mainly concerned with the central system and no attempt is
made to include the systems existing in the States. There is,
however, a remarkable uniformity of procedures adopted in the
States, and to that extent, generalisations and observations
included in the chapter are applicable to the States also.

History of Parliamentary Control

. A glance through the Parliamentary history of the UK would
indicate that the “Power of the Purse” is central to the very
existence of the House of Commons. The relations between the
Parliament and the Monarch at various stages reveal the attempts
made by the Parliament to have a firm hand on the actions of the
king and at a later date, on the proposals for raising revenues
and expending them. The history of the Indian Parliament is
no different from that of its counterpart in the UK.'The stresses
and strains undergone during the past are by and large the same.
If in England it was a fight between the Parliament (people) and
the king, in India, it was a fight between the rising nationalism
and a colonial power. The objective of the national movement
was to gain control over the administration and thereafter to
divert it towards establishing a system which could render service
to the nation and not allow it to serve the needs of a foreign
power. Their attempts to gain this control on administration and
the reluctance of the government to yield to these attempts, or
where they have yielded, to retain still as much of power as they
could, characterise the history of Indian Parliamentary control
to a large extent. It is through these attempts that Parliament
gained different controls at different stages; and all these stages
may be treated as the ascending steps in the evolution of Parlia-
mentary control in India. The history of control may be divided,
for the sake of convenience, into three periods: (i) up to 1919;
(i) after 1919 and up to the enforcement of the Constitution and
(#ii) under the Constitution.

Up to 1919. The first budget ever to be presented in India
was the one by James Wilson on 13th February 1860, “when
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he was the Financial Member of the Council. The councils
which were then in existence were formed under the Renewal
of the Charter Act in 1853. They were not empowered to give
expression to their opinions in matters of revenue and expendi-
ture. Thus the control exercised by the Council was almost
insignificant. However, the presentation of the budget by James
Wilson to the Council should itself be considered as a land-
mark in the history of Parliamentary control, for it was he who
first conceded the responsibility of the Council and presented
a budget to it. The councils had no representative character and
they consisted merely of officials and nominees who were posi-
tively ‘harmless’. All the same, with the presentation of the
budget by Wilson, “a new chapter began. Interest in financial
questions was roused. Financial coutrol was perceived to be the
indispensable condition of the democratic State and the absence
of that control the hallmark of absolutism.” The Councils Act
of 1853 had later given way to the Indian Councils Act of 1861.
Under this Act the representativeness of the Council was slightly
enlarged to include twelve additional members, all of whom
were nominated by the Governor-General at his discretion. In
addition, the Council consisted of five ordinary members, with
provision for the appointment of another member for Public
Works.? The budget, as earlier, was presented to this small
group. The discussion on the budget was pedestrian and more
often than not contained hearty endorsements of the policies of
the Finance Member and was of no utility, for no attempt was
made to analyse the revenues and expenditures included in the
financial statement. In certain years there was no discussion, for
the extent and content of discussion depended more on the
receptiveness of the Finance Member. As for example, there was
no discussion on any of the budgets presented by Sir William
Muir while in the case of Sir J. Strachey there were only two
discussions of a total of five budgets.®* The discussions, when
there were any, were reported in the form of “Abstract of the
proceedings of the Council of the Governor-General of India”,
' K. T. Shah, Indian Finance (2nd Edition), p. 33.

21874 Act.
*K. T. Shab, ibid., p. 38.



374 CONTROL OF PUBLIC EXPENDITURE IN INDIA

assembled for the purpose of making rules and regulations.
The councils thus had no power to discuss the budget except
in relation to those matters which were directly connected with
the Legislative business before it. “It had”, Sir John Strachey
observed at a later date, “no concern whatever with any of the
functions of the executive government.” The utility of the coun-
cils constituted under the 1861 Act, may be insignificant from
the point of view of Parliamentary control. But in retrospect one
has to concede that it was responsible for igniting a spark—a
spark that led to an agitation—and an agitation that led in a
way to the establishment of Parliamenary conrol. The Councils
Act of 1892! brought an important change in the procedure
followed hitherto.\Under this act, the financial statement of year
was to be submitted to the council and every member was given
liberty to make any observations that he considered necessary
and deemed fit. The Financial Member was given the right to
reply to the charges and criticisms made during the course of
the debate.\There were, however, certain subjects which were
not allowed to be discussed. Such subjects included the measures
affecting the public debt or revenues of India. This Act conceded
the right of discussion and recognised it as legal. The objective
behind this Act itself was laudable for it recognised that the
administration might gain much advantage if public opinion
could be brought to be borne upon it. But this measure was not
found adequate by the Indian leaders for they considered that
discussion by itself was of no importance so long as they had no
power to move a resolution either amending or modifying any
proposal made by the Government.

* The dissatisfaction of the leaders led very soon to a popular
agitation which had its impact on the Government, and when
the 1909 Act was passed a proviso was incorporated in the
Regulations of the Council that the Members of the Council be
given not only the right to discuss, but also to move any resolu-
tion seeking modifications to the proposals of the budgets The
resolutions, however, were not to be voted upon but were merely
to be discussed. In other words, an opportunity was given to ven-

*See Morris-Jones’s book, appendices, for extracts of debates of these
years.
‘ John Strachey, India—Its Administration and Progress.
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tilate grievances or even criticism. This was the second stage in
the process of gaining Parliamentary control. But at this stage
the control itself was not there, as the right to discuss and move
resolutions was not followed by a right to vote either for or
against supplies, although it was this function which formed
the core of Parliamentary control. As Prof. Shah wrote fifteen
years after the 1919 Legislation: “The Government were not
bound to accept the recommendations made by their councils.
The entire power of the purse, from the preparation of the
budget to its final carrying out, rested with the executive. And,
consequently, the control on the departments of Executive
Government was imaginary.”®

After 1919 and up to the Constitution.\ This procedure under-
went considerable change with the enactment of the 1919 re-
forms. The reforms which were introduced with the purpose of
initiating the Indian people to a responsible government included
an extension of the powers and privileges of the Legislature in
financial matters. The Act of 1919 provided that a statement of
the estimates, annual expenditure and revenue should be pre-
sented to the Legislature every yearaThe Statement (budget) was
not followed by any discussion on the same day but was taken
up later. The consideration of the budget was dealt with in two
stages: (i) A general discussion on the various aspects of the
budget and (ii) The voting of demands for grants. To enable a
general discussion on the budget, a date, usually a week after
the presentation of the budget, was fixed by the Governor-
General and a period, normally of two days was allotted for
general discussion. After the general discussions were over, the
second stage, relating to the detailed consideration of the de-
mands for grants was taken up. The initiative for asking money
rested with the Executive as “no proposal for the appropriation
of any revenue or moneys for any proposal shall be made except
on the recommendation of the Governor-General.” However, not
every item of expenditure was subjected to a vote of the House.
The Act provided’ that the moneys required for the purpose of

® Governance of India, p. 230.
' Article 87 A(3).
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(i) interest and sinking fund charges on loans, () expenditure
on which the amount is prescribed by or under any law,
(ii) salaries and pensions of persons appointed by or with the
approval of His Majesty or by the Secretary of State in council,
(#v) salaries of Chief Commissioners and Judicial Commisioners,
and (v) expenditure classified by the order of the Governor-
General in Council as (a) ecclesiastical, (b) political, (c) defence,
need not be subjected to the vote of the House. The demands so
presented were liable either to be refused, reduced or assented
to by the Legislature but it was not authorised to change the
destination of the grant. When it was sought to reduce specific
amounts in the demands recommendatory resolutions to that
effect were moved by the Legislature. Even in such cases where
reductions were voted by the Legislature the Governor-General
was empowered under the Act to restore the cut made by the
Legislature. The Act provided that “The demands as voted by
the Legislative Assembly shall be submitted to the Governor-
General in Council, who shall, if he declares that he is satisfied
that any demand which has been refused by the Legislative
Assembly, as essential to the discharge of his responsibilities,
act as if it had been assented to by the Legislative Assembly.”
However, there were a number of occasions where cuts were
made by the Legislature and were accepted by the Governor-
General. There were of course equal or more occasions when
the reductions were restored by the Governor-General. The
Simon Commission reported at a later date: “The cuts made in
the first two budgets of Rs. 129 and 95% lakhs respectively, were
accepted by Government. In 1923, however, the Govemnor-
General in Council restored the provision of Rs. 114 lakhs for
railway annuities, which the assembly had cut in the budget in
pursuance of its wish to see the sum transferred from Revenue to
Capital Account and also the sum of Rs. 3 lakhs for the Public
Services Commission eliminated by the Assembly because of its
disapproval of its appointment. The attitude of the subsequent
Assemblies differed greatly from that of the first. In 1924, the
Swarajists, pledged to wreck the government, succeeded in
rejecting demands amounting to Rs. 4% lakhs. All these were
restored by the Governor-General in Council.”

The 1919 Act, thus, proved both an advancement and a denial
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of the rights of the Legislature. It was an advancement, for it
gave the right to vote; it was a denial, for the Governor-General
was given the powers to restore the cuts. In addition to the
power of restoring the reductions made by the Legislature, the
Governor-General was equipped with another power viz., that
in extraordinary emergencies expenditure could be authorised
by him, if in his opinion such expenditures were necessary for
the safety and tranquillity of British India. {The Act of 1919
was also criticised from another point of view.' The provision
of votable and non-votable expenditure and the practice of
including large amounts under the non-votable heads aroused
suspicion and distrust. Also, not all the non-votable items were
allowed to be discussed. The Governor-General, at his discretion
allowed only certain non-votable items to be discussed. These
provisions naturally limited the scope of discussion. Not content
with the provision of limited discussion, the Legislature tried
time and again to get rid of this distinction between the votable
and non-votable items, but the attempts® were in vain. However,
the increasing number of reduction motions in respect of votable
items put the Executive on defence and consequently the expend-
itures on non-voted items were reduced. The Simon Commission
in its report on this aspect observed thus: “The natural dis-
inclination of the Executive to use extensively the power of
restoration, has on occasions, and to a limited extent, enabled the
Legislature in effect to reduce non-voted expenditure. That is to
say, the Government has avoided being forced to extreme
measures on the voted item by agreeing to cut down its non-
votable estimates.”(The 1919 Act was an advancement over the
previous Legislation in one respect, viz. in granting the right to
vote and veto supplies! In the same respect it has also proved
to be unsatisfactory for these provisions had to work against the
much larger powers of the Governor-General, given under the
same Act. .

! The next landmark in the development of Parliamentary con-
trol is the 1935 Act. Under this Act also, an annual statement of
the receipts and expenditure was presented to the House and was

* Memorandum of the Government of India to the Simon Commission,
Speeches and Documents on the Indian Constitution, pp. 48-7.
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subjected to a general discussion on the budget. This discussion
was followed by a detailed discussion on the demands for grants.
One peculiar provision of this Act had been that both the
Houses—the Assembly and the Council—were given the same
powers [Section 35(2) of the Act] in this respect to consider,
reduce, and modify the demands presented by the House. The
Assembly could reject or reduce a demand but was not em-
powered to increase it. The reduction in the demands proposed
by the Members was in three forms: (i} a demand was reduced
by a token cut of a rupee if the object was to censure the gov-
ernment, (i) a demand was reduced by a hundred rupees if it
was only to discuss the demand and (iii) a demand was reduced
by a specific amount or rejected altogether. The Act had not
provided for any appropriation as was done at a later date in
the Constitution. The demands as voted by the Houses (which
included the cuts made by them) were then submitted to the
Governor-General who incorporated them into what was called
an “authenticated statement”. This “authenticated statement” of
the Governor-General constituted the sole legal authority for
any expenditure from the revenues of India. But in authenticat-
ing these statements, the Governor-General was empowered to
restore demands to their original figures if in his opinion such
restoration was necessary to the discharge of his special respon-
sibilities, The authenticated schedule was then laid before the
Chambers, but no discussion on them was permitted in either
House. The 1935 Act also continued the distinction between the
voted and non-voted (charged) items. The 1935 Act, thus, gave
the power to reject the supplies or reduce them by following
the three methods listed earlier. But in empowering the Governor-
General to restore the demands, it made the final appropriation
of moneys not an act of the Legislature but of the Executive.
Thus, once again the control of Parliament remained incomplete
and maimed. These defects were removed with the advent of the
independence, and with that, the control of Parliament became
complete and exhaustive. The study of the provisions of the
Constitution in this respect, incidentally, leads us into the study
of the techniques adopted for Parliamentary control and are
therefore dealt with in the following Section.

'The history of control thus reveals the following stages:
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(i) recognition of the necessity of the presentation of the budget,
(%) recognition of the need for discussion, (iii) discussion
followed by power to legislate, but subjected to the overall
approval of the Governor-General and (iv) discussion with com-
plete power to legislate (under the Constitution).! The growth
from one stage to another reflects, incidentally, the growth of
the national movement in the country.

I1

\Parliamentary control in India, as in the UK, is based on
the famous principle: “The Crown demands money, the Com-
mons grant it, and the Lords assent to it.” The only variation is
that the principle as summed up by Erskine May was applicable
to the monarchical system of the UK while in India, the content
remaining the same, the difference is only in the terminology.
This is, however, not to imply that the Indian system is for all
intents and purposes a replica of the British practice and pro-
cedure. There are differences, but these differences arise only
in the minor aspects of procedure. The framework of control,
both in the UK and in India is almost the same.,

Budget Presentation and Discussion

\ The first stage of control—it may be appropriate to call this a
‘review’—is the presentation of the budget and the discussion
following thereon. The budget which is ‘figures set to music’
and which embodies the results of the endeavours of govern-
ment in the current year and includes its proposals for the next
year is presented to the House on the last day of the month
of February after all transactions in all the stock exchanges have
ceased for the day.® The budget contains a review of the current
year’s economic trends and the next year’s proposals. The pro-
posals include the new measures of taxation, if any, proposed
by the Finance Minister. On the expenditure side, the budget
contains the actual amounts spent during the preceding year,

¢ The Budget is presented almost simultaneously to both the Houses.
However, the power of the Upper House in financial matters is almost nil.
The Rajya Sabha is only to discuss while all legislation in this regard rests
with the Lok Sabha.
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estimates for the next year and the revised estimates of the
current year) The amounts are classified into those which fall
under ‘Revenue’ account and those which are included in the
‘Capital’ account. They are also further sub-divided into those
amounts which are ‘charged’ on the Consolidated Fund of India
and those which are voted by the Parliament for appropriation
from it. The Budget thus presented, evokes considerable interest
as it contains the economic policy of the government to be
followed during the succeeding year.! The presentation of the
budget is followed by a detailed® discussion on various aspects
of the budget} The general trend of the discussions in the past,
however, reveals that greater concern is expressed at the new
taxes levied or on some of the controversial developments that
have taken place in the economy and it is seldom that one finds
the general debate utilised for the purpose of commenting on
the aspects of expenditure.

‘After the conclusion of the ‘general debate’ on the budget,
the demands for grants of various Ministries are presented to
the Lok SabhaiUntil 1947 all the demands were formally moved
by the Finance Minister. But now this procedure has been
changed. Following a recommendation made by the Estimates
Committee, which stated: ‘One method by which the budget
discussion could be made more well-informed weculd be for the
Minister concerned to initiate discussion on demands concerning
his Ministry and explain all relevant facts which are likely to be
raised in discussion and again to reply to the discussion before
the demands are voted.® The demands are now introduced
formally by the Minister concerned. The pattern of discussion
on the demands changes from time to time depending upon the
agreements arrived at by the chief whip of the parties. The total
period generally allocated for the discussion of demands is fifteen
days. As this period is usually not adequate for an exhaustive
debate, important Ministries are generally taken up earlier and
it is quite likely that the demands of certain Ministries may be

* Prof. Morris-Jones calls this discussion, rather uncharitably, as “a relic
from times when the central assembly could do little more to the budget
than discuss it generally”, Parliament in India, p. 238.

1* “Budgetary Reform”, 20th Report, 1958, p. 25.
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voted without any discussion at all.** These demands are however
not presented to the Rajya Sabha. The Rajya Sabha has no
further business with the budget except at the initial stage when
the budget is presented to that House also. A general debate
also takes place in the Rajya Sabha on the budget. No demands
are presented to the Rajya Sabha, for the approval and voting
of the supplies is the exclusive right of the Lok Sabha.

The demands presented to the House (Lok Sabha) are gov-
erned by certain broad principles. They are: (i) the initiative
in financial matters is vested only with the executive. Article
117(3) of the Constitution states specifically: “A Bill which if
enacted and brought into operation, would involve expenditure
from the Consolidated Fund of India shall not be passed by
either House of Parliament unless the President has recom-
mended to the House the consideration of the Bill.” The objective
is clear and as Hilton Young observed: “Limitation of financial
initiative to the executive in one of the sheet-anchors of good
government. The balancing of revenue and expenditure is a nice
and delicate operation; only the executive can have the double
knowledge needed for it, of what is needed on one hand and
how much it will cost and on the other hand how much the
taxes are likely to yield. Its plans once made must be rigidly
adhered to: were the balance of revenue and expenditure liable
to be upset by an ill-informed, sudden and comparatively irres-
ponsible action on the part of a Member, the nation’s finances

' A Member (H. V. Kamath) objected to this procedure. He said:
“I invited your attention to the fact that it was unfortunate and even
detrimental to the growth of a sound and efficient Parliamentary system
that some Ministries’ demands should be put to the vote of the House
without any discussion.”—Debates of Lok Sabha, 6th April 1956.

The Speaker, commenting on this aspect observed earlier: “Leaders of
various groups in the House had consultation with the Chief Whip and
Minister of Parliamentary Affairs and I believe it was agreed there that
only certain Ministries should be taken up.” It has thus been taken for
granted that only those Ministries which are agreed upon between the
Whips, are discussed within the limited period of time. In the UK the
subjects for discussion are chosen by the opposition. This has come into
sharp criticism recently (see the Debate of the House of Commons. 16th
March 1980) with the consequence that there has been a change in the
procedure (see the announcement made by Hon. R. A. Butler on 26 July
1960, in the House of Commons on the subject).
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must soon fall into wild disorder.”** (ii) Following from the
premise laid down in (i) the House can only assent to the
demand or (a) refuse it or (b) reduce it. But it does not have
the power to increase a demand or put any condition as to the
appropriation of it. The demands presented to the House con-
tain: (i) a statement of the grant proposed (Part I), (ii) a state-
ment of the detailed estimates of the same (Part II) under
different sub-heads and (iii) the details (Part III) under the sub-
heads.’* The demand is a motion to the effect “that a sum not
exceeding Rs...... lakhs be granted to the President to defray
the charges which will come in course of payment during the
year ending the 31st day of March...in respect of Ministry of
....” To this motion, which is moved by the Minister of Finance,
cut motions can be moved by the Members who are interested
in the content of the Demand. The objects of cut motions may
be either to discuss the policy pursued in regard to a specific
matter by the Minister concerned or to ventilate grievances or
to suggest retrenchment or even some economies. The cut
motions are of three types.

Cut Motions

' (i) Refusal of supplies implies cut motion to the effect that
the amount of the demand be reduced to Re. 1. The objective
in moving this motion, which is in the form of an amendment
to the original motion seeking supplies, is not intended to con-
vey a local grievance, but the disapproval of the policy pursued
by the Ministry., The discussion is concerned not so much with
the expenditure in question as it is concerned with the policy
behind the expenditures. A Member giving notice to this motion
must indicate the aspects mentioned in the motion, as otherwise
there is a risk of his being stopped by the Chair. (ii) Token cuts.
This motion takes the form that the “amount of the Demand be
reduced to Rs. 100”. The object behind this is to ventilate a
grievance relating to the demand. The discussion on these
motions is confined to the scope of the grievance only and is not
expected to go beyond the scope of the motion, and (iii) Economy

12 National System of Finance, p. 41.
3 Rule 225 of the Rules of Procedure of Lok Sabha.
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cuts are moved to the effect that the amount of the demand be
reduced by a specific amount. The reductions suggested may be
a lumpsum reduction from the demand or may be a deletion of
some item of expenditure, which in the opinion of the Members
is unnecessary, extravagant or wasteful. During discussion, no
grievances are expected to be ventilated and, as in respect of the
other motions, discussion should be confined only to the point
at issue. Out of these three cut motions, the first one which is
tantamount to a disapproval of the policy is treated as a censure,
while the other two motions are treated as they are without any
ulterior import. The cut motions so proposed, it has been pres-
cribed, (i) shall relate to one Demand only, (ii) shall be confined
to one specific matter which shall be stated in precise terms,
(#ii) shall not make suggestions for the amendment or repeal of
existing laws, (iv) shall not relate to expenditure charged on the
Consolidated Fund of India and (v) shall not relate to a trifling
matter. Though the cut motions require specification of purpose
and the objective of discussion, yet it is an attempt to discuss
the proposed expenditure of each Ministry. It presents an oppor-
tunity for annual stock-taking of the performance of each
Department; and in each aspect of the work of the Ministry
regarding which the Member is not satisfied, he can move cut
motions with a view to focus the government’s attention to it.
No doubt, in cases where the suggestions of the Members cut
across party affiliations and go to the roots of the problem, they
may be not only welcomed by the government but may even
receive immediate implementation. But, even in other cases, the
cut motions put the government on the defensive as it has to
answer the criticisms made by the Members. If the reply is not
convincing enough and if party discipline is not brought into
the picture (which is unlikely), it is probable that the cut motions
are accepted and the Demands reduced accordingly.

The cut motions, after discussions, are put to vote and depend-
ing on the results of the motions, the demands are also accord-
ingly reduced or passed as they are. But this procedure may not
always be possible in the case of all the Ministries, since the
time allotted for discussion for all the Ministries is generally a
period of 15 days. Where the time left is too short and the busi-
ness to be transacted is considerable, a familiar and a conven-
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tional Parliamentary procedure known as “guillotine” is applied.
“Guillotine”, as was once explained by the Chair, “is intended for
the purpose of disposing of matters which are outstanding at
the end of the day up to a particular time that is prescribed.”**
This guillotine can be applied at the end of the period allotted
for a demand or can be applied at the end of the total period
allotted for the discussion in the grants. However, a frequent
application of ‘guillotine’ is likely to thwart the very purpose
of Parliamentary contfol and, as Hilton Young stated, it may
reduce “the whole laborious process of the control of expendi-
ture by the House to something of a farce.”* But occasionally,
considering the heavy schedule of legislative work the applica-
tion of this principle is often necessitated.

Appropriation Bill

{ There is, however, a second opportunity presented to the
House for the consideration of these matters. This opportunity
arises when an Appropriation Bill is submitted to the House for
its consideration and acceptance.| Article 266 of the Constitution
lays down that no moneys shall be appropriated out of the Con-
solidated Fund except in accordance with law—and this law is
provided in the form of the Appropriation Bill.*® This Bill inclu-
des not only the votable items but also those items which are
treated as ‘charged’ for they also involve withdrawals from the
Consolidated Fund. The Bill includes all those items which were
already included in the Demands for grants of individual Mini-
stries and approved by the House. Thus, in effect, this Bill is
nothing more than a statement of those amounts which were
already approved by the Parliament, but once again brought to
the House in the garb of a formal Legislative Act, thus affording
an opportunity to the House to discuss questions of policy and
other matters related to expenditures. Though the Bill did not
in the beginning afford any opportunity for wider discussion,
since the debate was of necessity to be restricted to those matters

“ 1.S. Debates, Vol. VI, Col. 2206, 1952.

'8 Ibid., p. 58.

* There is a technical distinction between the bill involving appropria-
tion—which represents a withdrawal from the Consolidated Fund, and bill
involving expenditure—indicating a liability on the Government.
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of public importance or administrative policy implied in the
grants covered by the Bill which have not been raised when
the relevant demands for grants were under consideration, these
Bills have later grown in stature thereby providing an occasion
for a full-fledged discussion on topics chosen by the various
Parties in the House.'” This change, it has been said, is a “good
Parliamentary practice.”*®* The Appropriation Bill itself, as a pro-
cedure, has been a marked improvement over the authenticated
statements of expenditure signed and presented to the House
by the Governor-General in the past. The former is a Legisla-
tive Act, while the latter was an Executive Act and to that extent,
these differences reveal the supremacy of the Executive over the
Parliament. If the history of the hitherto existing Parliaments
in India has been a history of the supremacy of the Executive,
the history after the constitution is a history of the supremacy
of the Legislature and perhaps herein lies the essential difference
between a colonial rule and an independent sovereign democracy.

To the Appropriation Bill, no amendments which will have
the effect of changing the amount or altering the destination of
any grant so made or of varying the amount of any expenditure
charged on the Consolidated Fund of India, can be moved. The
Appropriation Bill is not expected to throw up an opportunity
which can disturb the amounts already approved by the Parlia-
ment. With the enactment of the Appropriation Act, the Legis-
lative cycle, in so far as financial matters are concerned, comes
to a stop. There are, however, certain other measures designed
to ensure Parliamentary control in respect of some other finan-
cial items not included in the budget account. These controls
are in respect of vote of excess grants, votes of credit and excep-
tional grants, etc.

Vote on Account

The Vote on Account is a grant approved by the Legislature
in advance of the detailed examination of the various Demands
presented to it.\Since Legislative programme cannot be hurried
merely to enable the Executive to get its grants exactly at the

1 .ok Sabha Debates, 8 April 1953.
* Morris-Jones, Parliament in India, p. 242.

25
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beginning of the new financial year, the Executive is given an
advance grant to meet its temporary and other running expen-
diture until the demands are voted by the Legislature. The
Vote on Account is a new provision in the Constitution. Under
the 1935 Act, which did not have such a provision, debates had
to be hurried through and concluded before the end of March.
Thus, a budget which was presented to the House at the end of
February had to be accepted by it by the end of March. A
period of one month is generally considered inadequate for the
consideration of the budget but at the same time the non-
approval of budget cstimates was likely to result in holding up
all the activities of the Government. It is to avoid this and to
enable a detailed deliberation by the Legislature that the Vote
on Account was introduced. This procedure ensures at the same
time that no moneys are spent without the sanction of the Legis-
lature. The consideration of the Vote on Account presents another
opportunity, though it is not generally availed of, to discuss
matters of policy, ventilate grievances and propose cut motions.

Excess Grants

Excess grants are those which are introduced in the House to
regularise the excess amounts spent over and above the original
grants approved by the Parliament. This, essentially, is a regu-
larisation process of what has already been spent, but it presents
another opportunity for discussion on the particular transaction
which led to the excesses or on the administrative lapses that
led to the excesses. No general discussion is, however, permitted.
But excess grants are treated by the House with utmost caution,
at times even with contempt and resentment, for every excess
represents a relaxation of Parliamentary control. Such excesses
may not, however, arise when there is a system of Exchequer
control. The provision relating to regularisation of excess grants
is again like the Vote on Account—a new provision. Under the
1919 and 1935 Acts the excesses were treated as if they were a
‘demand for grant’.

Vote of Credit
The vote of credit is a grant for meeting an unexpected de-
mand upon the resources of India when on account of the mag-
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nitude or the indefinite character of the Service, the demand
cannot be stated with the details ordinarily given. It is to be
passed by the House in the same way in which it passes the
Demands for grants. The vote of credit which is intended to
provide amounts to the Government in times of emergency has
not been utilised so far. The ‘exceptional grants’ are analogous
to the votes of credit in that neither of them forms part of the
current ordinary expenditure. It is intended to meet specific
purposes—the nature of which is not recurring—and a motion
for grant of money is moved very much in the same manner
in which a normal demand is moved in the House. These grants,
however, are exceptionally rare in occurrence and have not been
resorted to so far.

If the preceding are the types of grants which are to be
approved by the Legislature before and after the commence-
ment and completion of activities during a financial year, there
are certain other techniques through which the Parliament
ensures that the moneys granted by it have not been spent for
a different purpose or have not been spent on a purpose not
approved by it.!The techniques of control that can be included
in this category are three: (i) control over supplementary grants,
(ii) control over reappropriation or virement and (i) control over
token grants.| Supplementary grants are those grants which are
granted by the Legislature during the course of the financial
year in addition to the funds that have already been appro-
priated. The need for these grants arises mainly when the amount
included under a head has proved to be inadequate and the ful-
filment of which requires additional funds or when funds are
required to meet the expenditure of a new service which has
not been included in the original estimates. It is one of the axioms
of Parliamentary control that the amounts granted by it should
be spent only for the purpose for which they were sanctioned.
This process requires that the executive should present every
item of expenditure and the object of the same. But in the course
of the year new needs crop up and expenditure can be incurred
on those purposes only after they are approved by the Legisla-
ture. However, the Legislature may not always be in session to
consider the supplementary Demands and the activities of a
department may be held up on this account. To prevent this the
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departments take advances from the contingency fund and later
submit them to the Parliament for approval. But as a practice,
the Departments are required to calculate their requirements
well in advance so that a supplementary demand could be taken
in time.

The approach of the Parliament to supplementary grants has
always been a hostile one. The grants are treated as a relaxa-
tion of the Parliamentary control and “as a breach of contract
between the government and Parliament™!® Hilton Young
observed years ago, in a highly critical tone, “that they are al-
ways a necessary evil, and a diseased excrescence* on the year’s
finance and the success in finance of the Ministry may be mea-
sured by its ability to do without them.” He added: “Public
control of public expenditures depends for its efficiency in a
large measure on the financial scheme for the year being pre-
sented to the House and considered and approved once for
all, as a whole. To allow the scheme, once approved, to be as
something still fluid and liable to extensive modifications
infinitely weakens effective control and supplementary estimates
is the most harmful way of doing so. To make anything but
the most restricted use of them must deprive the whole system
of supply of its meaning and utility.” In the Indian Legislature
also, the reception to supplementary grants is no different from
what it is in the UK and quite often demands are made in the
House that supplementary grants should be subjected to scru-
tiny by one of the Financial Committees of the House before
presentation, but these demands are always met with a firm
resistance by the Finance Minister. Referring to such a demand
of the House, the Finance Minister observed in 1956: “I doubt
whether it is a correct suggestion, because under the Constitu-
tion, supplementary grants are required to be treated in the
same way as the budget estimates which are not subject to prior
scrutiny. ...I doubt myself whether any examination thereof
will yield very useful results.”*' The supplementary grants have
now become almost routine for reasons which are two-fold:
(1) the revised financial and budgeting arrangements introduced

* A. J. V. Durell, op. cit., p. 148.
* The System of National Finance, 1924, p. 65.
1 Debates of Lok Sabha, 16 March 1956.
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from August 1958 are based on the principle that in respect of
schemes—where the details are not complete—initial budget pro-
vision would be restricted to the minimum requirements, while
a supplementary grant would be submitted to the House at a
later date for the remaining expenditure; and (ii) the implemen-
tation of a plan throws up many problems which may not have
been foreseen earlier and, if foreseen, the magnitude of which
was not fully realised thus necessitating frequent budget revisions.
To that extent, supplementary grants inevitably become integral
parts of the situation. Budgetary process in such a context has
to be a continuous one endowed with flexibility; this fundamental
change in the situation makes one feel that Hilton Young’s com-
ments have no relevance in the present day context.

The supplementary Demands, when presented to the House,
are treated in the same way in which the Demands for grants
are treated, and the discussion has to be confined to the scope
of the demand only and generally the policy behind them is not
allowed in the discussion, though in respect of a demand con-
cerned with a ‘New Service’ the policy aspect of it can also be
discussed. After discussion it is voted by the House.

Reappropriation

' Another way in which Parliament exercises control is through
the restricted powers given for reappropriation. This process
which is also known as ‘virement’ consists in appropriating from
one Head where there is a saving to another where there may
be need for more expenditure. It, essentially, is a process where
the total amount of the grant remains the same but where there
are internal transfers and shifts which change the composition
of the demand. Parliament would always like that the amounts
appropriated by it are spent for the purpose for which they
were given\and with this end in view, the powers of reappro-
priation of authorities, some of which are exercisable only in
consultation with the Ministry of Finance, have been restricted
so that the grants may not be applied to objectives and purposes
other than those for which they were granted. The restrictions
are that no reappropriation may be made from one grant to
another, from charged to voted and for a purpose which would
attract the New Service rules. The imposition of these restrictions
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ensures the non-violation of its objectives and where there are
violations, the violations are reported by audit to PAC which
considers them and offers its comments. In regular day-to-day
administration, the task of verification as to whether a reappro-
priation was made contrary to this spirit is entrusted to the
Ministry of Finance.??/Another technique of control adopted by
the Parliament in respect of certain matters of budget execution
is its acceptance of the token grants. Token grants are a variation
of supplementary grants and are submitted when the proposed
expenditure is not within the ambit of the Demand already
approved, but can be met from savings within that demand. The
token demand does not involve any additional expenditure. These
demands are also treated in the same way as the other demands
and discussion is confined to the objective of the demand.
Through this procedure the Parliament restricts the application
of funds to other purposes even when funds are available within
a grant. These then are the procedures adopted by the Legisla-
ture to acquaint itself with the financial activities of the Govern-
ment.) As Durell stated, “all the rules as to financial procedures
are measures intended to protect the House against itself, to
prevent hasty grants and ill-considered increases in the respon-
sibilities of the people.”

A question now arises as to how real and effective is this con-
trol exercised through the above procedures? This would take
us to the problems of control.

111

Problems of Control

| We have seen in the preceding section the techniques adopted
by the Legislature to ensure adequate control on the Executive,
as also to see that not a ‘pie is spent out’ of the ‘Consolidated
Fund’ without the permission of the House. But mere provision
of rules or the existence of extensive regulations is not adequate.
For an effective control these procedures have to be exercised
in the manner and in the context for which they have been
prescribed. But in the implementation or exercise of these pro-

** See Chap. IV.
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cedures and powers there are many a problem!which arise,
mainly out of the attitudes of the Members of the Legislature.
In the following paragraphs an attempt is made to analyse some
of these attitudes and problems revealed in the system.

'The impact of the control of the House depends (i) on the
receptiveness of the Cabinet and its relations with the House,
and (i} on the scope and nature of the debates in the House
itself. The relations between the Cabinet and the House are to
some extent dependent on the party ties)The existence of a good
Parliamentary party organisation endowed with a capacity for
systematically channelising its opinions, feelings and expressions,
may make all the difference, for the impact of such a body on
the Cabinet will be considerable and such good relations may
well pave the way for an early implementation of the desires
and wishes of the House. The absence of such a system will, to
that extent, reduce the effectiveness of the Parliament. The House
is only a legislative body and not an executive body. If the
House opposes a legislative measure, it can only overthrow the
government. But if it can systematically voice its feelings, the
legislation itself may be so drafted as to make it acceptable to
the House.'\ Thus the relation between the House and the
Cabinet is an essential element in Parliamentary control.] It is
important to realise that it is upon the approach of the Parlia-
ment that the responsiveness of the Cabinet and the extent of
its own control depend.'It has been occasionally suggested
that the control of Parliament is almost insignificant inasmuch
as its impact on the Cabinet is negligible. This is in a way a
handicap which is inherent in the system itself. The influence of
the Parliament works in the same way in which the influence
of the shareholders works on the Directors of a Company. As
Durell stated, “the control of Parliament might more appro-
priately be compared to that of the shareholders of a company
as exercised upon the Directors, and it is perhaps usually exer-
cised to the same extent.”

I The effectiveness of Parliament’s control depends in addition
to other factors, upon the scope and nature of the debates of
the Houses. Debate is the Parliament’s main weapon. Many fac-
tors limit the effectiveness of this weapon. For example, it is a
general complaint that the time allotted for discussion is not
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always adequate. To some extent, the inadequacy of time allot-
ted for debates is inherent in the Parliamentary system.\ As
Durell says: “Of all the restrictions on effective Parliamentary
control which are imposed by Parliamentary practice and
procedure, perhaps the greatest is the lack of time for due
deliberation.”*

{ Other factors also limit the effectiveness of debates. There is,
first, the party system.!' It is the general practice that any
measure introduced by the Government receives support from
its members of the ruling party in the House. This partisan
attitude on general issues and in general debates can be justi-
fied, but it is questionable whether these attitudes should be
extended to cut motions, etc. which are intended not so much to
criticise a policy as to comment on the wastefulness of a parti-
cular expenditure. In India, party affiliations are stretched even
to cut motions. As Professor Morris-Jones says, “The cut motions
are almost invariably moved only by opposition members, the
Congress Party having effectively discouraged cut motions from
its own supporters.” Instead, a procedure has been devised by
which Congress Members submit to the Ministers ten-line memo-
randa containing local and specific pleas. More reliance is thus
placed on the Party approaches than on debate in the House.

Secondly, the technical jargon in which the demands for grants
are couched dissuades a majority of Members, despite their
interests in financial matters, from participating in the debates.
As Earl Atlee said, “It was an unsatisfactory system that they
should have to discuss pages and pages in figures in a debate
on the floor of the House.”** This difficulty is not peculiar to the
Indian system.?® This difficulty with the terminology often
results in financial matters becoming the forte of a few specialist
Members. To that extent, the discussion tends to become a talk

= Durell, The Principles and Practice of the System of Control over
Parliamentary Grants.

2¢ “Parliamentary Reform,” Hansard Society.

25 Professor Arthur Smithies observes thus on the American experience :
“Public comprehension of the Budget is greatly hampered by its bewilder-
ing terminology. On the expenditure side, the terms of appropriation,
obligation and expenditure cannot be avoided and are confusing enough.”
Further, “This incredible complexity results largely from attempts at
concealment”. The Budgetary Process in the United States, 1955, p. 197.
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between specialists while the other Members confine themselves
to the ventilation of local grievances with little or no realisation
of the impact of their acceptance on the overall finances of the
Government. Thus innumerable cut motions are moved, generally
to demand a railway line here or a fertiliser plant there. In the
process national interests yield place to parochial and local
interests.

\ Further, the debate in Parliament is often devoted to a dis-
cussion of the trivial and the sensational.' A good many hours
are spent on discussion of details of a particular expenditure
where the amount involved is small, while relatively much less
time is devoted to bigger items of expenditure. Needless to say,
this does anything but strengthen Parliamentary control over
expenditure| As the speaker of Lok Sabha said once, “in the field
of Finance, the House should discuss questions of principles
rather than details”.

I Again, the discussion on the budget and the demands for
grants are more devoted to political aspects and to taxation
measures proposed than to assessment of governmental efficiency.
A substantial portion of the debate generally revolves round the
‘policy’ of Government and its administration and little or no
time is devoted to consideration of different aspects of the
Government’s expenditure. In this respect, we are no worse off
than, say, the House of Commons. Thus the third report on
‘Parliamentary Procedure in UK’ (1946) said that “the passing
of estimates in the Committee of Supply is the formal procedure
by which the expenditure of Departments is authorised, but as
is well known, this procedure has almost ceased to serve the
purpose of financial scrutiny and is used almost exclusively for
the criticism of policy and administration.”

\ The debates also reveal the keen interest of the members in
“economy” and “retrenchment”.' Debates in the Indian Parlia-
ment have been generously interspersed with motions aiming to
bring about retrenchment and economy. An examination of the
suggestions made, however, will give the impression that their
implementation will cost more to the Exchequer than the
resultant economy. Professor Galbraith says about the US Con-
gress, that “nothing is ever accomplished of sufficient magnitude
to affect appreciably the total spending of the economy and
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indeed the expectations of non-accomplishment are such that
the Congressional discussion of budget-cutting each winter has
now assumed the innocent aspect of a folk rite. It begins as the
budget time approaches. It reaches full pitch a few days after
the budget is submitted. The gods are appeased by stern denun-
ciations of public profligacy and inspired promises of vast eco-
nomies. The ceremony is solemnly described to the people by
press and radio. Thereafter the seemingly indispensable outlays
are voted, and the result is more often to increase the budget
than to reduce it.”*® This is true of the Indian Parliament also.

Further, the debates also indicate that the Houses are not
satisfied with the control that they exercise and clamour for
more controls. Not infrequently, statements are made that “To-
day I must say, having the experience I have, that the control
of public expenditure by this Parliament is nil”, or that “It is
the inherent right, it is the fundamental responsibility, of this
House to be the watch-dog of the finances of the State. We can-
not abdicate this power to government”. To remedy this
apparent inadequacy of control, various measures like setting
up committees on investments, on contracts and on expenditure,
etc., are suggested. Quite often the ‘demonstration effect’ of
other systems proves too attractive and members do not hesitate
to suggest the implementation of every new device that is
adopted by other countries in their legislative business.

| Again, experience of the last ten years shows that the opinion
expressed by the House is not always shared by its committees.?’
The reports of the committees of the House are based on detail-
ed study, while the opinion expressed by a member is usually
his own personal estimation of a scheme.| But where the view
represents a general consensus of opinion in the House, the
committees may have to take cognizance of it; otherwise, the
debates lose their importance. Finally, a basic weakness of par-

2 The Affluent Society, 1953; p. 188. Lloyd George said in a similar vein
a long time ago: “It generally ends in a demand that you should spend
more money for something or other.”

*” For example, at a time when a number of suggestions were made in
course of the debates to increase the control exercised by the Ministry
of Finance, the Estimates Committee (see the second report, 1957) recom-
mended a diminution of the control of the Finance Ministry..
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liamentary debates is that the demands of some Ministries are
voted without any discussion. This naturally weakens the con-
trol of Parliament over the Government’s expenditures.

1 To overcome these shortcomings and to strengthen Parlia-
mentary control, two suggestions have been made by the
Estimates Committee. The Committee’s suggestions aim to:
(1) make parliamentary discussion more effective; and (i) intro-
duce performance budgeting. '

From its own experience, the Estimates Committee felt that
it “was not in a position to examine all the Ministries even over
a fairly long period.”® It, therefore, suggested that this could
be made up by providing additional opportunity for debates in
the House. It also suggested that various financial aspects of
the budget could be studied by a number of committees set up
for the purpose by the House. These committees would submit
their findings to the House to enable systematic discussion. This
was done in the case of the Second Five Year Plan. This pro-
cedure could perhaps be adopted with advantage for discussion
of the budget also since it would enable Members of Parliament
to concentrate on certain Ministries. They can then maintain
close contact with the Ministers and the officials and get all their
doubts cleared. This would make for enlightened criticism of
the budget.

The Estimates Committee’s recommendation has not so far
been implemented.?® Its implementation would have certain im-
plications. First, it will change the present procedure of dis-
cussion and convert the sub-committees of the House almost into
the equivalents of the Appropriation Committees of the US
Senate. It is a moot point whether such a committee system
would fit into the Indian Parliamentary system which is based
on the practice in the UK. Second, it may eventually lead to a
situation where discreet officials may begin to consult the sub-
committees in respect of proposals even before they have for-
mulated the budget with a view to ensuring their acceptance
easily. This may well lead to stretching of the invisible hand of
Parliament into the sphere of formulation of the budget pro-

** 20th Report on “Budgetary Reform”, p. 26.
** The 60th Report of the Estimates Committee which is a follow-up of
the 20th Report, avoids mention of this proposal.
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posal. The acceptance of these suggestions is likely to make the
Indian system more akin to the committee system of US, the
efficacy of which has often been questioned in that country.

The other suggestion made by the Estimates Committee to
strengthen Parliamentary control is the introduction of perform-
ance budgeting. The Committee recommended that performance
budgeting should be introduced gradually. The Speaker of the
Lok Sabha has also expressed the opinion that budgetary reform
to facilitate better presentation and to show expenditures con-
nected with the Five Year Plans and developmental activities,
should be introduced. He also suggested the adoption of the
programme and performance system of budgeting. This sugges-
tion may be considered in greater detail here.

Performance budgeting, which was recommended by the
Hoover Commission in 1949, essentially consists in the presenta-
tion of a budget based upon functions, activities and projects.
The aim was to focus attention on the progress made during
the past year so that the Congressional committees could know
the progress made as a result of the amounts already spent and,
on that basis, allocate the funds for the next year. This technique
was intended to provide the answer to the two basic questions
posed for the Hoover Commission: (i) What is the desirable
magnitude of expenditure on any major government programme
and the desirable proportion of total government expenditures to
the gross national product? (ii) How efficiently and economically
can an approved government programme be executed or can
the same amount of work be performed satisfactorily through
other arrangements or through improved procedures at less cost?
The implementation of this technique, however, ran into difficul-
ties, e.g. (i) it necessitated the treatment of separate pro-
grammes even when there was no clear-cut responsibility; and
(i) it proved difficult to provide adequate information about
the cost, etc., of many of the programmes shown in the budget.
These difficulties led to the abandonment of performance
budgeting and the introduction of programme budgeting which
is more concerned with the future, unlike performance budget-
ing which is concerned with a review of the past.*

31t is doubtful whether performance budgeting can really be effective.
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The introduction of these techniques in the US has led to the
suggestion that similar techniques be adopted in India. But
there were also objections based on (i) a strict and, in a way,
narrower interpretation of the functions of Indian Parliament;
and (ii) the practical difficulties inherent in the introduction of
programme budgeting. It is argued that the background against
which these techniques have come to be used in the USA is
different from the Indian context. The two questions posed for
the Hoover Commission, referred to above, are essentially con-
cerned with economy and the allocation of resources among
alternative heads. This work, in the USA, is one which is within
the scope of the activities of the Congressional Committees. In
the Indian and British systems the fulfilment of these objectives
is ensured by the Ministry of Finance or the Treasury. It is a
function of the Executive. In the USA, there is no counterpart
to the Ministry of Finance charged with reviewing every item
of work from the financial angle.

The practical difficulties in introducing programme budgeting
are also numerous. First, the States which receive substantial
assistance from the Centre and which are responsible for the
execution of many Plan schemes have their own budgets. Inclu-
sion of these schemes in the Central Programme Budget would
be a very difficult and time-consuming job. It would be equally
difficult to quantify the different aspects of the schemes. Besides,
the introduction of the system assumes the existence of certain
pre-requisites: (i) it is necessary to have a system of advance
programming of Government operations on a long-term basis;
(it) the end-results of the programmes must be measurable;
(#ii) the outlay shown in the budget should represent the entire
costs; (iv) the programme should be administered by the bud-
geting authority; and (v) the total outlay should be capable of
allocation between fixed and variable costs. These pre-requisites
cannot be taken for granted in India and, therefore, performance
budgeting does not appear to be immediately possible. However,
if the intention of the Estimates Committee was that Members

While it may indicate efficiency as expressed by input-output relations, it
may not be able to justify the desirability or otherwise of a particular
project.
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should be supplied with all the details of a financial proposal,
the proper thing to do would be for the Government to supply
the maximum information. It may be stated here that with this
end in view, the information supplied to the Members has been
steadily enlarged in the recent past, and the Members are given
the “economic classification of the budget” and the “explanatory
memorandum” which gives elaborate details including a list of all
new items of expenditure which involve an expenditure of more
than Rs. 5 lakhs.

Aspects of Performance Budgeting

It should, however, be recognised that mere supply of informa-
tion in various forms cannot substitute for performance budget-
ing.®* The process of performance budgeting is not merely a
technique of presenting the budget. It constitutes a new ap-
proach to budget formulation and execution. Since the costs and
benefits that accrue from each project are indicated side by
side, it facilitates the process of decision making and goes a long
way in helping the allocational decisions. In the context of
increased delegation of powers to the administrative ministries
and to the project authorities and the minimisation of the inter-
ference and control by the Union Finance Ministry, the technique
of performance budgeting proves particularly helpful both at the
initial stages of budget formulation, and at the later stage of
budget execution. Another factor which underlines the need for
the introduction of such a technique may be said to be in the
broader need of having a comprehensive budgetary planning
with particular emphasis on ‘forward looks. The expenditures
undertaken each year have a continuing charge in the future
years and the scheme of ‘forward looks” consists in assessing such
a continuing charge as also the impact of such a charge on the
expenditure policy. But in the Indian context, this sort of
‘forward looks™ has not been undertaken so far. Essentially, this
forms an integral part of economic forecasting which as yet
remains to be developed and practiced in India. As already
indicated the annual phasing, including the continuing charge,

® See the author’s article, “Problems of Government Budgetary Reform”
Economic Times, 18th & 21st Feb. 1965.
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is decided in the rough-and-tumble of budgetary process. Such
a system is hardly compatible with the system of planned eco-
nomic development. It is necessary that a system of ‘Quantitative
methods” is introduced with a view to ensure a comprehensive
survey of all the aspects of a scheme before its inclusion in the
budget. These purposes would be served automatically with
the introduction of performance budgeting. It is of interest to
note that a similar plea was made in UK also by the Plowden
Committee.

In view of the frequent demands for the introduction of per-
formance budgeting, the feasibility of introducing it, particularly
in the context of the difficulties mentioned earlier, may be
considered in a little detail here. It would appear that the pre-
requisites are not really that difficult to achieve once it is realised
that advance programming of operations on a long-term basis
forms an integral part of the Five Year Plans. Each plan in
itself represents an advance programme of expenditure. If, how-
ever, it is to subserve the purposes of performance budgeting it
would be essential to work out the details of phasing of expen-
ditures in respect of the schemes included in the plans in a more
comprehensive way. In so far as the measurements of end-results
are concerned, it may be pointed out that performance budgeting
envisages three types of measurements, e.g. (a) measurement of
workloads, (b) measurement of end-products which represent the
results of work, and (¢) measurement of accomplishment which
shows the effect of work. The technique also recognises that not
all types of work lend themselves to easy and quick measurement
and in fact, there may be areas such as research etc. where the
normal measurements do not apply at all. The technique, how-
ever, permits that even in respect of these non-measurable
operations, the staff time applied to such work and the costs
involved should be identified. In other words, where accurate
measurements are not available they can be compensated by
presenting such material as may be the best available in the
circumstances. Similarly, to entrust the administration both of
budget and other aspects of a project to a single authority should
not prove to be insuperable. In fact, the trend now is to delegate
more and more financial and other executive powers to the
administrative agencies. Likewise, the allocation between fixed
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costs and variable costs would not be difficult in the case of pro-
jects. Here again the technique of performance budgeting makes
a distinction between projects (capital investment outlays) and
activities (financed on the revenue account of the budget). The
distinction between variable and fixed costs applies only to the
projects which are any way being undertaken.

Another aspect of performance budgeting is its capacity to
delineate the relationship between the costs and benefits of a
scheme. The technique presupposes an explicit determination of
the objectives of the proposed outlay and thus, inevitably involves
some cost-benefit calculations, based either on past perform-
ance or some other relevant information. A modest beginning—as
promised by the Finance Minister in the 1964-65 budget speech—
in regard to the introduction of cost-benefit analysis and studies
has already been made. In the evolutionary process of planning,
performance budgeting follows as a logical sequence of the
cost-benefit analysis. Although performance budgeting is not to
be viewed as a panacea for all ills that are associated with the
conventional budgeting, but inasmuch as it enables an identifica-
tion of the purposes of programmes and the costs of carrying
out the work, it facilitates the Parliamentary review and autho-
risation. The objective of Parliamentary control is to ensure the
achievement of the planned work for which it has approved the
outlay. Performance budgeting facilitates this task as it displays
the work or service together with the proposed outlays and at the
end of the year the Legislature is in a position to review for
itself whether the said purposes have been achieved or not.

Notwithstanding the numerous ways through which the pre-
requisites could be fulfilled it should be realised that the intro-
duction of this technique requires a few accounting changes and
may even necessitate a total realignment of the budget. It would
be necessary to reorganise the budget so as to achieve a rapport
between the planning, performance and functional heads of
classification. This, necessarily, is a long-term process and will
have to be undertaken through a staggered programme. It is,
however, important that a decision should be taken first to
introduce it. Pending a reorganisation, some of the details as are
required under the performance budgeting may, in fact, be given
as supplementary information to the budget.
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No Longer Keen to Cut Expenditure

The preceding analysis shows that the Parliament’s control
over expenditure is not as effective or adequate as it ought to
be. How can it be revitalised without changing the institutional
framework? It is generally suggested that Parliamentary control
in a democracy is dilatory in nature and that the influence of
Parliament is so general and broad that it produces little impact
on administration. It is also suggested that Parliamentary con-
trol over expenditure is virtually ineffective. As Paul Einzig
says, in the context of the UK, “The improvement of the means
for controlling expenditure was followed during the last decades
of the century by a decline in the determination to keep down
expenditure. Parliament having achieved the means to control
expenditure appears gradually to have lost interest in the ob-
jective of that control.” This statement is in a way correct in
the Indian context also.

But unwillingness to reduce expenditures cannot be treated
as a sign of weakening of Parliament’s will to use its powers to
prevent an increase of expenditure. The level of expenditure
has to be judged with reference to the needs. With the changed
political conditions, the attitude of the Legislatures to Govern-
mental expenditure has changed. As the former Finance Minister,
C. D. Deshmukh, observed, “Now the Legislatures themselves
want the Executive to spend more.” The emphasis, in future,
should be not on seeking petty cuts here and there but on
evaluation and consideration of the broader economic aspects of
expenditure.

How to Make Control Effective

| All said and done it is the constitutional right of the Legisla-
ture to exercise control on expenditure. Two suggestions are
offered here to enable the legislature to exercise this right more
effectively. To enable participation of every Member in a more
informal manner in the discussions, it may be expedient to adopt
the House Committee system of the UK.| As the Speaker of
the Lok Sabha himself observed once, “the budget for each year
may be referred to a Committee of the whole House.” He, how-
ever, added that opinion on this matter had not crystallised so
far. Meanwhile the system has made rapid advances in the UK.

26
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According to an announcement made by Mr. R. A. Butler in
the House of Commons on July 26, 1960, the strength of the
Committee on Estimates has been augmented so that it can
examine the principal variations between the estimates for the
current year and those for the preceding year. This Committee’s
report would provide the House with a starting-point for the
debate on the Government’s expenditure in the autumn session.
This procedure is intended to make the debates expenditure-
oriented instead of being tax-oriented as in the past. The need
for such a system in India requires no special emphasis. It
would greatly enhance Parliamentary control on budget esti-
mates.

| Second, in the context of planned development, the core of
the expenditure debate should be directed to reviewing the per-
formance of the Government not in terms of its legality or pro-
priety or even the political pros and cons of certain categories
of expenditure, but in terms of efficient administration.\ As
Robert Heller says, “Real expenditure control consists not of
looking into minor items of executive expense, but of evaluating
the administrators’ accomplishments.” The effectiveness of this
change from the ‘micro’ to the ‘macro’ approach will, no doubt,
depend on the attitude of the Members. But by creating an
opportunity, such a change in attitude may be facilitated.



Chapter Thirteen

PUBLIC ACCOUNTS
COMMITTEE

In the preceding chapter we had seen how the Parliament
exercises control before moneys are appropriated for being
placed at the disposal of the government. This control is fol-
lowed by another method of control—control through committee
—which ensures through an elaborte process of examination
that the funds voted by the Parliament have been utilised for
the purpose and in the manner in which the Parliament wanted
them to be utilised. This type of control is exercised through
its financial committees—the Public Accounts Committee and
the Estimates Committee. These committees supplement the
control exercised at the initial stage where funds are voted by
the Parliament, and each committee in its own way ensures that
the objectives of Parliamentary Control are fulfilled. The ‘Finan-
cial Committees occupy an important place in the system of
Parliamentary control. The Committees, it has been stated, are
the ‘two eyes™ of the Legislature to exercise control over taxation,
to vote supplies for expenditure and to ensure that the Execu-
tive applied the funds voted for the purposes for which they
were granted. It has also been said that these Standing Com-
mittees constitute the real power of the Legislature, because the
Legislature as a general body is too big and too general to
exercise any specific control. An added significance is given to
these committees on the plea that the future of the representa-
tive government depends on the success of the Standing Com-
mittees.? M%ge of discussion is confined
to the Public_Accounts Cormi ~The-following chapter, as

<<r

! Journal of Parliamentary Information. Speaker’s address to the Second
Conference of the Chairmen of PAC, March 1959.

* Dean Acheson, A Citizen Looks at Congress (Hamish-Hamilton, 1957).
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already indicated, is devoted to a study of the Estimates Com-
mittee ) The important function of the Public Accounts Com-
mittee is to satisfy itself that the money voted by the Assembly
has been spent within the scope of the Demand granted by thJ
Assembly. In the process of performing this function during
the last three decades, some enlargements and extensions have
been brought about which have greatly enriched the value and
utility of the work of the Committee. The following study is
broadly divided into three sections: (i) the evolution of the
Committee, (ii) the technique and process of control of the
Committee, and (iii) the assessment of the Committee’s work.

I

Evolution

The Public. Accounts Committee, as an institution, owes its
ongln to the UK Parliament where for the first time a com-
Tnittee was set up in 1861 by Gladstone to scrutinise Public
Accounts. ‘The history of British experience is much too fami-
liar to bear repetition here.® The first time that the need for a
Public Accounts Committee was felt in Tndia may be said to
be"in-1896 when the Royal Commission was engaged in making
a study of the Indian expenditures. It was only a few years
before that the Councils Act of 1892 was enacted under which
budget discussion was allowed and recognised as a legitimate
right of the members of the Council. The other aspects of the
Parliamentary control on the pattern of the UK were not yet
introduced in the Indian context and the rights of control of the
Council started and ended with budget discussion only. It is
also significant to note that the functions of the Auditor-General
in this respect were not recognised fully. It was at this stage that
the Royal (Welby) Commission appeared on the scene. The
Commission, in the process of making a brief comparison of the
Indian system with the UK system, pointed out that one of the

What Acheson stated is applicable to the Standing Committees of the
USA. Much the same can be said about any system.

* See Basil Chubb, The Control of Public Expenditure and Paul Einzig,
The Control of the Purse for a detailed discussion on these aspects.
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differences between the two systems was that “The audit of the
Auditor-General in India in its general features resembles the
audit of Navy in the UK, but it differs in this important respect
that the appropriation account and his report thereon, undergo
no examination or review by an independent body like the
Public Accounts Committee.” The example of the British PAC
was much too clear to the Commission, and it could not but
make a recommendation for the formation of such a Committee.
The Commission stated, “there can be no doubt that the know-
ledge that the irregularities will be brought to notice and will
form the subject of a comment by a committee of the House of
Commons, has a good effect throughout the Public Service. These
final safeguards are wanting in the Indian system and we think
that they should now be constituted.” But these remarks of the
Commission, like many others, did not receive any serious con
sideration and very soon the Commission’s work was pronounced
a failure by the Indians, as the recommendations did not mean
any change in their fiscal burdens. The question was revived
when the Montford Reforms of 1919 were under consideration.
These reforms brought about a change in the Legislative assem-
blies in their composition and work and introduced an element
of self-government. It was therefore envisaged as a part of the
reform that such a Legislative assembly should also have a
Public Accounts Committee. Referring to the need for constitu-
ting such a committee and giving it a certain amount of work,
the Government of India’s despatch to the Secretary of State
stated*: “The power of this body in matters financial will grow
with time and experience (a remark that is indeed prophetic)
... its work should be scrutiny and recommendations rather than
a definite authority to disallow expenditure.” As for the functions
of the Committee it said: “Before this Committee we propose
that all reports from the Finance Department. on the excesses
or reappropriations exceeding a limit which will be prescribed
by rule shall be laid, as well as all audit reports, with the orders
of the Executive authority thereon.... It will be for the Com-
mittee to advise upon all surcharges and disallowances of the

¢ Despatch of 5 March 1919.
* Ibid.
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Auditor and upon the action which the Executive authority has
taken on them. It wil also advise regarding serious departures
from the budget provision. It will be assisted by the Audit
department and that department shall have the right of being
represented.” On the basis of these recommendations, a Public
Accounts Committee was constituted in 1921 and the first appro-
priation and Audit Report to be considered by the Committee
was for the year 1921-22. The Committee as constituted, con-
sisted of twelve members, including the chairman, of whom two-
thirds were elected by the non-official Members of the Legis-
lature. The remaining members were nominated by the Governor-
General and the Finance Member of the Council was the ex-
officio Chairman of the Committee. The association of the
Finance Member as the Chairman of the Committee appears to
have been intended for controlling the excessive enthusiasm of the
Members in criticising the actions of the Government. The Fin-
ance Member, in his capacity as the Chairman of the Committee,
was expected to guide and control the proceedings of the Com-
mittee as also to justify the actions of the government where
such justification was considered necessary. Another aspect was
the embarrassing position of the Finance Member, which as-
cribed to him the roles both of an executive councillor, which
he already was, and that of a critic in his capacity as the Chair-
man of the Committee. As Sir Basil Blackett had observed:
“The position of the Finance Member as ex-officio Chairman of
the Public Accounts Committee is not going to be a very easy
one. He will be passing, in his capacity as a Member of the
Council of the Governor-General, criticisms on the Governor-
General in Council, which will be rather difficult, and I am not
sure that as a permanent arrangement it will really work.”

The Committee was constituted for the duration of a period
of one year to consider the “Audit and appropriation accounts
of the Governor-General in Council and such other matters as
the Finance Department may refer to the Committee.”” Its
detailed functions were laid down as that (i) it should satisfy

¢ Proceedings of the Legislative Assembly, 23 July 1923. Notwithstanding
this defect, the Finance Member continued to be the Chairman of the
Committee until 1950.

" Indian Legislative Assembly Rules—Rule 51(1).
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itself that the money spent was within the scope of the demand
granted by the Assembly and (i) the Committee shall bring to
the notice of the Assembly (a) every reappropriation within
a grant which is not made in accordance with such rules as may
be prescribed by the Finance Department, (b) all expenditure
which the Finance Department has requested should be
brought to the notice of the assembly.® The rules as formulated
restricted the scope of the work of the Committee to the process
of verification with a view to ascertain whether the transactions
were regular or not. The emphasis was more on regularity and
accuracy rather than on the aspects of authority and responsi-
bility involved in a transaction. But what was not included in
the rules was more than made good by the Finance Member in
the course of an assurance to the Assembly. Sir W. M. Hailey,
who introduced the motion leading to the appointment of the
Committee, said: “The Committee will call the attention of the
Assembly to any case in which there is proved to be either an
offence against financial rules or a waste of public money...
Let me add that there is still wider field for the Committee
when it gets, if I may so express myself, thoroughly into its
stride, it may be able to reveal cases where expenditure has
been incurred on hasty or unbusinesslike lines.” This lead given
by the Finance Member was abundantly justified, as the Com-
mittee grew from strength to strength and moved from one rung
to another in the ladder of effective Committee Control.

The Committee in its very first report stated,” “The Depart-
ments of the Government of India will realise that they are now
for the first time being brought face to face with the necessity
of justifying their expenditure in detail to a responsible body of
representatives of the Indian Tax Payer.” With this as one of
its advantages, the Committee set itself to work. In the transac-
tion of its work it was assisted by the Finance Department
which provided the necessary secretarial assistance to the Com-
mittee. The Committee’s functions, though they were initially
limited to the examination of expenditures with a view to ascer-
tain whether they were within the demand or not—which meant

® Legislative Assembly Rules—Rule 52(2).
° PAC reports on Accounts of 1921-22, para 1.
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that the Committee had to examine only voted supplies, were
interpreted to be something much wider, so as to include the
consideration of any matter brought to its notice in the audit
and appropriation reports even if they were in respect of a non-
voted expenditure. The effect of this interpretation was that the
range of whole audited civil expenditure whether voted or non-
voted, came into its purview, and enabled it to conduct an
administrative as well as an appropriation audit.’® In short, its
review was co-extensive with the review of the Auditor-General.
This extension of the range of activities was the first landmark
in the expansion of the work of the Committee. This was very
soon followed by other landmarks of similar expansion, im-
portant among which are (a) audit of receipts, (b) examination
of the military expenditures and (c) discussion of the reports of
the Committee in the Assembly.

Audit of Receipts

In its report for the year 1923-24 the Committee raised the
question of its purview: whether review of receipts was includ-
ed in its jurisdiction or not. The Committee, expressing its own
support for such a review, suggested that the Finance Depart-
ment should consider the question.!® The suggestion of the
Committee was accepted. However, the claim of the Committee
was conceded, not by the establishment of a convention but by
a liberal interpretation of the rules as permitting the Committee
to offer in its report criticisms and recommendations made on
every and any matter included in the Audit Report. While the
government conceded the claim of the Committee, yet it was a
fact known both to the government and the Committee that the
audit of receipts done by the Auditor-General was too little to
allow any scope to the Committee. However, the fact that such
a point was conceded by the Government itself was an addi-
tional feather in the Committee’s cap.

Military Expenditures
The Committee then turned its attention to the Military expen-

** Maurice Gwyer and A. Appadorai, Documents, Memorandum of the
Government of India to the Indian Statutory Commission, pp. 48-9.
1 Epitome, Vol. 1, p. 52.
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ditures which were of a non-voted variety and were therefore
not included in the scope of the Committee, for they were not
within the control of the Assembly either. This lacuna was soon
removed with a view to facilitate matters and to enable the
Committee to have opportunities and facilities for instructing
itself by placing’® the accounts relating to military expenditure
before the Committee and having them considered by it. But,
technically, the military expenditures were beyond the pale of
the Committee for they were non-voted and as such were ex-
cluded from its purview by the very terms of its reference. In
the process of such consideration when the accounts of the
military expenditure of the 1921-22 were taken up for the first
time, the Committee was assisted by the Financial Adviser of
Military Finance and the Military Accountant-General. At a
later stage when the relations between the Auditor-General and
the Military Accounts Depgartment, with particular reference to
the preparation of the annual appropriation and audit report
on military expenditure were discussed departmentally, it was
felt that the Auditor-General’s report on military expenditure
should be subjected to some definite and responsible examination.
The growth of this feeling and the generous assistance and
moral support received from the Finance Member (Sir Basil
Blackett)!® resulted in the establishment of an ad hoc depart-
mental Military Accounts Committee consisting of the Finance
Member, Financial Secretary and the Army Secretary. This
Committee which was charged with the task of a scrutiny of the
military accounts had its own process of examination and sub-
mitted its own reports. The reports of this ad hoc Committee
were then placed before the Public Accounts Committee.* In
1926, the constitutional position of the Public Accounts Com-
mittee was again examined by the Finance Department and it
was concluded again that the Committee was entitled to make
any recommendations on any matter included in the Audit and
Appropriation Reports. But the practice of the ad hoc Com-
mittee’s examination of the military accounts was allowed to
continue for some time more. The reports submitted by this

2 Epitome, Vol. I, p. 261.
3 Ibid., p. 268.
*Ibid., p. 268.
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Committee were scrutinised by the Public Accounts Committee
but the latter was not empowered tp examine any witnesses
afresh.’® This procedure of constituting a separate ad hoc Com-
mittee was very soon revised at the suggestion of the Public
Accounts Committee and a new Committee had come to be
appointed in its place. The feature of the new Committee was
that it included® three unofficial members in addition to the
Finance Secretary (a member) and the Finance Member who was
the Chairman. The Committee was known as the ‘Military
Accounts Committee’ and was concerned exclusively with the
military expenditure. This procedure continued up to 1947 when
the Committee decided that the appropriation accounts of the
Defence Services and the Audit Report thereon should in future
be considered and dealt with by the Committee as a whole
instead of a sub-committee as hitherto.’” The Military Accounts
Committee was, therefore, abolished. The history of the Com-
mittee during this phase reveals that an important chunk of the
total expenditures was brought within the purview of the Com-
mittee albeit, through the examination of a sub-committee. It was
recognised that military expenditures should also be rendered
fully accountable to the Committee.

Discussion of the Reports

The third important development that took place during this
period related to the discussion of the reports in the Assembly.
Considering the fact that the Committee was a committee of the
House, it expressed its desire that its report should be discussed
by the House. But the formulation of an answer to such a
question was not easy as it meant choosing a specific technique
from among the different alternatives. The Committee considered
three possible ways by which a discussion could be made pos-
sible in the House:!® (@) whether there should be a general
discussion on the report as a whole analogous to that which
takes place at the general discussion stage of the budget,
(b) whether it should be open to the Assembly to discuss on

** Maurice Gwyer and A. Appadorai, op. cit., p. 49.
¢ Epitome, Vol. I, p. 261.

" Ibid., p. 637.

*Vol. I, p. 183
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definite resolutions moved for the purpose and (c) whether it
should be open to the Assembly to discuss and vote upon amend-
ments proposed, if any, to the original resolutions moved for the
consideration or adoption of the report. The Committee’s own
preference was for (a) and (b). The existence of the alternatives
among different procedures and the need for a choice between
them was however, avoided when the Government indicated
itself in favour of a flexible system rather than any rigid formula
or procedure. The Government stated that it was its intention
that a discussion of the report should take place in the Assembly
from year to year, “although the exact procedure adopted by the
Assembly may vary from time to time.”*® The reports®® have
thus come to be discussed in the Assembly. The Committee,
while reviewing the accounts of 1928-29, expressed its satisfac-
tion?* at the discussions that took place in the Assembly.

During this period the existence and experience of the Com-
mittee also led to the blazing of a new trail in the budgetary
system and other financial matters. The deep interest shown by
the Committee in matters relating to the (i) regularisation of
excess grants, (ii) classification of expenditures and (#ii) definition
of ‘New Service’ resulted in the suggestion of new procedures
which were accepted by the Government. These recommenda-
tions of the Committee revealed that the Committee was not
solely concerned with accuracy and regularity but also with the
administrative organisation of the Government and its adequacy.
This procedure meant a significant departure from the terms of
its reference, but the liberal interpretation of the terms enabled
it to open up new horizons not only for itself but also for the
future successor Committees. The work of the Committee during
these years had a considerable impact on the Government. The
Simon Commission, referring to the work of the Committee seven
years after the inception of the Committee observed: “Its
scrutiny of expenditures is jealous and detailed and it has notably
enlarged the authority of the Assembly.”* The recommendations

¥ Vol. 1, p. 183.

2% See discussion in Section II of the chapter. The reports are not
discussed now.

*1 Epitome, Vol. I, p. 207.

*2 Gwyer and Appadorai, Documents, Vol. I, p. 45.
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made by the Committee received the regular attention of the
Government. The Finance Department, which was responsible
for sending the replies to the Committee on behalf of the Govern-
ment furnished the Committee with a Quarterly Statement of
the outstanding recommendations, on which action was still
pending, so that the Members of the Committee could know
from time to time the action taken on the Committee’s recom-
mendations. These foundations laid down by the Committee in
the initial years proved to be invaluable and the latter com-
mittees set for themselves the task of emulating their prede-
cessors. The constitution of the Committee and its functions in
their initial form were allowed to continue even after the 1935
Act. The 1935 Act did not make any change in the institutional
framework excepting in one aspect. The audit reports and the
appropriations accounts prepared by the Auditor-General which
hitherto were submitted to the Secretary of State, were now
legally and statutorily laid before the Legislature. The recom-
mendation of the Joint Committee on Indian Constitution
Reform (1933-34), viz., that the future Constitution should clearly
provide for the Auditor-General to report to the Government
and to the Legislature in India instead of to the Secretary of
State was accepted and was given a legal recognition. Simultane-
ously, the Committee was making rapid progress in financial
issues in a manner agreeable and helpful to all. Referring to the
work of the Committee, the then Auditor-General, Sir Ernest
Burdon remarked:?* “The manner in which the business of the
several Committees has been transacted has been exceedingly
satisfactory and of great practical value to my department and
I wish to repeat the opinion I expressed last year that in general
the Public Accounts Committee exercises an increasingly effec-
tual and salutary influence on the Administration of Public
Finance.” A significant feature of the Committee’s work during
the years that followed the 1935 Act was that there was no
laxity in the control exercised by the Committee even during the
war years. In fact, one finds that more attention was paid to the
defence expenditure during the inter-war period and more space
was given to the comments in its reports on the inadequacy of

8 Quoted from P. K. Wattal, ABC of Indian Government Finance, p. 48.
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the procurement system adopted by the Army, surplus in works
expenditures, and many other allied issues.** This attitude had
a certain effect on putting the extravagance, which was generally
the order of the day, under check and officials had to exercise
caution and restraint before embarking on any programme.

In 1947, i.e., after the attainment of independence the Com-
mittee underwent a change both in the scope of its work and
in its constitution. The military expenditure was changed from
a non-voted to a voted item and only a very small portion of
expenditure was made “charged.” This naturally brought the
military expenditures within the complete scope of the Com-
mittee. As for the constitution of the Committee, a new pro-
cedure was laid down under which all the Members of the
Committee were to be elected. The Committee, however, con-
tinued to be presided over by the Finance Minister and the
secretarial assistance to the Committee continued to be rendered
by the Finance Department; and to this extent the Committee
carried its earlier odium of functioning in a restricted atmos-
phere. This lacuna was rectified with the passing of the Constitu-
tion Act. Under the new procedure ushered in, in accordance
with the Constitution, the Chairman of the Committee was not
the Finance Minister any more but a Member of the House
appointed for the purpose by the Speaker. The Finance Ministry
was also relieved of providing secretarial assistance and its
duties were taken over by the Parliament Secretariat. These
measures brought about a change in the atmosphere and as the
First Chairman of the Committee stated, “This change has
enabled the Committee to function in a freer atmosphere and
to offer its criticism in an unrestricted manner.”** The Com-
mittee, as constituted at this stage, consisted of fifteen mem-
bers elected from the House of People by proportional repre-
sentation with single transferable vote. The scope of this was
later widened to include the Members of the Rajya Sabha also
and with effect from 1954-55 seven more members of the Upper
House were also associated with the Committee. Though the
Chairman of the Committee is appointed by the Speaker, the

% For a detailed study of these aspects see Vol. I of the Epitome, p. 459
et seq.
* Debates of the House of People, 29 March, 1951.
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rules provided that where the Deputy Speaker himself is a
member of the Committee, he will be the Chairman®® of the
Committee. The Members are elected annually, but to ensure
continuity, a convention has been set up to allow them a two
years’ tenure. However, in certain quarters, even this period is
treated as inadequate for purpose of ensuring continuity. The
Speaker of the House himself suggested at one time: “The
present practice of allowing only two years’ tenure to the Mem-
bers elected to the Committee may act as a handicap as they
(Members) will take about one year to get the feel of the work.”*
He therefore suggested that the tenure may be made to cover
a period of 3 years with one-third of the total members retiring
each year. This suggestion has not been implemented but the
objective of this statement is fulfilled in a different way, as most
of the Members are re-elected to the Committees.

The Members so elected represent a cross-section of the House
and to that extent all shades of opinion are brought to be borne
on the procedures of the Committee. However, no party affilia-
tions are ever brought into the discussions and the transactions
of government are considered in the cold light of reason. The
objectives of the Committee cut across all the Party affiliations,
for the objective of the Committee is the examination of the
past expenditure of the Government. Besides, there is no differ-
ence of opinion between the Parties about the need for main-
taining full control of Parliament over the expenditures of
Government and in making them accountable.

Along with the change in the constitution of the Committee,
a change has also taken place in the nature and scope of the
functions of the Committee. According to the Rules of Proce-
dure of the Lok Sabha, the functions of the Committee are:
“(a) that the moneys shown in the accounts as having been

¢ A question is raised from time to time, whether the UK practice of
electing a spokesman of the Opposition Party or a former Financial
Secretary, as the Chairman of the Committee, cannot be adopted in India
also. (See the Budget session Debates of 1961). One reason as to why this
has not been done so far is that the opposition in India does not as yet
constitute a Party. It is only a group. It is, however, significant, that States
like Madras and Andhra Pradesh have had and are having opposition
leaders as PAC Chairmen.

*” Address to the Second Conference of Chairmen on 4 March 1959,
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disbursed were legally available for and applicable to the
service or purpose to which they have been applied or charged;
(b) that the expenditure conforms to the authority which governs
it; and (c) that every reappropriation has been made in accord-
ance with the provisions made in this behalf under rules framed
by competent authority.”

It shall also be the duty of the Committee (a) to examine
the statement of accounts showing the income and expenditure
of State corporations, trading and manufacturing schemes and
projects together with the balance-sheets and statements of profit
and loss accounts which the President may have required to be
prepared or are prepared under the provisions of the statutory
rules regulating the financing of a particular corporation, trading
concern or project, and the report of the Comptroller and
Auditor-General thereon; (b) to examine the statement of ac-
counts showing the income and expenditure of autonomous and
semi-autonomous bodies, the audit of which may be conducted
by the Comptroller and Auditor-General of India either under
the direction of the President or by a Statute of the Parliament
and (c¢) to consider the report of the Comptroller and Auditor-
General in cases where the President may have required him to
conduct an audit of any receipts or to examine the amounts of
stores and stock. Along with these functions the Committee was
also empowered to examine the Finance Accounts submitted by
the Comptroller and Auditor-General.?® The functions of the
Committee, in other words, are coextensive with the functions
of the Comptroller and Auditor-General. It has been stated
earlier in Chapter I that for various reasons there has been an
expansion in the scope of the activities of the Audit Department.
For the same reasons there has been an expansion in the scope
of the work of the Public Accounts Committee also. It now
extends to all the public*® enterprises to which the Comptroller

*® Speaker of Lok Sabha, “Address to the Second Conference of PAC
Chairmen.” “The PAC at the centre had decided to examine the Finance
Accounts also as soon as they are placed before Parliament.” 14th March,
1959.

* PAC, 18th Report, 1959, Vol. I. In the recent past, on-the-spot studies
of Public Enterprises have been made by the PAC.
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and Auditor-General is either the principal or supplementary
auditor.

The approach of the Committee has also received a new twist
and assumed a different garb. The first Speaker of the House
of People, addressing the First Public Accounts Committee
formed after the Constitution, enunciated certain general prin-
ciples®® which were to guide the;work of the Public Accounts
Committee. These principles, which are as important as the
functions laid down for the Committee in the Rules, stipulated :
(@) That the Committee in addition to satisfying itself that
moneys were legally available and spent for the purpose for
which they were intended, must also take up the question
whether the money spent for a particular policy has been fruit-
fully spent or not as the audit is concerned only with the
regulation aspect of it and cannot go beyond it. Also, Members
of the Committee can better understand the intention and mind
of the Parliament than the Comptroller and Auditor-General
and they can better express their judgement and discretion.
(b) The Committee has to ensure due economies. (c) It must
maintain a high standard of public morality in all financial
matters. “If a matter is wrong we must raise our voice and create
a public opinion even though it may involve the displeasure of
some”. (d) “You are sitting there to go by what the Parliament
has thought over the matter. That is the principle of a demo-
cratic Government on Parliamentary basis. We are divided,
opposed, as long as we discuss a matter and so long as finality
is not reached. The moment finality is reached it should be the
duty of every one to support it.” (e) That the “usefulness of
the Parliamentary Committee is to bring under examination, in
the light of experience gained after having worked the schemes,
to be able to advise and report to Parliament, whether the
moneys that they have voted have really been spent for services
which in the opinion of this committee are useful and serviceable
to the nation.”™?

% Epitome, Vol. II, see pp. 107-11.

%! These principles are based on those that were enunciated by Sir Osbert
Peake, a former chairman of PAC, UK. See Public Administration (1948),
p. 90.
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II

Operation PAC

The Committee, as we have seen earlier is essentially con-
cerned with the technical aspect of appropriation—whether the
scope of the appropriation was exceeded and whether it was
spent for the purpose for which it was intended by the Legisla-
ture. These functions have greater implications, and in effect,
they take the working of the Committee far beyond the terms
of reference, and take it deeper and closer into the various
aspects of the financial working of Government. The implication
of the phrase “within the scope of the demand” included in the
terms of reference has not been precisely described anywhere.
It works as interpreted by the Public Accounts Committee and
it may in certain cases take the Committee into the realms of
other matters too. A few technical®’ and narrower implications
of this phrase may be said to consist in (a) that the money spent
is not larger than the amount granted and (b) that the amount
against a particular grant was spent only for these specified
purposes for which it was given and was not incurred on any
new service (incurring expenditure on a new service requires
‘prior parliamentary approval). However, the scope of the actual
work goes beyond these technical factors and extends, as T. G.
Bowles said, “beyond the formality of expenditure, to its wisdom,
faithfulness and economy.” In this process, the Committee
ensures that economy has been observed by the government, that
financial principles have been adhered to and that the accounting
systems have been working adequately. These duties are by no
means of a routine or formal nature for there is many a case
where even the general and elementary rules are not observed.
(It is not unoften that one finds the PAC commenting that basic
rules have been disregarded). In performing this function the
Committee may go into matters which verge on questions of
policy. Though the Committee is not concerned with matters of
policy, it may, and quite often"voes, express its considered views
whether there has been extravagance or waste in carrying out a
policy. In such cases, the line of demarcation between policy and

** Basil Chubb, The Control of Public Expenditure, p. 169
27
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other matters, which is already thin, may almost become invisible
and may give an impression that the Committee has taken up
policy matters. In examining the wisdom of the expenditure, the
Committee starts from a stage of the consideration of the techni-
cal irregularities and moves on to the spheres of waste extra-
vagance, adequacy of an administrative set up, etc.”* The Com-
mittee is also concerned with the method of the presentation of
estimates and also with the method of classification of expendi-
tures. The interest of the Committee in these matters stems out
of two reasons: (i) to retain its own control and (ii) to make
suggestions which would simplify matters and thereby add to
the convenience of all. It is from these points of view that the
Committee in one of its reports for the year 1934-35 suggested
that whenever changes in the classification of expenditure are
introduced during the course of an year, the full explanation of
the changes should be included in the Appropriation Account
so that the extent of reappropriation or virement®* done between
two Heads could be known easily. Similarly, when changes in the
classification of the headings of defence budget were made
during the war years, the Committee desired that these changes
should be placed before them so that they can fully appreciate
the proposals. This process not only keeps the Members fully
informed but incidentally help them in making suggestion for
better control and better classification.

Another important function of the Committee, which it per-
forms in its regular day-to-day life though it is not rigidly laid
down in its terms, is its concern with the financial order and
principle. Cases involving nugatory expenditure and financial
irregularities come in for severe criticism by the Committee. The
Committee’s concern with these matters is such that it is not
merely content with the investigation of points®* raised by the
Appropriation Accounts as reported by the Comptroller and

3 Morris-Jones, op. cit., p. 284.

3 Epitome, Vol. 1 for the year 1934-45, p. 29.

3 The Audit Reports do not always include the cases where adequate
remedial measures have already been taken by government. The Speaker,
referring to this approach of audit commented thus: “Neither the PAC
nor the Legislature will come to know of them. I feel that it is not right
to exclude such cases from the Audit Report merely because the govern-
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Auditor-General. On the other hand, it has the power to scruti-
nise and report upon almost any matter that is connected with
the management of public finance. This aspect of its work has
been receiving increasing attention and emphasis in the recent
years. Two other functions of the Committee relate to the con-
sideration of the accounts of State corporations like the Damodar
Valley Corporation, etc., trading and manufacturing schemes and
the accounts of the autonomous and semi-autonomous bodies,
etc., and secondly to the examination by the Committee of all
cases of excesses over voted appropriations. As stated earlier the
excess grants are first considered by the Committee and on its
recommendations, regularised by the Parliament. These functions
are comparatively of recent origin but are as important as the
functions earlier performed by it. To ensure the fulfilment of
these functions as well as those which are laid down in the rules
of procedure, the Committee is endowed with certain powers.
The Committee can send for persons and papers and records.
It insists on the Secretaries of the respective departments coming
before them and answering the various questions that might be
put by the Chairman and Members of the Committee. It has,
however, no power to disallow any item of expenditure. It can
only call attention to an item. This particular aspect has been
subjected to some criticism (the merits of these criticisms are
dealt with in Section III). The Committee is also empowered to
intervene in matters of administration and to examine the system
of its working. This arises from the fact, that it is one of the
functions of the Committee to act as a check on unwise expendi-
ture and, therefore, on the methods that lead to an unwise ex-
penditure. However, the occasions on which this is resorted to by
the Committee are rare. All the same, in the recent past, certain
specific inquiries such as inquiries into the “working of the Iron
& Steel Controller’s Organisation” (26th Report, 1959-60) and
into the “Working of the Coal Mines Safety and Conservation
Fund” (19th Report, 1958-59) have been carried out. In respect of
cases mentioned in the Audit Report but which require a

ment and the Comptroller and Auditor-General have agreed on a certain
course of remedial action”. Address to the Second Conference of the Chair-
men of PAC.
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detailed enquiry, special sub-committees are set up to go into
these questions. The ‘sub-committees usually consist of six
members (or less) each, including the chairman. It receives,
like the main committee, assistance from the Comptroller and
Auditor-General. The reports of the sub-committees are con-
sidered by the whole committee and after approval, presented
on behalf of the Committee. These enquiries include a study
of the administrative organisation and an assessment of the
adequacy of that machinery to meet the purpose for which they
were set up. Normally however, the Committee concentrates
more on the general control and leaves matters of internal admi-
nistration to the concerned Ministers. It concerns itself essen-
tially with the satisfactoriness of the system, though the deter-
mination of the system is solely a matter for administration.
There is, however, an exception to this general rule of non-inter-
ference in administrative matters. These exceptions arise in
respect of those cases which are brought to the notice of 'the
Committee, where the Department concerned has to show that
it has taken necessary disciplinary action in those cases where a
course of action was suggested by the Committee, to satisfy itself
that necessary action has been taken to prevent a re-occurrence.
The Committee is, however, not a punitive authority but it works
in semi-judicial atmosphere. As Durell observed:®¢ “The Com-
mittee is in no sense the punitive authority. It is solely concerned
with the question of seeing that the public will be safeguarded
in the future.” For this reason, the Committee never desires to
know the name of the delinquent and in the proceedings of the
committees no names are allowed to be mentioned. The Com-
mittee is interested only in knowing that adequate action has
been taken and on that basis pronounces its own judgement
regarding the adequacy of such an action.

It would be in order now to study the techniques adopted by
the Committee to know the facts, to verify them, to formulate
their judgements and to ensure that action is taken on their
recommendations by the Government.

Techniques
Immediately after submission of the Appropriation Accounts

* Ibid., p. 132.
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by the audit the Ministries are required to furnish notes explain-
ing the various excesses or savings mentioned under each head
to the Committee within a period of two months after the sub-
mission of the Appropriation Accounts.’” These statements are
to be seen and vetted by the Ministry of Finance and the
Accountant-General before submission to the Committee. These
‘notes’ as they are called give a preliminary idea to the Com-
mittee of the reasons for the various financial irregularities that
have been committed; and while this activity is going on on one
hand, on the other hand, a new Committee would have been
elected for that year. Soon after its election the Committee meets
and decides its programme for the year. As the Appropriation
Accounts and audit reports cover too wide a sphere ranging
from the trivial to the serious, the Committee chooses only
selected items which are important and significant. To help the
Members of the Committee to choose important items, a ‘key” of
the audit report®® and the connected accounts is prepared by the
Lok Sabha Secretariat and circulated to the Members. (Formerly
this work was done by the Comptroller and Auditor-General’s
office but is now taken over by the Lok Sabha Secretariat.) The
programme thus settled is circulated to all the Ministries and to
the Members of the Committee. As indicated earlier, the secre-
taries of each Department or a Joint Secretary of that Depart-
ment (in the inevitable absence of the Secretary) attends the
meeting of the Committee. Before the meeting actually takes
place, the Members of the Committee are given a list of impor-
tant points arising out of the accounts and the comments of the
C & AG thereon.*® In addition to that they are also given a
further list of comments and important points prepared (by the
Parliament Secretariat) under the guidance of the Chairman of
the Committee.

The meeting of the Committee then takes place around a
horse-shoe shaped table where on one end sit the representatives
of the Ministries who have come to give evidence and on the

%7 16th Report of the PAC 1958-59.

**S. L. Shakdher, “Comptroller & Auditor-General of India and the'
UK—A comparison”, Indian Journal of Public Administration, Vol. 1V,
pp. 393-410.

* Ibid.
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other end sits the Chairman. To his right sits the Comptroller
and Auditor-General and to his left the Secretary of the Com-
mittee. The representatives of the Ministries include thé Finan-
cial Adviser of that Ministry, who, when necessary, explains
the role of the Ministry of Finance in a particular transaction
on which the questions arise. In addition, there is also a repre-
sentative of the Budget Division of the Ministry of Finance,
representing the Finance Minister. The representative of the
Budget Division may intervene in the proceedings of the Com-
mittee either at the instance of or with the permission of the
Chairman when he feels that an important point of financial
procedure is involved. The Committee might also seek the
advice of this representative when they are not satisfied with
the explanation of the administrative Ministry and think that
the question involved some financial principle or propriety. This
representative submits a daily report to the Finance Minister
appraising him of the progress of the deliberations and the
views of the Committee.

The Committee at the Centre is assisted by the Comptroller
and Auditor-General, an Additional Deputy Comptroller and
Auditor-General and the Accountant-General, Central Revenues.
In the States, the Committees are assisted by the Accountants-
General. The Central Committee in most respects is guided by
the Comptroller and Auditor-General. The relations between the
C & AG and the Committee have already been mentioned in
Chapter IX. The Committee conducts its examination by putting
questions to the witnesses. Though the Members of the Com-
mittee are by no means either financial or accounting experts,
yet their intimate knowledge of the administrative process, aided
by the material supplied by the Parliament Secretariat helps
them to attack the subject with zeal and they often succeed in
eliciting all the information that they require. The experience of
the first few years after independence revealed that Members
were more interested in obtaining information on the organisa-
tion of departments and that more often than not the questions
were posed in such a manner that they cornered the official
witnesses. But the position has of late improved. The years of
acrimony and unsympathetic attitudes have given place to an
unbiased and unprejudiced examination. As Morris-Jones
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observed: “Members are generally uninhibited and prepared to
make comments on quite major questions of organisation. The
proceedings in these first years of independence have at times
been quite acrimonious, but already there is an improvement as
each side becomes accustomed to the other, less distrustful and
more cooperative.” The approach is to obtain clear facts and
not to irritate anybody. As Speaker Aiyyangar observed,** “The
official witnesses would not sometimes allow you to proceed
further. In your enthusiasm to get information you may some-
times find a witness in a tight corner. In that situation he is
likely to provoke you by apparent indifference.” He therefore
suggested that a reasonable approach, in lieu of the practice of
quizzing them, should be developed. The meetings of the Com-
mittee are private. Though a verbatim record is maintained, yet
it is not published.®> Also where the information submitted by a
department is of a secret nature and therefore handed over to
the Chairman (rather than being circulated to all the Committee
Members), care is taken to preserve the secrecy. When the exa-
mination is completed the Committee sits down to discuss the
basis and the framework of its report. The report contains the
recommendations and findings of the Committee based on the
evidence tendered before them and facts supplied to them. The
report is generally prepared by the Parliament Secretariat under
the guidance of the Chairman and is then sent to the Comptroller
and Auditor-General for factual verification.*® After such veri-
fication the report is considered by the Committee and is pre-
sented to the Houses after acceptance. The reports are not
discussed in the House and action is sought to be ensured
thraugh the regular departmental process. With the submission
of its report, the epitaph for the annual financial activity is
written. The reports that are presented to the House are pub-
lished and reported very widely in the newspapers. It is rarely

4 Parliament in India, p. 286.

¢! Journal of Parliamentary Information—Address to the Public Accounts
Committee, 1959-60. October 1959.

** Before World War 1II, the evidence was printed and also presented to
the House but was later stopped on economy considerations. However, the
reports now include a summary of the discussions.

“S. L. Shakdher—I.].P.A., Vol. IV.



424 CONTROL OF PUBLIC EXPENDITURE IN INDIA

that the scandals and irregularities reported by the Committee
miss a leading article in the daily press. But mere publicity is
not the aim of the Committee. On the contrary, its purpose and
utility lies in ensuring that action is taken on its recommenda-
tions. To ensure this objective, the Committee keeps an almost
incessant and ceaseless vigil.

Action on the Reports

It is necessary that adequate action is taken on the recom-
mendations of the Committee. During the early years and up to
1950 when the Committee was reconstituted, the responsibility
for ensuring that action was taken was on the Finance Depart-
ment. This department used to consider the recommendations
of the Committee on behalf of the government and issue a reply
in the form of a resolution covering all the recommendations
of the Committee. Where it disagreed with the findings of the
Committee, it gave cogent and sufficient reasons for not accept-
ing a recommendation. With the reconstitution of the Committee
in 1950, there was a slight change in this procedure. Recom-
mendations of the Committee which were specifically addressed
to a Ministry were marked*¢ to that Ministry for action by the
Committee. In respect of matters which have a general appli-
cability the recommendations are marked to “All Ministries”
for action. Each Ministry to whom such recommendations are
addressed is to send a reply to the Committee after having it
vetted and scrutinised by the Audit. To enable and ensure that
necessary and prompt action is taken by every Ministry, a senior
officer is appointed for this purpose in each Ministry.** Recently
a further change was made in this procedure under which the
recommendations of a general nature and of common interest
are now processed by the Department of Expenditure and a
reply is sent to the Committee on behalf of “All Ministries”. In
this manner, particular care is taken to fulfil and implement the
objectives and recommendations of the Committee. The addi-
tional factor in the Central System is that the process of imple-

“ The reports contained a table indicating the recommendation and the
name of the Ministry which has got to act on it.

** One of the first things done by Shri Tyagi, as Minister of State for
Finance, was to appoint a Joint Secretary for this purpose.
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mentation is also watched by the Department of Parliamentary
Affairs. While on one hand, enough care is taken in the adminis-
trative ministries to implement the recommendations, on the
other hand, the Committee also takes equal care to watch the
progress of implementation. The replies of the Government are
carefully studied by the Committee. Though generally most of
the recommendations are accepted by the Government, yet in
cases where it does not agree and where adequate reasons are
given, the Committee reconsiders its opinion in the light of the
reasons given by the Government. Normally, the differences are
ironed out by fresh mutual consultation and agreements reached.
But where the differences still persist the committee calls atten-
tion to these matters in its report submitted to the Parliament.
No discussion is, however, allowed in the House on these sub-
jects. The emphasis is rather on having informal relations with
Government, and in obtaining action on the recommendations of
the Committee through persuasive reasoning rather than through
discussion in the House. As Speaker Aiyyangar pointed out:*
“These recommendations of the Committee are by convention
as good as resolutions of Parliament which are binding upon
government”, and “although?’ it is open to the Legislature to
discuss the reports of the Committee, rambling discussions of
the whole report leads us nowhere and tends to destroy the
effectiveness of the recommendations of the Committee.”

One important factor that helps the implementation of the
recommendations is the support that the committee gets from
the Ministry of Finance. In the UK it is said that “an opinion
expressed with judicial mildness by the Committee” is enforced
with the stronger language by the Treasury in communicating
it to the department, and it is said that where the Committee
has roared as mildly as a suckling dove, the Treasury roars like
a Libyan lion, In India also the recommendations of the Com-
mittee receive the swift attention of the Finarnce Ministry and
even if it does not roar ljke the rare lions of Gir, yet it makes
its opinion felt pn the transaction of business by the government
through the issue of circulars and other necessary orders. What

¢ Address to the Estimates Committee, 17th July 1957,
47 Address to the Second Conference of the PAC Chairman, 14th March
1959,
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is more, the Finance Minister has often looked forward to an
active support from the financial committees of the House. One
Finance Minister observed at one stage, indicating his depend-
ence on the Committees,*® thus: “While the departmental search
for economy continues, I also look forward to continuing assist-
ance from the labours of Public Accounts and the Estimates
Committee in seeing that within the four corners of policy
laid down by the Parliament the moneys authorised to be spent
by it are utilised to the best possible advantage and without
avoidable waste.” At a later date he added, “I regard these two
committees as my most valuable allies.”™® A cordial atmosphere
of this type adds to the strength of the Committee.

The findings of the Committee and its periodical reports are
compiled by the Comptroller and Auditor-General into ‘Epi-
tomes’*® These epitomes, which contain the case law in respect
of all financial matters is indeed a veritable guide to the depart-
ments, .

111

Retrospect and Prospect

The preceding study reveals that the control exercised by
the Public Accounts Committee is considerable. But what is
the nature of control? What is its impact? Some of these ques-
tions are answered in this section. The nature of the control
exercised reveals a certain amount of expertise®* also. The Com-
mittee makes full use of the permanent professional experts, i.e.,
the auditors and tries to identify itself with them. The evidence
it hears from the experts enables it to lend authority to its find-
ings. The Members of the Committee who are usually elected
over and over again, aided by their growing experience lend a
new colour and strength to the Committee and enable it to
maintain a high technical level. (ii) The control is also, primarily,
financial in its nature. Its work which is mainly connected with
the realms of accounts and accounting makes its enquiry a

4* Debates of House of People, 23rd May 1952.

4* Debates of House of People, 17th April, 1954.

5¢ There are so far three volumes.

* Basil Chubb, The Control of Public Expenditure, p. 193.
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financial one. The Committee is also no doubt interested in
economy and efficiency but such importance is only next to the
importance which it attaches to regularity and accuracy in ac-
counting matters. (i) The control for all purposes is exercised in
a semi-judicial atmosphere and its recommendations have almost
the force of law to its departments and to that extent the control
is judicial too. (iv) It is also a non-Party control. As Speaker
Mavlankar observed: “Similarly, as soon as the expenditure is
sanctioned by the House, whether you like it or not, at the time
the expenditure comes for discussion party politics should never
enter into the consideration, you are not sitting in judgement on
the expenditure incurred keeping in mind your likes and dislikes.
Moreover the association of members of opposition assures all
that the government spending is going to be scrutinised with no
special tenderness.”®> Therefore, this incidentally sets up a fur-
ther safeguard in a democracy and (v) the control in its effect
is mainly a deterrent. Its examination of the past accounts
paves the way for a better future where fewer irregularities
may take place. While these aspects represent and indicate
certain features of its control, the utility of the control exercised
by the Committee is no less and is perhaps equally important.
The utility of the committee may be considered from three
angles: (i) effect on governmental procedures and systems;
(i) on the process of control of expenditure; and (iii) as a
window on the government activities.

The contribution made by the Committee in the reorganisa-
tion of procedures either of its own accord, or on the basis of
the recommendations made by the Comptroller and Auditor-
General is of considerable value. In the years of working since
1923, the Committee had made significant contributions towards
a better budgetary system and a better financial procedure.
Among the contributions made by the Committee over these
years, are those relating to the (i} introduction of Exchequer
control and'the separation of audit from accounts;*® (i) introduc-
tion of a proper system of accounting and financial control*

5% Epitome, Vol. II, p. 110.

3 III Report for the year 1952-53.
#¢ 8th Report 57-58.
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in Government, and (ii} contracts® and procedures, etc. These
recommendations have led to numerous changes. Apart from
this aspect the Public Accounts Committee’s main utility in these
matters consisted in spot-lighting the major issues of the day,
by indicating the weaknesses in the system and thereby em-
phasising the need for reform. The Committee over these years
was the only consistent agitator for reforms in these matters.

The suggestions made by the Committee in matters of control
of expenditure are no less impressive. Its periodic comments on
the wastefulness of certain expenditures and on the need for
watching the process of expenditure emphasised the need for
careful planning and prudent spending. Its consistent warnings
“that there was definitely much scope for improvement in the
control of expenditure” and, the objective the Committee laid
down for the control of expenditure as consisting in “as close
an approximation as possible between the actual expenditure
and the final grant or appropriation under each unit of appro-
priation” have always set new pinnacles of responsibilities for
the civil servants to be reached and fulfilled. A perusal of most
of the reports would, however, indicate that almost the same
type of irregularities are committed over and over again. While
this persistence in committing errors may almost make one
conclude that the civil servants pay only a lip service to the
Committee, yet in fact it is not so. The repetition of errors is
more the result of human failures rather than a lack of sym-
pathy and understanding of the recommendations of the Com-
mittee. ‘

The Committee is also useful as a window on the govern-
ment’s activities, so far as financial aspects are concerned, in
a year. The reports of the Committee provide a mine of in-
formation for the Members of Parliament and the average citizen
who wishes to delve deeply into the mysteries of that “bourne
from which the tax payers’ money never returns.” It may be
that the reports do not figure extensively in the parliamentary
debates, or it may be that few members made it a point of
quoting it in the course of a debate,* still the reports are useful.

33 Epitome, Vol. 1, pp. 139.
¢ This practice is not widespread in UK—K. C. Wheare, Government
by Committee, p. 19.
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(The usefulness of the report cannot be measured from this angle
only and the fact remains that it is a useful document to those
who would like to use it.) The Committee is also useful in two
other ways: 5" (i) the very existence of the Committee acts as a
moral check on the administration. As the chairman of the UK
Committee said: “There is a great deal of human nature in the
world and fear is one of the greatest factors in keeping men
straight. Indeed, what the PAC does is to create an awe in the
civil servant and nothing has a greater deterrent effect on an
executive than the fear of having to go to the Committee, and
(%) the Committee is useful in bringing together the official and
politician and train both, the former in responsiveness to public
opinion, the latter in the task of constructive criticism.”® An
exercise of this nature is an absolute and an essential ingredient
of a parliamentary democracy. Thus, “with so wide a horizon, so
considerable a freedom in action, and such great opportunities
in its methods of inquiry as the Committee possesses, its capa-
cities for public uses are great, many and varied.”®®
Notwithstanding the above merits, there are certain factors
which are more in the nature of limitations. Among these are:
(a) the scope of the review of the Committee is generally co-
extensive with the audit reports. Even where special ad hoc
enquiries are carried out, they are only at the instance, or on
the basis of the provocation made by the Audit in its reports.
To that extent the power and even the utility of the Committee
is dependent on the scope and degree of audit carried on by
the Comptroller and Auditor-General. The Comptroller and
Auditor-General, so far as the Committee is concerned, is at once
a source of strength and weakness. He is a source of strength
for he is the ‘acting hand’ of the Committee, helping it in its
deliberation. He is a source of weakness, for the weakness of
his audit, if there is any, limits the scope of the work of the
‘Committee also. (b) Another factor is that generally the efficacy
and value of the suggestions is lost and reduced when the audit
reports are presented a long time after the transaction is over.

" Morris-Jones, Parliament in India, p. 295.

5% Ibid.

% Thomas Gibson Bowles—Quoted in Willoughby, Willoughby and
Lindsay, p. 230.
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As the Speaker of the House said, “There is one major complaint
against the PAC and it is that the Committee looks into matters
after the lapse of quite a good deal of time and hence the topical
interest is lost.”® To avoid these, it was suggested that “where
some important cases of misuse of public money or misappropria-
tion or irregularity have come to the notice of the audit autho-
rities, special reports on such cases should be made concurrently
during the year so that the Legislature and the Public Accounts
Committee are seized of the matter while the expenditure is
being incurred and not after the event.” What, however, had
been happening was that the irregularities of this nature of the
current year were included in the audit reports of the preceding
year.%! But the fact that increasing stress is being laid on the
ad hoc enquiries itself is significant. A greater usage of the
ad hoc enquiries as suggested by the Speaker of the House,®*
may greatly enhance the value of the Committee. (c) Yet another
factor is that the examination of the Committee is essentially a
post-mortem. However, this has a defence also, just as a post-
mortem opens up new researches in medical science, the'exa-
mination of the Committee also opens up new vistas and initiates
a process of action which would soon rectify the existing sys-
tem with a view to avoid the recurrence thereof. But as stated
in (b) above, it is imperative that post-mortem should be con-
ducted early; and (d) another limitation, which is not in fact a
serious limitation—but a limitation only from certain point of
view—is the absence of discussion on the reports in the House.
Almost six decades ago, Thomas Gibson Bowles, in his evidence
before the Select Committee on National Expenditure of the
UK, argued, “The Public Accounts Committee, hiowever, is under
some serious disadvantage.... Matters of very high financial
importance or irregularities and abuse of a most mischievous
character escape all public attention or Parliamentary discussion
as there is no provision for detailed consideration of the reports.”
He suggested, “In order that the work of the Committee may
have its due effect, some certain occasion should be provided for
the consideration by the House of Commons of its reports when

® Journal of Parliamentary Information—April 1959.
! Ibid., 73. See p. 667, Vol. I, Epitome.
3 Journal of Parliamentary Information, October 1959.
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presented and for taking a decision of the House upon the recom-
mendations embodied therein.”®* The same argument has been
adduced in India also from time to time.** Even in the UK the
agitation for such a discussion has reached such a degree that
recently the government of UK decided, “New opportunities
during the session for debate on Reports from the Estimates
Committee and the Public Accounts Committee will be provided
on three days on the floor of the House”.*® In India, however,
as indicated earlier, the emphasis is more on the regular proce-
dures and informal relations between the government and the
Committee, Besides, the adaptation of the British practice may
also mean that the general responsibility of taking action which
now devolves by convention on the Ministry of Finance, will be
shifted to the Committee and to the House itself. The choice
between the two is one which will have to be made with refer-
ence to the complex factors of the approaches and attitudes of
Parliament and the reaction of the government to the Parliament
as such. It is only a balanced assessment of such factors which
can enable a choice. However, that is beyond the scope of this
study.

* Quoted by Willoughby, Willoughby and Lindsay.
% S. S. More, Practice and Procedure of Indian Parliament, p. 548.
* H. C. Deb—26th July 1960.



Chapter Fourteen

THE STANDING FINANCE COMMITTEE
AND THE ESTIMATES COMMITTEE

This chapter is devoted to a study of the various aspects of the
Standing Finance Committee and the Estimates Committee. The
object in grouping these committees together for consideration
is only to study the mechanism of financial control other than
the Public Accounts Committee in the past and the present.
The Standing Finance Committee represents the past and the
Estimates Committee represents the present. Though the func-
tions of these two committees are different, yet at one stage, a
choice was made for the continuance of the Standing Finance
Committee in preference to the establishment of an Estimates
Committee. A consideration of the role of the Standing Finance
Committee is also important and significant as in the recent
past quite a number of well considered suggestions were made
for the revival of the Committee. The objective of the follow-
ing study is to trace the evolution of the Standing Finance
Committee, to consider its functions and examine the need for
the revival of the Committee now. It is then followed by a
study of the Estimates Committee.

Standing Finance Committee’s Evolution

Like the Public Accounts Committee, the Standing Finance
Committee also owes its origin' to the foresight of Montague
and Chelmsford. While the general object behind the establish-
ment of the Public Accounts Committee was to enable the
Legislatures to examine the financial activities of the govern-
ment and thus make the governmental expenditures accountable
to the latter, the objective in the establishment of the Standing

1 Paras 235 and 285 of the Montford Report.
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Finance Committee was to provide an opportunity for the
Members of the Legislature to familiarise themselves with the
process of administration and incidentally, foster intimate rela-
tions between the Legislature and the Executive. This proposal
had received the support of both the government and the
Members of the Legislature. If the former were convinced that
the formation of the committee would assist the political educa-
tion in India,? the latter welcomed it as it threw up an oppor-
tunity to exercise more and more control on a government, which
for all intents and purposes was alien to the country and
opposed to the grant of ‘self-government’. These Members
expected that the Committee would serve as a means to bring
about ‘economy” and retrenchment which were then the favourite
hobby horses of the legislators.

The committee which was constituted early in 1922, consisted
of fourteen Members of the Council. The Finance Member of
the government was the ex-officio Chairman of the Committee.
The Secretarial assistance to the Committee was provided by
the Finance Department. The Committee was conceived as an
advisory body to the Finance Department and functioned, in
fact, under the aegis of that Department. It was not a committee
of the House like the Public Accounts Committee whose func-
tions were statutorily laid down, but an advisory body to the
Finance Department. It represented the Legislatures to the
extent that its members were drawn from them. Simultaneously,
with the constitution of these committees at the centre, similar
committees were established in the provinces also. The Com-
mittees started functioning both at the Centre and in the States
in 1923. The functions of the Committee presented an intersting
array of duties covering the whole range of the budget activities
of the government. The general functions consisted in (a)* scruti-
nising proposals of new votable expenditure in all the depart-
ments of the Government of India; (b) sanctioning allotments
out of lump sum grants; (c) suggesting retrenchment and economy
in expenditures; and (d) generally assisting the Finance Depart-

* Report of Select Committee on Montford Reforms.

® As in the motion adopted by the Assembly on 11th March 1922. The
first resolution about the formation of the Committee was moved by Sir
W. M. Hailey on 22 February 1921.

28
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" ment by advising on such cases as may be referred to it by that
' Department. The enunciation of these principles was followed
~ Jater on with detailed procedures which laid down the types of
cases that were to be referred to the Committee. These proce-
dures extended the scope of activities of the Committee in
certain directions, while in a few other directions they limited the
functions of the Committee. A strict adherence to the above
principles would have meant that all proposals for new expen-
ditures were to be placed before the Committee. But such a
procedure would have resulted in administrative inconvenience.*
Keeping these in view, the procedures were so devised that the
proposals which were within the strictly limited range of the
financial powers of the administrative departments, were not
referred to the Committee as that would have defeated the
object of delegation of financial powers. Such of those proposals
which would normally require the concurrence of the Finance
Department (proposals which by themselves may not involve
large amounts of money) were, however, referred to the com-
mittee, if the matter was considered important by the Finance
Department. In cases of urgent expenditures, which could not
await the convening of the Committee, the proposals for expen-
diture were considered by the Finance Department on the merits
of each case and were either agreed to or rejected by it. But it
was stipulated that the Department should later submit to the
Committee a list of such cases where approval was given in such
a manner. The resolution leading to the establishment of the
Committee also laid down that all matters which deal with the
allotment of lump sum grants and all proposals which may be
referred by the Finance Department, were to be considered by
the Committee. A strict interpretation of these provisions would
have meant that the proposals relating to such routine establish-
ment matters like creation of posts at any level, grant of allow-
ances, deputation of personnel, purchase of stores and ex-gratia
payments, etc. should receive the consent of the Committee.
But a consideration of proposals of this nature would have made
the functions of the Committee co-extensive with the functions

¢ The Memorandum of the Finance Department to the Committee—The
Members of the Committee complained that they were overwhelmed with
large number of references on unimportant details; p. 10, Vol.—1923.
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and responsibilities of the Finance Department itself, which,
however, was not the intention. In such a situation, the Com-
mittee would have become another department and would have
lost its status as an independent body.

The main function of the Committee was in respect of the
preparation of the budget, for no new expenditure could be
incurred except in urgent cases, without the concurrence of
the Committee. As, however, consideration of all the new expen-
ditures was not possible for the Committee due to reasons
indicated earlier, the proposals that were to be referred to the
committee were stratified, having regard to some monetary
ceilings and which involved duly these proposals: (@) expendi-
ture on a ‘New Service’; (b) expansion of existing services
involving an expenditure of Rs. 5 lakhs® non-recurring and over
Rs. 1 lakh recurring per annum, and (c) supplementary grants
—whether for purposes which were not foreseen earlier or to
meet the variations in expenditure on items which already existed
in the budget were to be referred to the Committee.

Procedure

The items which required the consent of the Committee and
were to be included in the budget were first considered by the
Finance Department and on each item approved by it, the
administrative departments prepared a Memorandum to be sub-
mitted to the Committee. This Memorandum included the
supply of information regarding all aspects of the proposed
expenditures, viz., (a) total gxpenditure involved, (b) manner
in which the proposed expenditure is to be met, (¢) whether the
proposal is complete in itself or is only an instalment and
(d) whether any expenditure has already been incurred and only
such of those items as were accepted by the Committee, were
included in the budget for the next year. In the process of
considering these proposals the Committee was empowered to
question the propriety of expenditure, call for explanations and
suggest economies. Though the review of budget was an excel-
lent opportunity for the Committee yet there were certain

® These monetary limits were comparatively a later phenomena while,
up to this stage, all proposals which were beyond the powers of Administra-
tive Departments were referred to the Committee.
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limitations inherent in the work of the Committee. The Com-
mittee’s purview was restricted to the voted civil expenditure
only. The Defence expenditure was excluded as it was all the
time treated as ‘non-voted’. And the Committee was purely an
advisory body whose recommendations could either be accepted
or rejected by the government. It should, however, be recognised
that the Standing Finance Committee exercised a good deal of
influence on the Government’s decisions because the matters
that were dealt with by the committee were specific and they
were examined with utmost care and objectivity. It is also signi-
ficant that budgeting, which is considered a technical job, was
performed by the Committee with all the aplomb of expertise
although it should be conceded that in the process of this
examination it received considerable help from the Finance
Department itself.

Later Developments

The impact of the work done by the Committee during the
first years was clear. As the Simon Commission stated: “The
Committee exercised a greater influence over government policy
and administration than similar committees attached to other
departments.” The Committee’s influence was such that “the
Executive has never persisted in presenting to the Assembly
demands for supply against which the committee has recorded
its advice and the Assembly has never directly dissented from
its view.”® The Committee also evoked the sympathy and sup-
port of the Government of India, as the latter considered the
Committee as having “usually taken a reasonable and intelligent
view of its duties” and as having helped the elected Members
to familiarise themselves with the details of financial adminis-
tration. The Simon Commission observed that the Executive had
rarely, if ever, ignored its advice. But the experience of the
Committee in the provinces revealed a different aspect. In the
provinces, “the Committees were inclined to encroach on the
sphere of administrative policy” and the efficacy of the sugges-
tions made by the Committee depended to a very large extent
on the attitudes of the provincial governments. The Simon Com-

® Gwyer and Appadorai, Documents, p. 45.
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mission, however, observed with satisfaction that the provincial
governments far from being perturbed by the attitude of the
Committee in encroaching upon matters of policy, were “satis-
fied that the committees have served a useful purpose and have
proved to be very valuable institutions.” The Committee was
meanwhile moving upwards, gaining strength and control with
each year’s experience. In less than two years after its formation,
a separate Standing Finance Committee was formed for the
‘Railways’ also after the separation of Railway Finances from
the general finances in 1924. The Standing Finance Committee
for Railways was presided over by the Member (Railways) or
the Minister for Railways (after independence) and received
the secretarial assistance from the Railway Board. The two
committees continued to function in the same form even after
independence.

After independence and during the period of the provisional
Parliament, a question arose whether the Standing Finance
Committees should be continued or whether a Committee for
the Estimates as in UK should be created. It was not, how-
ever, for the first time as we shall presently see that the question
of the Estimates Committee came up to the forefront. But it
was for the first time that a choice had come to be made
between the Finance Committee and the Estimates Committee.
A Member of the Parliament speaking on the subject observed,
“in 19227 ... we agitated that we should at the same time have
an Estimates Committee with the Finance Minister as Chairman
where the whole budget will be considered and passed.” He
added: “Now that we are free we can have it.” The Finance
Minister Shri R. K. Shanmukham Chetty, however, had a differ-
ent opinion on the matter. He considered that the Standing
Finance Committee, as an instrument of Parliamentary control,
was infinitely a superior instrument than the Estimates Com-
mittee. Drawing on the experience of the Estimates Committee
of UK, where a controversy on the uti'lity and the success of the
Committee was going on currently, the Finance Minister pointed
out that the Estimates Committee cannot go into matters of
policy, while the Standing Finance Committee has really wider

*B. Das, See the Debates dated 17 November 1947.
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functions and powers; every item of new expenditure was placed
before the Finance Committee while the Estimates Committee is
concerned only with the Estimates presented to the House and
“has no power to shape or alter that policy.” The main plea of
the Finance Minister was that the Standing Finance Committee
afforded better opportunities than the Estimates Committee to
control policy. With such a forceful plea from the Finance
Minister it was only natural that the Standing Finance Com-
mittee was allowed to be continued. But the fresh lease of life
which the Committee received was only a reprieve, not new
life. In less than three years after this discussion, an Estimates
Committee was constituted. All the same, the Standing Finance
Committee continued even after the establishment of the Esti-
mates Committee and together they co-existed for an approxi-
mate period of two years (1949-52). The Committee was even-
tually abolished in 1952 after the convening of the new Parlia-
ment consequent on the General Election held in 1951.

A brief analysis of the utility and the approaches of the
Standing Finance Committee is in order at this stage. To enable
a better appreciation of the Committee, it may be analysed from
the following angles: (a) Finance Ministry and the Committee,
(b) Standing Finance Committee and the Public Accounts
Committee and (c¢) the general tenor of the Committee.

As indicated earlier the functions of the Committee were in
a way co-extensive with the functions of the Finance Depart-
ment. Though the rules and procedures governing the activities
of the Committee gave an apparently narrower picture, yet the
extensive application of the proviso that the Finance Depart-
ment “may refer any other matter that it considered necessary
to the Committee,” which enlarged the scope of its work, had
also resulted in a large number of routine and trivial cases
being referred to the Committee. The Committee, apparently,
in its zeal for exercising authority and the pleasure of saying
‘no’ to some proposals, relished the reference of such proposals.®

* Debates, 17 November 1947.

® Consider, for example, the following types of cases which were referred
to the committee, though apparently they could have been decided by the
Finance Department. (i) Additional grant to a deputation to British Guiana.
(é) Purchase of Trucks. (i) Creation of leave reserve. (iv) Grant of com-
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The relations between the Committee and the Finance Depart-
ment were cordial, though on the occasions when the Members
tried to voice feelings which were not to the taste of govern-
ment, they were discreetly silenced by the Finance Member
(Chairman of the Committee) at the earliest opportunity. The
working of the Committee would reveal that the Committee was,
in its day-to-day working, dominated by the expert, ie., the
Finance Department. The Finance Department, in its turn, was
happy to have a body which would support its suggestions and
its conventional and conservative approach to expenditures. In
the process, the Finance Department gained in power as its
actions were backed by the generous support of the Committee.
Thus in essence, there was hardly any distinction between the
Standing Finance Committee and the Finance Department
itself.

The functions of the Standing Finance Committee and the
Public Accounts Committee, were so devised that what has
escaped the attention of the Standing Finance Committee, was
scrutinised at a later date by the Public Accounts Committee.
This enabled the completion of the circle of Parliamentary
Control. For example, one of the procedures evolved in the
early years was that cases in which expenditure was incurred
for purposes not approved by the Assembly or the Standing
Finance Committee, were to be specifically brought to the notice
of the Public Accounts Committee by the Auditor-General
through his Appropriation Accounts and the Audit Report.*
Apart from this there was no other liaison or coordination
between the two committees.

Such an absence of relations is understandable for one was
a committee of the Assembly while the other was a committee
under the Finance Department. Nevertheless, through their
procedures and examination the Committees ensured that all
the financial activities, before they are launched upon and after
they have been expended, were brought within their purview.

pensatory allowance to individuals, and (v) Grant of a Stipend of Rs. 5
to a student and many more cases of the same nature. Each session of
SFC received and considered many cases of this nature.

1° Epitome, Vol. 1, p. 6.
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Another significant aspect is that during the course of examina-
tion of various proposals for supplementary grants the Standing
Finance Committee has often assumed the role of a Public
Accounts Committee and pronounced its views on aspects of
budgeting and control of expenditure, etc.,—Consider the follow-
ing examples which can be found in great number in any of
the reports of the Finance Committee:** (i) “Committee com-
mented adversely on the excesses over original estimates which
had occurred in several cases and desired that the attention of
all concerned should be drawn. (ii) The Committee commented
critically on the apparent laxity of control exercised by the
Departments over the expenditure on committees”. (iii) “The
Committee emphasised the need for adhering closely to the
Budget Demands”. In order to satisfy itself regarding the pro-
gress of expenditure, etc., the Committee desired that the
schedules of progress of expenditure and the requirements of
departments should be submitted to it. These comments reveal
that the Committee was not merely sticking to the examination
of the details of a scheme, but at times extended its examination
to the factors that led to the proposal. These aspects, as we have
seen earlier, were primarily within the fold of the Public
Accounts Committee. But the SFC also lost no opportunity in
commenting on the inadequacy of administrative organisations,
etc. Such an examination had indeed a wise influence on all
concerned. But the difference between the two committees
remained as it was: one was a Parliamentary Committee proper;
the other was an advisory Committee of the Government. The
working of the Committee further reveals that its approach to
the proposals was no different from the approach of the Finance
Department. The general criticisms levelled against the Finance
Department were equally applicable in the case of the Standing
Finance Committee. Its approach was typically that of the
Finance Department and its procedures were no different. In
most cases it generally agreed to the proposals. But where it
could not agree it insisted on having (@) “more details”, (b) “more
information”, or it agreed subject to the further examination of
the Finance Department (and the number of cases of the last

! Proceedings of the Committee on 15 January 1930.
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variety was large). Thus, the onus of decision-making rested on
the Finance Department and on the advice it tendered to the
Committee. Besides, the Committee does not appear to have
been responsible for any significant economies in expenditure.
As Shri C. D. Deshmukh observed at a later date, “I found that it
was seldom that they were able to suggest any significant re-
ductions™? But the Committee had a utility of its own. The
balance-sheet of the Committee’s working may be stated thus:
on the assets side (¢) the Committee provided ample opportunity
to the Members of the Legislature to get themselves familiarised
with the administrative process and to that extent it justified the
objective of the establishment of the Committee. (b) It wielded
good influence on the general approach of the departments and
induced a feeling of financial consciousness in them. By its
searching examination it put the departments on the defensive
and made them refer only such proposals as were absolutely
inescapable or those that were justified from all points of view.
On the liabilities side (@) the Committee had no attitude of its
own and was to a very large extent dependent upon the assist-
ance and advice of the Finance Department and, (b) by agreeing
to the proposals of the Government in advance of their presenta-
tion to the Legislature it reduced the scope and degree of dis-
cussion and control of the entire House.

During recent years, a plea for the revival of the Standing
Finance Committee has been continuously put forth by Parlia-
mentarians and Parliamentary committees.’”® The Estimates
Committee, in one of its reports, argued for the revival of the
Committee. The Committee stated,'* “It might be a distinct
advantage both to government and to Parliament, if this Com-
mittee is revived. It might have the authority to scrutinise such
new items of expenditure above a certain limit as the Govern-

2 LS Debates, 16 March 1956.

* Speaker M. A. Aiyyangar observed, in one of his addresses to Financial
Committees: “The Estimates Committee, the Standing Finance Committee
and the Public Accounts Committee—all the three put together—discharge
all the functions relating to the finances of a country as a whole. There is
a lacuna now in that the Standing Finance Committee is not there.”
(Address to the Estimates Committee, 17 July 1957).

4 20th Report, April 1958, p. 25.
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ment might place before it, before they are included in the
budget. The Committee may, however, be purely advisory and
government need not be bound to accept all its suggestions and
criticisms.”

The suggestions of the Committee were made with the objec-
tive of evoking an enthusiasm in the Members of the Legislature
in financial matters, as also to enable public participation in the
drawing up of schemes for inclusion in the budget. The sugges-
tions are apparently inspired by the example of the Appropria-
tion Committees of the Senate and the Congress in USA, not
to mention the hoary past of the SFC. It is, however, a contro-
versial'® question whether the committee should be revived at
all. The government on its part showed its unwillingness to revive
the Committee.’* The main reasons for not reviving the Com-
mittee are: (a) the Standing Finance Committee was an impera-
tive need in the preceding years when the objective was to
control a foreign power, but does not have a place in the new
system, (b) the responsibilities of the Legislature and the Exe-
cutive are clear. Initiation of policy is the responsibility of the
Executive and approving it or rejecting it, is the duty of the
Legislature. A preview of the estimates and its acceptance by
the Standing Finance Committee would, apart from reducing
the scope of the control of the House, make the Committee a
sort of a fifth wheel to the coach. Such a situation would lead
to an overlapping and consequent blurring of the responsibilities
between the Legislature and the Executive and, (c) as for the
argument that the formation of a Committee would enable public
participation, it is said that there are numerous consultative
Committees—which are composed of the members of the Legis-
latures also—under ‘each department and that they are adequate
for the purpose of public participation.

On the other hand, it is argued that the abolition of the Com-
mittee has resulted in the elimination of control which existed

15 60th Report of the Estimates Committee, 1860.

1 One important fact to be noted is that soon after the abolition of the
Standing Finance Committee, an Expenditure Finance Committee—a
departmental committee—with the same terms of reference was established
by the Ministry of Finance. The Committee included the Minister for
Finance and the Departmental officials.
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before.!” It is also suggested that consultative committees do not
prove to be an adequate substitute for the Finance Committee,
for the reasons (a) that they do not meet regularly, (b) that they
do not have a competent Secretariat and (¢) that the functioning
of these committees does not receive the same publiciy as the
other committees. These arguments also are logical and contain
a lot of force. In any case it has to be recognised that there is
a growing feeling in support of the establishment of such a
Committee. The examples of the United States of America and
France are too attractive to the Members of the Indian Legis-
lature. Only the future can determine the possibility of the
Finance Committee’s revival. But the situation as it remains
today is elear enough, viz., that government does not want,
obviously in the interests of an organised Parliamentary demo-
cracy, the creation of too many Parliamentary committees and the
proliferation of Parliamentary control, which instead of preserv-
ing the Parliamentary privileges and rights may well endanger
them.

II

Estimates Committee

We have seen in the preceding section, the functions of the
Standing Finance Committee and its utility as a Parliamentary
Financial Committee. An important Committee which is of com-
paratively recent origin is the Estimates Committee. This is the
only other Financial Committee. The functions of the Committee
are different from the functions of the Public Accounts Com-
mittee. In the following paragraphs, a study of the Estimates
Committee has been made. This study is divided into three sec-
tions: (é) the evolution and history of the Estimates Committee,
(i) procedures and techniques of control and examination by
the Committee and (iii) an assessment of the Committee.

Evolution. The origins of the Indian Estimates Committee
are traceable to the impact of the British experience, as is the
case with the Public Accounts Committee. But if the inspiration

1" K. Santhanam, Planning and Plain Thinking (Chapter on Budgetary
Reform).
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for the establishment of the Estimates Committee was drawn
from the British experience, the same experience also held up
an earlier establishment of the Estimates Committee. The
British experience, which revealed more of the defects of the
Committee, did not at that time indicate any beneficial results
of the Committee. This together with the fact that is has not
proved itself an effective instrument of Parliamentary control
created apprehensions in the minds of the Indian parliamenta-
rians, with the consequence that an offer for the establishment
of an Estimates Committee made in 1930’s by the British Gov-
ernment was not taken advantage of by the Indian parliamen-
tarians,

The first attempt to create a Committee on Estimates was
made in April 1938. It was a period when the country was
caught in the whirlpool of an economic depression. It was felt
(surprisingly though) that the need of the hour was retrench-
ment and reduction in government expenditure. With this end
in view a Member of the Assembly'® moved a resolution for a
Retrenchment Committee. Another Member Mr. D. E. Jones,
suggested in an amendment to the resolution, the creation of
an Estimates Committee. The Finance Member, Sir James Grigg,
replying to the debate pointed out that there were two
types of economies: (i) retrenchment in administration, and
(ii) economy in policy matters—the former being a field in
which the Legislature could be associated, while the latter was
exclusively the jurisdiction of government. He therefore sug-
gested that the House set up a machinery for the continuous
scrutiny of expenditure from the administrative point of view
and that this machinery may be called on the model of the
British pattern, the ‘Estimates Committee’. According to his
plan, the Committee was to consist of fifteen elected non-official
members from the Assembly, empowered to elect its own chair-
man and to be assisted by the Deputy Secretary, Budget
(Finance Department), who was to act as the Secretary. The
Finance Member envisaged the terms of the Committee to in-
clude its suggestions regarding the form of presentation of

' Shri M. A. Aiyyangar, ex-Speaker of Lok Sabha.
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estimates, and economies consistent with the policy of govern-
ment, etc.

This suggestion, however, did not find favour with the Mem-
bers of the Opposition Party. They were much too apprehensive
about the efficacy of the Estimates Committee. The UK Esti-
mates Committee, was at that time facing a volley of criticisms.
Among these criticisms, the significant ones were: (a) the Com-
mittee was precluded from entering into questions of policy
(the Executive and the Cabinet were resisting proposals for
consideration of policy matters by the Committee), (b) the
Estimates Committee could not go into matters of expenditure,
as every vote on expenditure was treated as a vote of no con-
fidence on the government. In the Indian context, suggestions
for reductions and approval of the same would have had no
effect, as the cuts made by the Legislature could be restored
and included in the ‘authenticated statements’ of the Governor-
General, (¢) examination of the estimates by the Committee
was made after the presentation of estimates and as such the
scope for effective work was almost reduced to the narrowest
limits, and (d) the Committee had no technical assistance like
the Public Accounts Committee. In the final analysis, the Com-
mittee waé pronounced as a failure for it could not go into the
realms of policy. As Durell observed, “The opportunities for
effecting economies by the Committee may be numerous, but
will never compare in magnitude with those which can be
effected by modifying policy.”® The question, however, was
how the terms and procedures of the Committee could be im-
proved to make it an effective weapon of Parliamentary Con-
trol. Any improvement in the procedures and terms of reference
appeared to trench on Executive responsibility and policy
matters. Durell added: “The most serious and apparently in-
surmountable bar against finding a satisfactory solution of the
difficulty is and must be the danger of interference with minis-
terial responsibility and the impossibility of touching upon
policy.”*® The concern and apprehension of the Members of the
Opposition Party arose out of this particular difficulty alone. The

* Ibid., p. 146.
2 Ibid., p. 156.
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Members felt convinced that the Standing Finance Committee
was a better instrument as it afforded a greater opportunity to
influence though not control some of the activities of the govern-
ment. The Members therefore opposed the measure of con-
stituting an Estimates Committee and with that the matter was
dropped.?* The matter was raised on and off after this episode,*
but nothing substantial ever happened in the following years
until after independence, when Dr. John Mathai, the Finance
Minister, moved a resolution to the effect that an Estimates Com-
mittee be appointed. Moving the resolution®* Dr. Mathai stated
that the Committee proposed to be constituted was based on
the practice which was in force in the UK. Referring to the
distinction between the Standing Finance Committee and the
Estimates Committee, he pointed out, that the Finance Com-
mittee was not really a Parliamentary Committee, while the
Estimates Committee is a Committee of the House working
under the supervision of the Speaker. The Estimates Committee
is of utmost importance, he added, as its report will provide
guidance to the Treasury and the Ministry concerned with
regard to the basis on which proposals of expenditure should
be framed for the next year. In fact, “the Estimates Committee
will work as an Economy Committee in continuous session. They
are not concerned with the policy of the government but within
the framework of the policy laid down by government, the Esti-
mates Committee’s business is to see that only the minimum
expenditure is incurred for the purpose of fulfilling the policy
of Government.”**

The Estimates Committee that has thus come to be consti-
tuted consisted of 25 Members?® including a Chairman appoint-
ed by the Speaker. Where, however, the Deputy Speaker is a
Member of the Committee, he will be the ex-officio Chairman of

2 The contemporary mood was against the constitution of the Estimates
Committee. A Study, made immediately after this, came to the conclu-
sion . .. “that an Estimates Committee will not improve matters.” P. J. J.
Pinto, System of Financial Administration in India, p. 312.

** By a Member on 24th August 1939.

* H. P. Debates, 3rd April 1950

* Ibid.

%5 The strength was later on raised to 30 by the Rules Committee on 28th
November 1955.
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the Committee. The Members are elected from the Lok Sabha
only.?® The term of office of the Members is a period of one
year. However, a convention was established since 1956-57 that
as far as possible only 1/3rd of the Members of the Committee
may be retired annually so as to enable the succeeding Com-
mittees to have the benefit of continuity. It may be added that
suggestions were also made to fix the tenure for a period of two
years.>” Generally, Members who have served for a period of
two years successively, as most of them do, do not seek re-
election to the Committee for the next year.?® The Finance
Minister is not a Member of the Committee.

111

Functions, Procedures and Techniques

The functions of the Estimates Committee, that has come to
be set up thus, are: (a) to report what economies, improve-
ments in organisation, efficiency or admipistrative reform, con-
sistent with the policy underlying the estimates, may be effected,
(b) to suggest alternative policies in order to bring about effi-
ciency and economy in administration, (c) to examine whether
the money is well laid out within the limits of the policy implied
in the estimates, and (d) to suggest the form in which the
estimates shall be presented to the Parliament. Though the
Committee is an ‘Estimates Committee’, yet it does not examine
the Budget Estimates presented to the Parliament. It is not
incumbent on the Committee to examine the entire estimates of
any one year and the Demands for grants may be voted by the
Legislature notwithstanding the fact that the Committee has
made no report in respect of certain Demands. The Committee is
concerned with the ‘Estimates’ only after they have been pre-
sented to the House. The Committee does not undertake any
examination of the ‘Budget Estimates” as such?® but takes up the
various current activities which, to a very large extent, reflect

2* No Members of Rajya Sabha are associated with the Committee as no
istimates are presented to that House.

*" Speaker’s address to the Estimates Committee—17th July 1957.

2¢ Ibid.

**In UK the EC examines some of the statements of Estimates and

.
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the content of the estimates presented to the House. The Com-
mittee may, as a result of its study and examination, offer alter-
native policies also. The term ‘policy’ is rather a vague one and
as Lord Campion called it, “a very indefinite word” and normally
does not lend itself to a precise definition and quite often
“questions of economy lead to questions of efficiency and ques-
tions of efficiency merge into questions of policy and it is difficult
to draw a hard and fast line.” However, the term ‘policy’ occur-
ring in the terms of reference of the Committee was considerably
amplified by a direction of the Speaker which pointed out that
the term policy in clause (a) referred to above, “relates to policies
laid down by Parliament either by means of Statutes or by
specific resolutions passed by it from time to time. It shall be
open to the Committee to examine any matter which may have
been settled as a matter of policy by the Government in the
discharge of its executive functions.” With regard to clause
(b) of the terms of reference referred to above it has been stated
that “the Committee shall not go against the policy approved by
the Parliament, but where it is established on evidence that a
particular policy is not leading to the expected or desired results
or is leading to waste it is the duty of the Committee to bring
it to the notice of the Parliament. The fundamental objectives
of the Committee are economy, efficiency in administration and
ensuring that money is well laid out, but if on close examination
it is revealed that large sums are going to waste because a certain
policy is followed, the Committee may point out the defects and
give reasons for a change in the policy for the consideration of
Parliament.*® Though it is one of the functions of the Committee

to offer alternative policies, yet generally, the Estimates Com-
-

submits them to the House before they are voted upon. As per the recent
revision, the committee is to examine and briefly report upon the spring
supplementary estimates also.

* The Speaker of the Lok Sabha observed in the course of an address
to the Estimates Committee : “We have no right to enunciate any particular
policy to be adopted by Parliament. But when on a particular policy
expenditure has been incurred it is open to the Estimates Committee to
find out how far that policy has affected the finances of the country as a
whole and a modification of that policy would not yield better results.”
17th July 1951.
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mittee shows considerable restraint in making suggestions for
alternative policies.

The Committee is also interested in the classification and form
of accounts presented to the House. The Secretariat of the Com-
mittee undertakes an examination of the ‘Estimates’ as soon as
they are presented to the House to ensure that the classification
of the heads of items under ‘charged’ and ‘voted” has been done
properly and without blemish. Where they come across any
faults, they bring it to the notice of the Chairman of the Com-
mittee who takes up the matter for further consideration with
the Finance Minister. In this way they ensure that the Estimates
presented to the House are proper. However, the examination
of the Committee at this stage does not go beyond the classifica-
tion and is not concerned with the merits or economies that can
be achieved by reductions in the Estimates. A more important
duty, as laid down in the functions of the Committee, is to see
that the “money is well laid out within the limits of the policy
implied in the Estimates”, and in ensuring this, the Committee
literally goes to the heart of the matter of economy and
efficiency.®* It is true, however, that there are many specialised
technical branches in the administration itself which can consider
the proposals for economy and efficiency. But the Estimates
Comnmittee has a function of its own in this respect. As the pre-
vious experience of the Committee indicates that notwithstanding
the work of the various administrative agencies®* there is still red
tape, lack of coordination, extreme departmentalism and above
all, lack of essential human approach. It is in studying these
tendencies and in offering suggestions for economy that the
utility of the Committee is to be found. The fact of existence of
executive agencies employed for the purpose of achieving eco-
nomy need not make one feel that there is no field for effective
work for the Committee. On the contrary, such a state of affairs

31 The Speaker of the Lok Sabha exhorted the Estimates Committee, at
one stage, thus: “The whole country looks to the Estimates Committee to
suggest ways and means of economising the expenditure. If we are not
able to suggest economies which will catch the imagination of the people,
we will not be doing much”—17th July 1957.

3*B. G. Mehta, “Role of Estimates Committee”, First Parliament,
A Souvenir—1957, p. 11.

29
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as described provides a fertile ground for the Estimates Com-
mittee. Further, the study of the Estimates Committee brings to
bear upon these administrative problems a ‘people’s approach’
and it can be claimed to be a judgement of sound common
sense.®® Another important aspect to be considered in this context
is whether the supplementary grants may not be examined by
the Estimates Committee and its report submitted to the House
so that it could be used as a basis for consideration of the
supplementary grant.*® It is also argued in favour of this sugges-
tion that while the Estimates Committee may not get much time
for the consideration of the original Budget Estimates and submit
its findings before the end of their discussion, yet such an
examination should be possible in the case of supplementary
grants as they are generally few and far less than the original
Demands for grants presented along with the Budget. This argu-
ment is likely to gain further support in view of the recent
changes®*® that have been introduced in the UK, according to
which the spring session supplementary demands are submitted
to the Estimates Committees for their scrutiny and examination.
However, the adaptation of this practice in the Indian context
bristles with difficulties, for according to Article 115 of the
Constitution, the supplementary grants are to be treated in the
same way as an original grant. Also most of the supplementary
grants submitted to the House are usually to repay the
advance amounts taken from the contingency fund, which means
that the amounts were already spent and are therefore not sus-
ceptible to further reduction by the Estimates Committee. It is
also possible that the inclusion of such a function as a part of
the duties of the Estimates Committee would make it assume
the garb of a Standing Finance Committee. Another significant
aspect of the same question is, what is the effect of such a scru-

* Ibid., p. 11.

* A suggestion in this direction, was made by a Member of Parliament
in 1957.

*H. C. Deb, 26th July 1960, It is the normal practice of the committee
to take up specific Estignates even when they are in discussion and submit
its findings to the Hous® The recent procedure puts more emphasis on the
supplementary grants. What has been demanded in the Indian context is
a preview of the supplementary grants as was done in the case of the
Standing Finance Committee,
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tiny by the Estimates Committee? There are certain limitations
in this field, such as it cannot suggest any reductions for
(i)*¢ ex hypothesi the Committee has to examine estimates which
relate to present and future expenditure and have been presented
to the House after mature consideration by Ministers and pruning
by the Finance Ministry as representing the minimum require-
ments of government and therefore it would be difficult to make
any reductions and, (i) the reductions, if any, suggested by the
House may be taken as confidence issues which may very well
change the complexion of the issue from a financial to a political
one.

The name Estimates Committee might apparently imply that
it should be one which is concerned with an examination of the
Estimates. However, in view of the limitations explained earlier
which are applicable not only in the case of supplementary
grants, but also as much in the case of the original Budget Esti-
mates, such a function is not rendered possible. The Committee,
therefore, from the very beginning placed emphasis on study-
ing the current activities of Departments. Towards this purpose
it has evolved its own techniques and procedures.

Procedures and Techniques of Examination

Charged with the above functions, the Committee sets itself
to the task of fulfilling them. At the beginning of each financial
year and soon after the constitution of the new Committee, the
Members of the Committee meet and discuss and select the
subjects and the Ministries that are to be undertaken for exami-
nation in that year. With the administrative machinery steadily
growing into complex proportions, it is indeed difficult for the
committee to undertake a survey of all aspects and spheres of
governmental activity. It has necessarily got to be selective. It
is, however, the objective of the committee to cover as wide a
range as possible so that the review of the committee could
extend to most of the spheres of government activities®’; all

¢ Frank Tribe, “Parliamentary Control of Puﬁc Expenditure”, Public
Administration (Winter 1954).

*" “Actual experience has shown that the Estimates Committee is not
able to examine all the Ministries and Departments of the Government
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the same, its range of activities for a year is necessarily limited
when compared with the expectations» On choosing the Minis-
tries and the Departments, the Committee writes to them to
furnish information in support of the estimates presented earlier
to the House. The information submitted by the Department is
expected to cover the different aspects relating to the™
(¢) organisation of the Ministry and its attached and subordinate
offices, (ii) the functions of these offices, (iii) broad details on
which the estimates are based, (iv) volume of work in these
offices during the period for which estimates are presented and
in the preceding years, (v) schemes undertaken by them,
(vi) actual expenditures under each sub-head of the estimate
during the preceding three years, (vii) reasons for variations
between the current estimates and the past actuals and
(viii) reports on the working of the Ministry. On the basis of the
information procured under these different heads and on the
basis of the impressions gathered by the study groups of the
Committee, a detailed questionnaire is prepared by the Com-
mittee and sent to the Ministry for answers..The Committee, in
order to acquaint itself with all the aspects, sub-divides itself
into various study groups. In addition, there are also sub-
committees which are given a specific range of subjects, such as
(i) sub-committee®® dealing with new subjects and charged with
the responsibility of studying the material sent by the Depart-
ments, preparing the questionnaires, to undertake study tours,
to indicate broad points on which the report could be drafted
and to discuss them before submitting them to the whole Com-
mittee, (ii) sub-committee dealing with the action taken on
earlier reports and (iii) standing sub-committees, etc. Even in
cases where a sub-committee is charged with the examination of
a specific Ministry, evidence is taken from the representatives
of the Ministry by the entire Committee and not by the sub-
committee, So also, the report of the Committee when finalised

even over a fairly long period.” 20th Report of the Estimates Committee,
p. 26.

33 H. N. Trivedi, Estimates Committee, First Parliament, A Souvenir,
p. 76.

3 Minutes of the sittings relating to the 55th Report, 1959, p. 53.
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is considered by the entire Committee and not by the sub-
committees.*’

The questionnaires issued by the Committee are generally
answered in time and returned to the Committee with all the
material that the Committee require$In case where the informa-
tion required is of a secret nature, the material is generally shown
personally to the Chairman and if there are any differences of
opinion between the government and the Committee in respect
of secret matters they are, as far as possible, settled by personal
discussion®*After going through the information furnished by the
Department, the representatives of the Department are called
for giving oral evidence. The representatives of the Departments
are generally of the rank of a Secretary and include the Financial
Adviser of the Department also. The examination of the repre-
sentatives is a delicate affair involving mutual benefits. However,
the success of this process of taking evidence depends upon the
way in which the examination is conducted. As the Speaker of
Lok Sabha pointed out recently, “you must get information from
them without offending them, just as a bee sucks honey from
a flower without destroying it. It is rather a difficult matter.”
The representatives are there not to defend the policy of govern-
ment but to explain how a policy is being implemented in prac-
tice by the executive officers. The process of cross examination
is essentially intended to help either party to understand the
other, and to bring the Parliamentarians and officials together so
that the occasion may serve “as a catalytic ground in melting
away . ..all complexes.”™? To help the formulation of a better
understanding of the problems, the Committee also invites non-
official experts and takes their evidence. It is significant to note
that this procedure is being utilised on a large scale in the recent
past. The association of experts at this stage helps the Committee
to understand the other side of the picture and enables it to
formulate its own suggestions in the light of the evidence given

“8S. L. Shakdher, “Two Estimates Committees”. In one case, relating
to the Estimates of the Ministry of Defence, a Sub-Committee was
authorised to take evidence.

¢! Journal of Parliamentary Information, October 1960.

““B. G. Mehta, “Role of Estimates Committee”, First Parliament,
A Souvenir, p. 10.
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by experts and the representatives of the government. On the
basis of the written and oral evidence received*® from all quarters
and on the basis of its own discussions, the Committee gives
directions to the Secretariat regarding the lines on which the
report is to be drafted. The report so drafted is however, con-
sidered by the whole Committee. After the draft report is con-
sidered and accepted by the Committee it is sent to the con-
cerned Ministry, with a view to have the content of the report
verified by it from the factual point of view. If any errors are
pointed out, so far as facts are concerned, the Commitee recon-
siders them and makes necessary corrections. The responsibility
for opinions expressed therein is that of the Committee, while
the responsibility for factual errors after this stage rests with
the concerned Ministry. The Report of the Committee does not
have any ‘Minute of Dissent’. However, if certain Members do
not agree with any particular point and if they so desire, it is
noted in the Minutes which are circulated and laid on the table
of the House.** ’

Every report of the Committee generally contains a historical
background of the particular activity chosen for review and
detailed chapters covering each aspect. The recommendations
are summarised in the Appendix and since 1958 they are being
classified under the following heads: (i) Recommendations for
improving the organisation and working of the Department,
(i) Recommendations for economy, including a statement of
economy in terms of money and (iii) Miscellaneous or general
recommendations. The reports thus prepared, are then submitted
to the House. The reports, however, are not subjected to any
discussion in the House as it is generally feared that the House
would not have sufficient time to have a useful discussion and
the recommendations may not, consequently, be viewed in their
proper perspective. In this respect, the approach is not different
from the one that is indicated in the context of the Public
Accounts Committee in the last chapter. Further, as Speaker
M. A. Aiyyangar observed, “I have not allowed nor did Shri
Mavlankar allow a regular debate on the report of the Estimates

“* The evidence is not printed, but the Minutes are printed.
‘ Address of the Speaker to the Estimates Committee, 1959-60, on
7 May 1959.
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Committee. The reports of the Committee do not reflect any
party’s point of view, on the contrary, it is bipartisan in its
approach.”® “The Ministries are entitled to hold their own
views but ultimately our opinion ought to prevail if after the
presentation of the report, the Minister who may not see eye to
eye with the Committee, will gather support on some general
proposition on political grounds and on such an issue being
raised in an acute form, the usefulness of the report may be
nullified.” Therefore discussions are avoided. However, the re-
commendations of Parliamentary Committees are by convention
treated as directions of the House and therefore receive full
consideration from the Ministries and not unoften the Ministries
find the suggestions helpful too.

Action on the Reports

It is necessary to implement the recommendations of the
Committee if Parliamentary control is to be effective. It may
not, however, be always possible to accept the recommendations
of the Committee and where that is so, the Department con-
cerned has to give proper arguments for not accepting the sug-
gestions of the Committee. The action on the reports rests
essentially with the Department to whom the report is addressed.
It is also the responsibility of the Committee to ensure that action
is taken in accordance with its recommendations. Thus, action
on the reports is a two-sided affair depending on the efforts at
both ends. At the Departmental end, it considers all the recom-
mendations addressed to it. In cases where the recommendations
are of a general nature and they are related to financial and
budgetary questions, action is taken either by the Department
in consultation with the Finance Ministry, or by the Finance
Ministry as may be mutually agreed upon between them. Where
the matters are of a general policy nature, action is taken by the
concerned Department in consultation with the Cabinet Secre-
tariat which advises the Department on the lines on which
replies are to be sent to the Committee. In regard to matters
which are exclusively applicable to that Ministry, to whom the
report is addressed, necessary action is taken by that Ministry

¢ Address to the Estimates Committee, 17 July 1957.
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itself. The Committee on its part also keeps a keen watch on
the implementation of its recommendations, through a constant
review and analysis of the replies received from government.
These replies are considered again by the Committee together
with its comments and are presented in the form of a follow-up’
report. A follow-up report is divided into four types of state-
ments: (i) Statement showing the recommendations and sugges-
tion of the Committee, agreed to and implemented by the gov-
ernment. (ii) Statement showing the recommendations, which it
has not been possible for the Ministry to implement for reasons
stated by them and which on reconsideration, the Committee
thinks, need not be pressed. (iii) Statement showing the recom-
mendations which the government are unable to accept for the
reasons given by them but which the Committee feels should
be implemented. (iv) Statement showing the recommendations to
which the final replies from the government have not been re-
ceived. In addition to these statements the reports also contain
an introduction which is generally used as a vehicle for the
expression of the Committee’s opinion. Once these follow-up
reports are presented to the House, further action in respect of
the comments made in the ‘follow-up’ report are not watched by
the Committee. It is a matter of obligation on the part of govern-
ment to take action on them. But in case a Member of the House
wants to know whether a particular recommendation made in a
follow-up report has been acted upon or not by the government,
the ouly means of knowing it is by putting a question on the
subject. The Committee, by itself does not watch the action after
this stage, since it has made plain in the follow-up reports the
matters where government and Committee see eye to eye and
matters where they differ, and leaves the differences of opinion
to the House for such action as may be considered necessary
by the House. .

In the recent past the Committee has been making rapid strides
of progress in two other ways, viz., (i) Ad hoc reports and
() Horizontal Reviews of important and topical subject. Rule 310
of the Rules of Procedures of Lok Sabha provides that specific
matters may be referred to the Committee for examination by
the Speaker of the House. The need for such a specific exami-
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nation arises on many occasions when certain important matters
are under discussion by the Members of the House and where
the Members are not satisfied with the performance or achieve-
ment in a particular field. A¥ the Speaker has emphasised: “The
functions of these Committee ought not to be restricted to a
general scrutiny of the accounts periodically, but they must be
entrusted with the work of scrutinising estimates and accounts
ad hoc as and when particular matters assume importance and
come up for public criticism. I would commend the liberal
use of this practice in all Legislatures.”® Following this objec-
tive and, equipped with Rule 310 the Speaker has on numerous
occasions instructed the Committee to make ad hoc enquiries
and submit reports to the House; cases of this nature,*” though
not frequent, have rendered the Committee as an important
aid of the House. No doubt the invocation of this rule means
a temporary shift in the programme of the Committee, but this
aspect is not very significant when compared with the overall
service it renders to the House and to the public.

The activities of the Committee are not by any means con-
fined to the activities of a particular Ministry or the public
eaterprises included in the fold of that Ministry. On many
occasions it has carried out surveys of important questions which
are of a general nature and offered its comments on thase sub-
jects. These surveys which can be called horizontal surv;;se}ay
be classified into three groups: (i) Matters relating to administra-
tive reorganisation. The second and the ninth reports of the first
Lok Sabha which dealt with reorganisation of the Secretariat
and Departments of the Government of India and Administrative
and Financial Reforms are examples of this type. They have
helped not only in spotlighting certain issues but in making
useful and objective studies on those subjects. (ii) Matters relat-
ing to Financial Administration—in this aspect again, the com-
mittee has made broad surveys on the problems of ‘Budgetary

‘¢ Journal of Parliamentary Information, April 1960. Address to the
conference of Presiding Officers on 21 March 1960.

“” A few instances where this rule was involyed was in respect of
(a) loss in Railway collieries, (b) Dandakaranya Scheme and (c) shortfall in
Bharat Electronics, etc.
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Reform™® and ‘growth of civil expenditure’,*® etc. These studies
were helpful to the government and to the academician alike. In
addition to these general problems, the committee has also made
useful studies of the various aspects of Financial Administration
such as “expenditure control, revenue collection, mint manage-
ment, national savings organisation, etc.” (i) The Committee has
also made significant studies on the general problems pertaining
to the national undertakings. Its sixteenth, nineteenth, seventy-
third and eightieth reports were devoted to the general problems
of public enterprise, such as management, forms of public enter-
prise and budgeting in those fields. It would, thus, appear that
the efforts of the Committee are directed not only towards a
study of the specific activities of a department, but also to general
matters and problems that are bound up with all governmental
activities. -

The Committee is also very keen to avoid duplication of its
work being done by another committee appointed by the govern-
ment consisting of Members of the Parliament. A convention
is, therefore, followed under which the government makes a
reference to the Parliament Secretariat to ascertain whether any
Parliamentary Committee is already engaged in the study of any
of the matters where they propose appointing a committee of
their own. Parliament insists on this procedure with a view to
avoid duplication of work and proliferation of the energies of
the Parliament. As the Speaker of Lok Sabha emphatically
pointed out,® “we have said that so long as a committee of
Parliament has taken charge of any administration for investi-
gation, no other committee shall be appointed without the per-
mission of the committee, and no members of this committee
shall agree to serve on any such committee without the permis-
sion of the committee or the chairman.” The Committee also
maintains a close contact with the Public Accounts Committee.
The common Secretariat of both the committees enables an
exchange of data and opinions. Generally, the Public Accounts
Committee while considering the irregularities of a Ministry,

“* 80th Report of the Committee is also devoted to the same subject.
See also the 55th Report.

“*92nd Report, Lok Sabha.

** Address to the Estimates Committee, 7th July 1959.
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looks into the Estimates Committee’s reports on that Ministry.
Likewise, the Estimates Committee consults the reports of the
Public Accounts Committee while considering the activities of a
Department.

We may now analyse the type of control exercised by the
Committee, the effectiveness of the Committee’s control and
the criticisms and the compliments made and paid on the work
of the Estimates Committee.

v

A Review of the Committee’s Working

The control exercised by the Estimates Committee is not
always direct. It is only by its influence, by the fear and aware-
ness that such a body is there to examine certain aspects of
governmental activities, that it can make its presence felt and
thereby make its control effective. The control exercised by the
Committee, as the late Speaker of Lok Sabha, G. V. Mavlankar
observed, consists essentially in being: (a) judicial in approach,
(b) in representing the people’s approach, (¢) in creating a
training ground for the Legislators, (d) in preventing the exe-
cutive from being apprehensive, (e) in influencing the policies
of the government, and (f) in acting as a link between the
people and the government.**

The approach of the Committee is judicial in its nature. As
Speaker Mavlankar stressed, “Let us not approach any problem
beforehand with any preconceived notion. I urge upon a judicial
approach of things.... So far as Parliamentary committees are
concerned there must not be a single fact alleged in your reports
that cannot be supported by evidence. What little we say should
be based on solid facts.”? This principle enables the committees
to overcome their enthusiasms, to relegate their favourite hobby-
horses or criticisms to the background and to view the matters
with more objectivity. The Committee brings to bear, as indi-
cated earlier, a people’s approach on the governmental activities.
The Members of the Committee are generally laymen® in the

' Address to the Estimates Committee, 7th May 1961.
2 Ibid.
53 See B. G. Mehta, “Role of Estimates Committee”.
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subject, without the knowledge of rules and regulations and
intricacies of administration, but their basic approach is one of
study and understanding. As a former Chairman of the Com-
mittee stated, “the role of the Committee®* is not that of a
baton-happy policeman or that of a jurist who is called upon to
pronounce verdict over the most intricate legal cases out of his
common sense.” “It is an essential exercise in a democracy to
answer the questions of critical and unrestricted laymen™®* and
is all the more essential in the system, where the official is
intended to be the servant not the master. '

The Committee, while exercising control of the type described
earlier, acts as a training ground®® for acquainting the members
not only in the ways in which administration is carried on but
also “to make them conversant with the various problems that
Government have to meet from day to day.” The Committee is
also useful as an institution in preventing the executive from
becoming oppressive and arbitrary. It puts the civil servant
always on guard.

The control of the Committee is also felt in respect of its
influence on the decisions of the Government and in acting as a
liaison between the government and the public. The exhaustive
and objective studies made by the Committee always indicate
new directions in which the activities of the government can
be channelled for a better utilisation of the resources. The im-
plementation of its suggestions may not always lead to economy
and may incidentally even lead to more expenditure, but then
the suggestions provide alternatives to the existing conditions
and in that process it offers a choice to the ‘decision maker’.
The existence of this choice makes decisions more scientific and
more realistic too. The suggestions of the Committee are, there-
fore, always given considerable weight, and in a way it acts as
a decisive influence in the formulation of policy. The Committee
also acts as a liaison between the government and the public.
Its studies are ‘revealing’ in most aspects to the public,®” and

*See B. G. Mehta, “Role of Estimates Committee”, p. 11.

* K. C. Wheare, Government by Committee, p. 235.

*¢ Address by Shri G. V. Mavlankar to the Estimates Committee, 18th
April 1960.

*"The series of 15 reports presented by the Committee in 1959-60 on
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in a way it acts as a glass-house from which the Government
activities can be seen, studied and analysed.

Limitations : There are, however, certain limitations also and
frequently criticisms are made on its working. These aspects
may briefly be considered here.

One of the limitations in the working of the Committee is the
‘period lag’ between one review and another of a single depart-
ment. And a consequence of this ‘period-lag’ is that many acti-
vities in different directions, come within the scope of the re-
view of the Committee only once in a period of three to four
years. The lag indicates that the control of the Committee can
be directed only to a few aspects of the government’s working
and it may always happen that a vast segment of the activities
remain beyond the scope of the Committee. This limitation is up
to some extent inherent in the Committee itself, but it becomes
significant in the context of rapidly growing governmental acti-
vities. The Committee is criticised on the count that it does
not have competent technical assistance as the PAC has in the
Comptroller and Auditor-General.*® To this it may be pointed
out that there is a fundamental distinction between the Com-
mittees where one is exclusively concerned with problems of
accounting, and the other one is concerned with the activities
of departments. This in itself indicates that an authority of
the stature of the Comptroller and Auditor-General is not essen-
tial. Further, as pointed out earlier, the Estimates Committee
represents essentially a people’s approach. Association of experts
in such a context may make the Committee much too dependent
on the expert. Such a dependence might make the expert lead
the Committee rather than being led by it. A situation of that
nature may thwart the very purpose for which the Committee
was established. It is, however, significant to note that both the
Chairman and some Members of the Committee are persons who

‘Indian Railways’ and similar series on other Ministries brought to the
public many facts of public activity, which otherwise would not have been
known.

*8 Public Administration, 1954, Winter, Frank Tribe, “Parliamentary
Control of Public Expenditures”,
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have had administrative experience in one capacity or other.*®
Besides, the competent services provided by the Parliament
Secretariat, the experience gained in the study tours, and the
evidence of non-official experts ensure that the Committee is
adequately staffed with talent and experience and that it receives
all the assistance it requires. It is also said that the Committee
has been fast assuming the inquisitorial attributes®® of the Con-
gressional Committee of the USA and that it is becoming a
mechanism more of fault finding than of fact finding. It is also
argued®! that the Committee is encroaching on policy matters and
that the Committee is arrogating to itself a role, which constitu-
tionally, is that of the House. As indicated earlier, a study
of the “implication of the policy” is one of the functions of the
Committee and quite often this function is misunderstood. When
the Committee suggests an alternative policy, it is only dis-
charging its functions and not exceeding them. In making any
study, the Committee maintains the role of a detached Parlia-
mentary Committee and does not attempt to substitute for the
executive and its functions. It remains a critic from the beginning
to the end. It is also argued that most of the recommendations
of the Committee do not have practical value and that they are
not accepted by this government. A perusal of the follow-up
reports, however, would indicate that the experience in the past
is quite contrary to what is alleged.®* Whatever may be the faults
and limitations, the intrinsic merits of the Committee, as an
instrument of Parliamentary control, are pre-eminent and cannot
be denied.

The Estimates Committee has grown during the last decade
from strength to strength. During this period opinions were
£xpressed in favour and against the Estimates Committee. At
one stage it was felt that a single Public Expenditure Committee

* In fact two of the persons who acted as Chairman of the Estimates
Committee, were formerly Ministers in State Governments.

% A. K. Chanda, Indian Administration, pp. 192-93.

*! Ibid., Shri Chanda does not substantiate his comments.

**It is only in some cases that the government have not been able to .
implement the recommendations at once. It should, however, be noted that
the task of the committee is to influence government’s thinking. S. L.
Shakdher, “Two Estimates Committees”.
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in lieu of the Estimates Committee and the Public Accounts
Committee, would enable better control by the House.®® Both
the committees have, however, overcome that stage and each
in its own field has asserted its rights and contributed more to
strengthening the Parliamentary control and it can be said that
with all the defects and the limitations these committees serve
a better purpose in bringing the administration nearer to the
public and vice versa. There would be a vacuum in Parliamentary
control if these committees ceased to exist.

** This suggestion, obviously inspired by Lord Campions’ suggestion to
the select committee on procedure in 1946, was made by Shri M. N. Kaul.
It was expected that a single committee may prevent overlapping of
functions and would ensure better coordination. The suggestion was not
implemented. M. N. Kaul, Conversations on Parliamentary Practice and
Procedure, pp. 48-50. 1950.






BIBLIOGRAPHY

BOOKS

AccarwarL, P. P., The System of Grants-in-Aid in India, Bombay,
Asia, 1959.

ANs1EY, VERA, The Economic Development of India (Fourth
ed.), London, Longmans, 1952.

ArpLEBY, PAUL H., Report of A Survey, New Delhi, Government

of India, 1953.

Re-cxamination of India’s Administrative System with Special

Reference to Administration of Government’s Industrial
and Commercial Enterprises, New Delhi, Government of
India, 1956.

BaNERJEA, P., Provincial Finance in India, London, Macmillan,
1929.

Bator, Francis M., The Question of Government Spending,
New York, Harper, 1950.

BeEr, SamuEL, Treasury Control, Oxford, 1956.

Bripces, Sik Epwarp, Treasury Conirol, London, Stamp Memo-
rial Lecture, 1950.

BrrrraiN, H., The British Budgetary System, London, Allen &
Unwin, 1959.

Buck, A. E., Financing Canadian Government, Chicago, Public
Administration Service, 1949.

BurkHEAD, JESSE, Government Budgeting, New York, John Wiley
& Sons, 1956.

Cuanpa, A. K., Indian Administration, London, Allen & Unwin,
1958. :

——Aspects of Audit Control, Bombay, Asia, 1959.

Causs, Basit, The Conirol of Public Expenditure, Financial
Committees of the House of Commons, Oxford, 1952.

DureLy, A. J. V., The Principles and Practice of the System of
30




466 BIBLIOGRAPHY

Control over Parliamentary Grants, London, Gieves Publish-
ing House, 1917.

Durr, R. C., The Economic History of India, 2 Vols. Delhi,
Publications Division, 1960.

Eivzic, PauL, The Control of the Purse, London, Secker &
Warburg, 1959..

Erris, Howarp (Ed.), A Survey of Contemporary Economics,
Vol. I. Bombay, Asia, 1956.

GaociL, D. R., Indian Planning and the Planning Commission,
Ahmedabad, Harold Laski Institute of Political Science,
1959.

Garroway, Freberick B., Reform of the Federal Budget,
Washington, Library of the Congress, 19583.

GoraL, M. H., Financial Policy of the Indian Union, 1947-53.
Delhi, Delhi School of Economics, 1954.

GwYER, MAURICE & Arpaporal, A. (Eds.), Speeches and Docu-
ments on the Indian Constitution 1921-47, New Delhi,
Oxford, 1957.

Hicks, Mrs. U. K., Public Finance Survey—India, New York,
UNO, 1951.

InpiaN INSTITUTE OF PUBLIC ADMINISTRATION, The Organisation
of Government of India, Bombay, Asia, 1957.

——Budgeting in India, New Delhi, 1960.

JenniNgs, Str Ivor, Parliament (second ed.).

——Cabinet Government (second ed.), Cambridge, 1960.

Jones, W. H. Morris, Parliament in India, London, Longmans,
1957.

Kaur, M. N., Conversations on Parliamentary Practice and Proce-
dure, New Delhi, 1951.

Krisunamacuari, T. T., Speeches, New Delhi, Government of
India, 1958.

MmLikaN, Max (Ed.), Income Stabilization for Developing
Democracy, New Haven, Yale University Press, 1953.

Morg, S. S., Practice and Procedure of Indian Parliament,
Bombay, Thaker & Co., 1960.

Muscrave, R. A., The Theory of Public Finance, New York,
McGraw-Hill, 1959.

MynpaL, GuNNARr, Indian Economic Planning, New Delhi,
Congress Party in Parliament, 1958.



BIBLIOGRAPHY 467

Picou, A. C., A Study in Public Finance, London, Macmillan,
1956.

Pinto, P. J. J., Financial Administration in India, Bombay, New
Book Depot, 1943.

Reserve Bank ofF Inpia, Banking and Monetary Statistics of
India, Bombay, 1954.

RovaL INSTITUTE OF PUBLIC ADMINISTRATIONS, Budgeting in
Public Authorities, London, Allen & Unwin, 1959.

SantHANAM, K., Union and State Relations in India, Bombay,
Asia, 1960.

Sern, S. C., Central Administration in India (unpublished thesis).

Suan, K. T., Governance of India, Bombay, Tripathi & Co., 1924.

SuAkDHER, S. L., Budgetary Systems in Various Countries, New
Delhi, 1957,

SmrraiEs, ARTHUR, The Budgetary Process in U.S.A., New York,
McGraw-Hill, 1955.

Sovant, N. V., Post-War Planning in India, Bombay, 1948.

StracHEY, SR Jonn, India—Its Administration and Progress,
London, Macmillan, 1903.

TraoMmas, P. J., The Growth of Federal Finance in India, Oxford,
1939.

UNO, Budgetary Structure And Classification of Accounts,
1951.

——Government Accounting and Budgetary Execution, 1951. °

——National and International Measures for Full Employment,
1951.

——Standards & Techniques of Public Administration, 1951.

Warrar, P. K., The System of Financial Administration in British
India, Bombay, 1924.

——ABC of Government Finances, New Delhi, Government of
India, 1943.

——pParliamentary Financial Conirol in India, Simla, Minerva
Book Depot, 1953.

WiLLoucHBy, WiLLouGHBY anND LinDsay, Financial Administra-
tion of Great Britain, Washington, The Brookings Institution,
1929.

WaEarg, K. C., Government by Committee, Oxford, 1955.

Youne, Sm HrrtoN, The National System of Finance (second ed.),
London, John Murray, 1924.



468 BIBLIOGRAPHY

REPORTS

Annual Reports of the Ministry of Finance, New Delhi, Ministry
of Finance.

Annual Report of the O & M Directorate, New Delhi, Cabinet
Sectt.

Audit Reports (Central), New Delhi, Office of the Comptroller
& Auditor-General.

Report of the Advisory Planning Board, New Delhi, Government
of India, 1946, 1949.

Report of N. Gopalaswami Aiyangar, New Delhi, Government
of India, 1949.

Report of the Economy Committee of the Congress Party in
Parliament, New Delhi, AICC, 1959.

Reports of the Estimates Committee, New Delhi, Lok Sabha.

Reports of the Select Committee on Estimates, London, HMSO.

Report on the Form of Accounts (Crick Committee), London,
HMSO, 1950.

Reports of the Hoover Commission, (i) Report to the Congress
on Budgeting and Accounting, Washington, 1949, (ii) Report
to the Congress on Budget and Accounting, Washington,
1955.

Report of the Inchcape Committee on Retrenchment Govern-
ment of India, 1922-23.

Report of the Muddiman Committee on the Working of Reforms,
Government of India, 1924.

Report of the Officer Shortage Committee, Government of India,
1947.

Reports of the Public Accounts Committee (Epitome) (UK),
HMSO, 1937.

Reports of the Public Accounts Committee (India), New Delhi,
(8 Vols.), Government of India, 1960.

Report of the Plowden Committee on the Control of Public
Expenditure, London HMSO, 1961.

Report of the Royal Commission on Expenditure, London, 1896.

Report of the Taxation Enqguiry Commission (3 Vols.), New
Delhi, Government of India, 1953.

Report of Sir Richard Tottenham on the Reorganisation of the
Machinery of Government of India, New Delhi, 1945-46.



INDEX

ACCOUNTS, CLASSIFICATION  AND
FORM OF, 263-4fn., 449; and
Comptroller and Auditor-General,
106, 297-300, 310-11, 313, 415;
scrutiny by Financial Committec,
456; Separation from Audit, 33-4,
349-67, 427

Acheson, Dean, 403fn.

Act of 1858, 5-6, 27, 77-292; of
1866, 331; of 1861, 373; of 1909,
374; of 1915, 77; of 1916, 78;
of 1919, 27-8, 289-90, 322, 327,
345, 375, 377; of 1935, 10, 35,
79, 256, 290-1, 296, 337, 345-6,
377-8, 886, 412-3; Charter Act
of 1833, 11; Charter Act of 1853,
373; Councils Act of 1892, 374,
404; Provisional Constitutional
Order (1947), 228, 296; Regulat-
ing Act (1733), 11; see also Con-
stitution of India

Acworth Committee,
on separation of Audit from Ac-
counts, 353fn,

Administrative audit,
408

Administrative Control,
grants-in-aid, 208-22

Administrative Ministry, 62-3; con-
trol on non-developmental expen-
diture by 268-9

Agrawal, P. P,
232fn.

Aiyangar, N. Gopalaswami,
see Gopalaswamy Aiyangar, N.

Aiyyangar, M. A.
see Anantasayanam Aiyyangar, M.

All India Conference of the Minis-
ters of Industries, 121

175, 308-5,

137fn., 201tn.,

Ambedkar, B. R., 242, 294fn., 346

Anantasayanam  Aiyyangar, M.
255fn., 423, 425, 441{n., 444fn.
454

Anstey, Vera, 240fn., 242fn., 249fn.
251, 254fn.

Appadorai, A,
411fn., 436fn.

Appleby, Paul A., 55fn., 70fn., 104,
130fn., 142fn., 165fn., 183fn.
317, 326

Attached Financial Adviser Scheme,
109-12, 116, 126

Attlee, Earl, 392

Audit, 285-6; administration and,
321-7; on Central assistance to
States, 196-7; duties and powers
of the Comptroller and Auditor-
General and, 296-315; as exche-
quer control, 328-48; on grant-
aided bodies, 225-8, 231; history
of, 286-96; organisation of, 317-
20; Public Accounts Committee
and, 314-17, 406-8, 415-16, 429;

Txseparation from Accounts, 33-4,

349-67, 427

Autonomous and semi-gutonomous

bodies, control of, 415, 419

408{n., 410fn.

BapeENocH, CaMERON, 337

Bajpai Committee,
see  Secretariat
Committee

Bajpai,. G. S., 97-8, 109fn.

Banerjee, P, 29fn.

Barbour, David, 13fn.

Basu, D. D., 295fn.

Bator, Francis M., 239, 280fn.

Beer, Samuel, 73fn.

Reorganisation



470

Blackett, Basil, 408, 409

Bombay Plan, 122

Bowles, Thomas Gibson, 315, 330,
417, 429-31

Bridges, Edward, 309

Brittain, Herbert, 150, 301-2, 334

Budget, 40-8: Auditor-General’s
292; for establishment, 64-6;
cstimates, 48-56; execution of,
56-64, 117, 156-163, 389; expen-
diture policy and, 247-8, 279;
Finance Department’s scrutiny
on, 20-39; Parliamentary control
on, 379-402, 458; planning and,
119-76; Secretary of State and,
6-11; for States, 139-44

Burdon, Emest, 337, 412

Burkhead, Jesse, 150, 237

Butler, R. A., 381, 402

Camrion, Lorp, 448, 463

Canning, Lord, 286

Capital budget, 121, 125, 144-76,
180, 195

Capital expenditure, 215, 223, 246,
254, 376

Central assistance to States, audit
control on, 196-7; control by
Planning Commission on, 170;
during Second Five Year Plan,
189-92; financial control on, 152,
176-84, 192-6; inequalities in,
274; and non-developmental ex-
penditure, 265;  Parliamentary
control on, 197-8, 397; perspec-
tives on, 198-204; programme
budgeting and, 397

Central Economy Committee (1949),
249, 260

Central Finance Department, 26-7,
35-9

Chanda, A. K., 105-9, 111, 1824,
293, 310, 324, 360, 462

Charged account, 333, 380, 384,
449
charged appropriation, 341
charged expenditure, 413

INDEX

charged grants, 389

Charges,
continuing and new, 51-2
standing, 50

Chettiar, T. S. A, 105

Chintamani, C. Y., 29

Chubb, Basil, 307, 314, 404, 417,
426

Clark, Colin, 280

Colvin, Auckland, 13

Committee on Plan Project, 172-3,
196, 268

Comptroller and Auditor-General,
285-96; as auditor, 300-12; on
Central assistance to States,
182-5; on delegation of financial
powers, 85-6, 105; duties and
powers of, 296-7; estimates and,
461; cxchequer control by, 328-
48; on financial advice, 106-9,
117; on implementation of plans,
169; Public Accounts Committee
and, 229-30, 315-17, 415-16,
418-23

Concordates, 322-3

Consolidated Fund, 293, 329-30,
339, 344, 346, 380, 380-3, 390

Contingency fund, 344, 346, 388

Constitution of India,
Comptroller and Auditor-General,
293, 296, 338-9; consolidated
fund, 329, 346; equal justice in
expenditure, 272; exchequer con-
trol, 338-42; scrutiny of grants to
States, 198, 203; supplementary
demands, 451

Corporate bodies, audit of, 216,
227; grants-in-aid to, 215-19

Corporations, audit of, 311

Curzon, Lord, 8fn.

Cut on expenditure by Parliament,
382-4, 386, 390-2, 401

Daur, R. A, 260, 277

Dalal A., 124

Das, B., 293, 437

Delegation of powers, 125, Centre



INDEX

to States, 11-31, 35, 176-204,
256, 290; Finance Ministry to
Administrative Ministries, 76-93,
108, 125-8, 222-5; Secretary of
States to Finance Department,
77-81

Desai, Khandubhai K., 104

Deshmukh, C. D., 45, 72, 156-7,
173, 259, 401, 441

Deshmukh, Durgabai, 141

Developmental  expenditures, 39,
41, 245-6, 254, 261, 279; plan-

ning and control, 119-76, 327

Durell, A. J. V., 42, 61, 68, 212,
303, 314, 321, 388, 390-1, 420,
445

Dutt, R. C., 249-50

FconoMIiC AFFAIRS, DEPARTMENT
of, 43, 73, 102, 136fn., and bud-
get, 49-50, 120, 139, 153, and,
Central assistance to States, 195

Economy Committees, 16, 99-100,
176, 257, 258-9, 262, 269

Efficiency audit, 306-9

Eisenhower, Dwight, 281

Einzig, Paul, 401, 404

Establishment matters,

Control on, 64-6

Estimates Committee, 443-63;
Comptroller and Auditor-General
and, 461; cvolution of, 443-7;
functions, procedure and techni-
que of, 447-54; on Central assist-
ance to States, 194, 197; on
developmental expenditure, 147,

173; on grants to corporate
bodies, 216
Exchequer control, 328-48; and

Public Accounts Committee, 427;
of excess grants, 386
Expenditure, Department of, and
budget, 43-4, 49-55, 63-6, 120-1,
134-6, 151-6, 269; and Central
assistance to States, 189, 194;
Comptroller and Auditor-General
and, 317; Financial Advisers to,

471

113-15; and grants, 213fn.; Pub-
lic Accounts Committee and,
421; scrutiny of plans by, 134-6
Expenditure Finance Committee,
155, 442
Expenditure Policy, 235-81
Expenditurc Proposals Committee,
100

FINANCE, MmnisTRY OF, Control by,
63-71; delegation of powers by,
76-93; and devclopmental expen-
diture, 158-69; and Planning
Commission, 47fn., 130-44
see also Economic Affairs, De-
partment of—and Expenditure,
Department of

Finance Commission, 120, 177, 179,
182, 186, 199, 275

Finance Department, 16-39

Finance Member
powers of, 5, 8-16

Financial advice, 38-9, 94-118;
Financial Advisers under the
system of, 26, 31, 48-52, 67-9,
87, 127, 142, 158-68, 175-6, 222,
409, 422, 453

Financial codes, 37; audit code, 301,
305, 310, 323; Book of Financial
Powers, 37, 78-80, 86, 125; Cen-
tral Treasury Rules, 345; Civil
Accounts Code, 12; Civil Service
Regulations, 12; Devolution
Rules, 23-4, 28, 30, 78, 345;
General Financial Rules, 37, 79,
149, 236; Public Works Code,
12; Rules of Business, 24, 36,

“44-5, 125
Fisher, Warren, 32, 107

Five Year Plans, delegation of
financial powers during, 83-5;
Central  assistance to  States

during, 102, 120, 129, 137, 143,

146, 160, 179, 182-3, 183-92,

202; expenditure during, 243-4,

260-5, 266-8, 273, 275, 279-80
Full employment, 274-80



472

GapciL, D. R, 142, 143

Galbraith, J. K., 394

Gandhian Plan, 122

Gauntlett, Frederick, 25, 327, 3835,
351-3

George, Lloyd, 95, 394

Ghei, K. L., 164

Gladstone, 95, 404

Gopal, M. H., 259, 270

Gopalaswami Aiyangar, N., 99-102,
127

Gorwala, A. D., 103

Goschen, Lord, 53-4

Governor-General, 4, 86, 252; and
audit, 287, 291, 345; delegation
of powers to, 78-83, and Esti-
mates Committee, 445; and
Parliamentary  control, 373-9,
385; and Public Accounts Com-
mittee, 406, 445

Grant-aided bodies, administrative
control on, 208-22; audit control
on, 225-8; financial control on,
222-5; Parliamentary control on,
229-32; practices in control on,
207-8; trends in control, 205-7

Grants, administrative control on,
208-22; audit control on, 196-7,
225-8, 299, 304; budgetary, 28,
33, 236; and capital budget,
150-1; charged, 389; delegation
of financial powers on, 87-92;
cxceptional, 387; excess, 387;
financial control on, 61, 176-84,
192-6, 222-5; Parliamentary con-
trol on, 197-8, 229-32, 397;
perspectives on control on, 198-
204; Planning Commission’s con-
trol on, 169-75; Practices in con-
trol on, 207-8; Supplementary, 60,
62, 115fn., 126, 165, 435, 440,
450; surrender of, 159, 167;
trends in control on, 205-7; as
vote of credit, 387

Great Britain, Bank of England in,
330-4, 343; Committee of Na-
tional Expenditure in, 303;

INDEX

Comptroller and Auditor-General
of, 303; Exchequer control on,
300, 309, 330, 337, 343-5, 347;
financial advice in, 107; Parlia-
mentary control in, 879, 381;
separation of Audit from Ac-
counts, 349, 351, 358, 364
Grigg, James, 95, 100, 255, 444
Grove, J. W., 211, 217, 228, 227,
234
Guha, A. C,, 104
Gwyer, Maurice,
436

408, 410, 411,

HaiLey, W. MarcoLMm, 336, 407,
433

Hawtrey, R. G., 53

Heller, Robert, 402

Hicks, U. K., 150

Hoover Commission, 72, 118, 150,
396

Incacare CoMMITTEE ON REe-
TRENCHMENT, 16, 248, 253

India Office Committee,
On separation of Audit from Ac-
counts, 350

Indian Audit and Accounts Depart-
ment, 317-20

Industrial Policy Resolution of
1945, 123

Inequalities in expenditure,
between groups, 272-8
between territories, 274-5

Internal Financial Adviser, 67-9

International organisations,
contributions to, 219-22

JENNINGS, Ivor, 233
Jones, D. E., 444
Jones, W. H. Morris
See Morris-Jones, W. H.
Jukes, J. C. E.,, 33, 352-4, 364

KamatH, H. V., 381
Kaul, M. N,, 463



INDEX

Krishnamachari, T. T., 93, 157,
268, 293-4

Krishnamachari, V. T., 123

Krishnaswamy, 105

LiaQuat AL Kuan, 80, 182, 256
Lindblom, C. E., 260, 277
Lindsay, 330, 344, 429, 431
Low, 327

Lytton, Lord, 19

Macauray, T. B, 3
Maine, Henry, 17
Mathai, John, 71, 292, 446
Mavlankar, G. V., 427, 454, 459
May, Erskine, 379
Mayo, Lord, 14, 17
Mehta, Asoka, 266
Mehta, B. G., 449, 453, 459, 460
Military expenditure,
Public Accounts Committee, 408-
10
Millikan, Max, 277
Ministries,
control in, 67-9
Minto, Lord, 7
Montford Reforms,
separation of Audit from Ac-
counts; 351-2
More, S. S., 431 \
Morris-Jones, W, H., 316, 374, 380,
385, 392, 418, 422, 429
Muddiman, 30-1
Muddiman Committee,
On separation of Audit from Ac-
counts, 353, 356
see Reforms Enquiry Committee
Muir, William, 373
Musgrave, R. A., 271
Mpyrdal, Gunnar, 144, 151

NEHRU, JAWAHARLAL, 122, 124

Neogy, K. C., 124

Non-developmental expenditure,
Central and State, 246
growth and impact, 265-8
machinery to control, 268-70

473

OBLIGATIONAL GraNTS, 202-3, 219,
222

PAKISTAN,
financial advice, 114

Parliamentary control, 371-402, on
Central assistance to States, 197-
8, 397; Estimates Committee
and, 443-7, 455-9, 463; of ex-
chequer, 342-3; on grant-aided
bodies, 229-32; on Public Ac-
counts Committee’s reports, 424-
6; Standing Finance Committee
and, 432, 436-8

Pattabhi Sitaramayya, B., 294

Pay-Master General, 332-3, 343

Peake, Osbert, 315, 416

People’s Plan, 122

Performance budget, 73, 396-400

Phased grants, 212
phasing of expenditure, 279

Pigou, A. C., 236

Pinto, P. J. J., 446

Plan,
Annual-Centre, 136-9

Planning,
history of, 121-5

Planning and Development Depart-
ment, 122, 256

Planning Commission, 128-30
In relation to Ministry of Fin-
ance, 130-6

Planning Commission,
developmental expenditure,
control on, 169-74
see also Dev. exp.

Plowden, Lord, 46

Post-budget vigilance,
grants-in-aid to private institu-
tions, 211-15

Powell, J. Enoch, 165

Pre-budget scrutiny,
grants-in-aid to private institu-
tions, 210

Programme budget, 396-400

Programme Evaluation Organisa-
tion, 173-4, 195-6, 268



474

Private institutions, grants to, 24,
209-15

Provincial
21-6

Public Accounts Committee, 403-
31; on audit of expenditure, 175,
303, 307, 308, 310, 315, 321;
and Central assistance to States,
187; on control of developmental
expenditures, 160, 166; and ex-
chequer control, 338, 341; and
grant-aided bodies, 229, 231; on
reforms in financial control, 31;
and Standing Finance Com-
mittee and Estimates Committee,
439, 441fn., 443-4, 454, 458, 463

Public Debt, 249, 251, 298

Public enterprises, audit on, 311,
415, 458

Finance Department,

RarnaMm, S., 135

Reappropriation, 389-90

Reddy, K. V., 29

Revenue account,
expenditure of Central Govern-
ment, 245 .

Richmond, D. C., 303

Ripon, Lord, 13

Rolling Plan, 144

Rowlands Commission, 95

Royal Commission on Expenditure,
8-9, 13-14, 36, 249-51, 289, 404

Royal Decentralisation Commission,
19

SanTHaNnaM, K., 150, 200, 443
Schlesinger, James, R., 247
Secretary of State,
on separation of Audit from Ac-
counts, 350, 352, 356
Secretary of State,
powers of, 6-8, 27-31
Seton, Macolm, 7fn.
Shah, X. T., 373, 375
Shakdher, S. L., 318, 421, 423, 453,
462

INDEX

Shanmukham Chetty, R. K., 258,
437

Sharma, N. A., 147

Siddhwa, R. K., 104, 294

Simon Commission, 11-12, 16, 24,
29, 252, 376, 411, 436

Singh, T. N., 342

Supplementary appropriation, 329;
demands for grants, 60, 62, 115,
126, 165, 387-9, 435

Standing Finance Committee, 34,
126, 432-43; budget, 435; Esti-
mates Committee and, 440-1;
evolution of, 432-3; Public Ac-
counts Committee and, 439

States, budget scrutiny of, 139-41;
Central assistance to, 176-204;
and Centre, 19, 21-6, 39, 129;
control and developmental ex-
penditure of, 159-61

Statutory audit, 303-4, 306

Statutory Committee on Public Ex-
penditure, 266

Strachey, John, 14, 16fn., 17, 374

Sundaram, Lanka, 104

Sweden,
grants, 176, 201

Taxation EnNQuiry COMMISSION,
172, 243, 274, 280

Temple, Richard, 15

Thomas, P. J., 8fn., 12fn.

Tottenham, Richard, 95-7, 100, 127

Trevelyan, Charles, 250

Tribe, Frank, 304, 306, 307, 461

Trivedi, H. N., 452

Trivedi, U. M., 342

Tulsidas, Kilachand, 197

Tyagi, 424

UNITED STATES,
Appropriation Committee, 395,
442; Budget, 150; Budget and
Accounting Act, 327; Congres-
sional Committees, 396, 462

VELYUDHAN, 342



INDEX

Visvesvaraya, M., 121
Vote of credit, 386-7
Vote on account, 385-8

WAGNER, ApoLPH, 238
Watcha, D. E., 249
Wattal, P. K., 412
Welby, Lord, 250
Wheare, K. C., 428, 460
Wheeler Commission, 256

. 475

Willoughby, Willoughby, 330, 344,
429, 431

Wilson, James, 9, 12, 15-16, 34,
372-3

wilson, R. H., 307

Winnifrith, A. J. D., 66fn.

Woods, John, 93

Works Budget, 153-6

Younc, Hrtow, 42, 66, 334, 336,
381-2, 388-9















